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EXECUTIVE SUMMARY 

This report responds to a Congressional request for an assessment of "appropriate
incentives for private sector participation and the feasibility of an Energy Guaranty
Program modeled on A.I.D.'s Hlousing Guaranty Program." Of specific interest to the 
Congress, and consequently of this report, is the possible role that A.I.D. might play in
facilitating developing country private-power projects: projects developed, owned and 
possibly operated by the private sector. 

Interest in private power is proceeding rapidly. Pakistan, the Philippines, indonesia,
Jamaica, the Dominican Republic, Costa Rica, Brazil, Turkey, and other countries are 
formulating, and in some cases, implementing private-power policies. This introduction 
of private-market forces into what has traditionally been an exclusive government 
domain offers two much needed benefits: 

competition and its resultant more efficient management, both within 
power facilities and more generally within the power sector, and 

the mobilization of private capital to augment scarce public resources 
for needed power development. 

Despite the clear advantages of private participation in electrical power development
and the expressed interest of private firms and developing countries, to date no private
power genetion prrjects are yet firmly committed. Numerous barriers have 
discouraged or prohibited private investment in the power sectors of developing
countries. These include the following: 

• institutional and policy barriers, 

. weak domestic economies, 

" political risk, 

• technical risk, 

, financial risk. 

To overcome these barriers a range of U.S. and host-country government policy
initiatives are needed. Currently, neither A.I.D., nor any other U.S. agency, has specific
programs devoted solely to private power projects. A.I.D. has, however, devoted 
considerable resources to the subject through its development assistance and economic 
support programs to provide technical assistance, policy studies and conferences, as well 
as prefeasibility arid feasibility studies. Some of these have been carried out in 



ii EXECUTIVE SUMMARY 

collaboration with other agencies, especially with the Trade and Development Program
and with the Department of Energy. Other U.S. programs are provided by the
Overseas Private Investment Corporation, the International Trade Administration, the
Department of State, and the Export-Import Bank of the United States. 

Multilateral development institutions, such as the World Bank, the International 
Finance Corporation, the Asian Development Bank, the Inter American Development
Bank also provide limited amount of technical and feasibility study assistance. These 
multilateral development institutions are currently exploring innovative ways to 
facilitate private investment in the power sectors of developing countries. 

Existing U.S. programs share a number of limitations: amidst competing priorities
there :s a lack of clear policy direction as to the priority of encouraging private
investmt nt in developing country power projects, limited staff and financial resources 
are available for the task, and except in the renewable energy area, limited coordination 
exists arnong feder.l programs and with multilateral programs. 

OPTIONS TO INCREASE PRIVATE PARTICIPATION 

Since mobilizing market forces to foster economic growth is a major objective of A.I.D.
and since U.S. industry is a world leader in electric power, the Agency has a clear 
opportunity to accelerate this private-sector movement. Based on the status of private
participation in the power sectors of developing countries, the Agency challenge is toimprove the policy climate for private investment, facilitate actual project development,
provide necessary training, and coordinate a well targeted U.S. government effort to 
accelerate private-power development. The goal of this effort should be to establish a
limited number of successful pilot investment projects in A.I.D.-assisted countries that 
can serve as models for future investments on a broader scale. 

Options available to A.I.D to accomplish this goal are the following: 

Improve the Policy and Institutional Climate for Private Investment 

Option 1: Country-Specific Private-Power Strategies 

To help create more favorable investment environments for private power in 
developing countries, A.I.D. could develop a detailed "private-sector power
development strategy" on a county-by-country basis to identify needed policy
changes, to examine private-power opportunities and to identify potential
private-sector parties interested in power projects. 
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Facilitate Project Development 

Option 2: Private-Power Data Base 

The Agency could develop a Private-Power Data Base to track specific project
opportunities and to provide information to developers, other private parties and 
to other U.S. agencies involved in private-power development. 

Option 3: Definitional Missions and Trade Conferences 

In collaboration with TDP and Commerce, A.I.D. could increase the number of
definitional missions to countries that have favorable policies for private 
participation. 

Option 4: Private-Power Investment Promotion Program 

Modeled in part on the investment Promotion Office in Egypt, A.I.D. could

establish this program to ,ssist companies on targeted projects 
 o ,tain
information and technical assistance on potential market opportunities,
government policies, and regulations, business assistance programs and contacts 
in developing countries. 

Option 5: Private-Power Feasibility Study Program 

In collaboration with TDP and other U.S. agencies, the Agency could establish 
an expanded Private-Power Feasibility Study Program using formal and informalsolicitation mechanisms and targeted toward technologies where the U.S. private
sector has a competitive edge. 

Option 6: Innovative Technology and Environmental Assessment Program 

This option would provide resources for assessments of innovative energy
technologies that are applicable to private-power projects and for assessments of
the environmental effects of projects to minimize adverse impacts. 

Option 7: Energy Loan Guarantee Program 

Under this option the Agency would provide a full guarantee against default onloans made by private U.S. financial institutions to finance private-power
projects either through the host country government or utility (Housing 
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Guaranty Model) or directly to private developers (Eximbank Loan Guarantee 
model). 

Option 8: Direct Energy Loan Program 

Under this option the Agency would provide direct loans to private sector firms
for private-power projects in developing countries, either directly or through
finaicial intei mediaries. 

Option 9: Energy Grant and Export Credit Program 

This optio' would build upon existing legislative and regulatory authority tocombine A.I.D. grant and export credit funds with Eximbank "war chest" fundsfor more affirmative gc',crnment action for international procurements where
U.S. companies are coi.,peting with firms from other countries. 

Option 10: Energy Equity Program 

This option would use U.S. funds as equity or to guarantee equity funds forprivate-power projects in developing countries through any of four mechanisms: 
venture capital loans, direct equity purchase programs, equity guarantee 
programs or direct equity grants. 

Option 11: Negotiation Advisory Team 

The Agency, under this option, would create a pool of technical consultants thatcould provide assistance to the parties in private-power contract negotiations. 

Provide Training on Private-Power Development 

Option 12: Private-Power Training Program 

A.I.D. would create a Private-Power Training Program targeted toward 
government officials, state utility officials and businessmen from developing
countries and toward business.nen in the U.S. power industry. 
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Coordinate and Target U.S. Government Efforts 

Option 13: Private-Power Task Force 

A special Private-Power Task Force under the leadership of A.I.D. would be 
established to develop a coordinated approach to the private-power potential in
developing countries. It would develop a coordinated, targeted interagency
initiative for the promotion and implementation of private-power projects in 
de'eloping countries. 

Option 14: Integration of U.S. Trade and Aid Policy 

Through the Private-Power Task Force, A.I.D. would initiate a clarification of
trade and aid policies of the U.S. government as they relate to private-power
generation in developing countries. 

Option 15: Private-Power Pilot Program 

Under the auspices of the Private-Power Task Force, a Private-Power Pilot
Program would be set up to concentrate U.S. government resources on a few
targeted projects where there is a favorable policy and institutional environment 
and where specific projects are being proposed or negotiated. 
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OPTIONS FOR PRIVATE-SECTOR PARTICIPATION IN POWER DEVELOPMENT 

1. INTRODUCTION 

Recognizing that "energy shortfalls are causing a serious constraint to development inover half of all A.I.D.-assisted countries," the Committee on Appropriations of the U.S.Hiouse of Representatives requested a report on the "magnitude of the (power) crisis, itsimplications for future economic and social development and the potential for U.S.technologies and services to address this problem." The Committee also requested thatthe study "assess appropriate incentives for private-sector participation and thefeasibility of an Energy Guaranty Program modeled on A.I.D.'s Housing Guaranty

Program."
 

This report focuses on the Committee's re(Luest for an analysis of possible incentives toencourage the private sector of the U.S. and developing countries to contribute toproviding reliable, affordalle electrical power for economic and social development.The objectives of this report are (a) to evaluate the need for private-sector involvement,(b) to review existing programs and identify their shortcomings, and (c) to proposefinancial and nonfinancial incentives options for promoting private-sector participationin the power sector of developing countries. A companion report, "Power Shortages inDeveloping Countries: Magnitude, Causes, and Future Prospects" prepared by A.I.D.'sOffice of Energy addresses the remainder of the Congressional request. 

1.1 THE NEED FOR PRIVATE-SECTOR PARTICIPATION 

Benefits of Private Enterprise 

The major benefit for economic and social development of private-sector involvement
in power generation in developing countries is the introduction of market forces into
the electrical power sector, traditionally the exclusive domain of central governments
and government-owned utility compani-es. Market forces brings two key elements:competition and its resultant more efficient management and the mobilization of
private capital. 

The power sectors of developing countries tend to be inefficient, both at the plant andsystem levels. Developing country power stations often operate at two-thirds theavailability of similar plants in developed countries. Transmission and distributionlosses typically amount to two-to-three times the losses in more well-run power systemsof developed countries. Technologies in use are often antiquated, and incentives toadopt more efficient and advanced technology are lacking. Electrical power issometimes viewed as a political good rather than as infrastructure for development.Hence, tariffs can be distorted and highly subsidized for those censumer groupsconsidered politically important. Capital for power system growth, estimated now toabsorb on average one-quarter of the national development budgets of developingcountries, is frequently allocated in an ad hoc manner, sometimes with more important 
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economic sectors receiving fewer resources in favor of less productive but more
politically important sectors. 

The interest in private-sector approaches to electrical power in developing countries isproceeding rapidly. In the Philppi , Indonesia, Jamaica, the Dominican Republic,Costa Rica, Brazl. Turkey, Pakistan and other developing countries, policies to developprivate power are in place and projects are moving forward. The activities ofdeveloping countries have attracted widespread interest from the private sector, asnoted in the recent competition for private-sector power stations in Turkey, whichfeatured bids from consortia led by companies from the United States, Australia, Japan,
France and Switzerland. 

Need for Ir.centives 

Despite the clear advantages of private-sector participation in the development ofelectrical power and the expressed interest of private firms and developing countries, todate no private-power generation projects are firmly committed. Unfortunately,numerous barriers have discouraged or prohibited private investment in the power
sectors of developing countries. 
 These barriers can be grouped inte five categories: 

* Institutional/policy barriers 

* Weak domestic economies 

* Political risk 

• Technical risk 

* Financial risk 

To overcome these barriers, the U.S. government and the governments of developingcountries will have to institute a broad range of incentive measures. Incentives bothfinancial and nonfinancial, encompassing the overall investment and politicalenvironment, as well as the specific difficulties encountered during the process ofimplementing individual private power projects. A more complete review of thesebarriers appears in Annex A, "Barriers to Private Investment in Developing Countries." 

Institutional/Poiicy Barriers 

Many of the initiai barriers to private-sector participation in the power sector relate togovernment policies, regulations and practices that prohibit or discourage private sectorinvolvement. Even where laws and policies exist that allow or encourage privateparticipation, often compiex administrative structures and procedures deter investment. 



OI'iONS FOR PRIVATE SECTOR PARTICIPATION IN POWERDEVELOPMENT 
3 

For example, private-power developers frequently experience excessive delays as theyseek to conclude the numerous contractual agreements needed to finance and construct 
generation facilities. 

Often the institutional stnicture of the power scctor is unnecessarily complicatedinvolving numerous government agencies in regulating the planning, construction andoperation of a single power facility. Also, the host government personnel are frequentlyinadequately trained to understand ard to administer private power arrangements. 

Weak Domestic Economies 

Private investors and developers need a stable economic and investment environment.In recent years, developing countries have experienced low economic growth, cripplingdebt burdens and monetary instability, reversing the trends of the 1960's and the 1970's.According to the estimates of the International Monetary Fun-, direct investment fromindustrialized countries grew from less than $2 billion per year in the early 1960's toabout $10 billion per year between !974 and 1982. However, between 198i and 1983,direct investment decreased 29 percent.' 

Economic growth in developing countries has slowed dramatically. For these countries,the average annual growth rate of Gross Domestic Product was 6.4 percent from 196573, 5.4 percent from 1973-80 and only 3.6 percent from 1980-86.2 

Political Risk 

The recent economic problems of developing countries have only increased the already
high level of political instability. 
 Private investors and financial institutions, when
considering political risk are concerned with (1) nationalization and expropriation, (2)

currency inconvertibility and (3) war and political unrest.
 
The possibility of nationalization (i.e. the takeover of large segments of the privatesector) or expropriation (i.e. the seizure of the assets of a particular company, with orwithout compensation) is considered the greatest threat to foreign investment indeveloping countries. U.S. companies still remember the nationalizations andexpropriations of the 1960's and 1970's, when expropriations of foreign firms occurred
in more than 70 developing countries.3 

While sudden and outright expropriations receive more publicity, "creepingexpropriation" can be equally insidious. This type of interference can take the form ofrepressive taxes, changes in regulations affecting ownership and operations, breach ofcontract, price and production controls, and profit-level restrictions. For electrical 

1 David Goldshrotidh. Foreign Private Investment in Developing Countries. IMF Occasional Paper. 1985 
2 World Bar:, TVorld Development Report 1987, Oxford University Press, 1987, p. 16 . 

3 Department of State, Bureau of Intelligence and Research, "Disputes Involving US Private Direct Foreign Investment: 
January 1, 1985-May 1, 1987." July 6, 1987. 
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power, which has a long tradition of public ownership and cperation, the threat of
possible complete or creeping expropriation of private powe r facilities is even greater. 

Curreicy inconvertibility refers to the inability of a company to convert local currency
into foreign currencies, which is necessary to repay debt and returns tu equity that are
denomil.ated in foreign, L',rd currencies. Quite apart from the financial solvency on an
individual project, the government may during periods of financial stress restrict 
currency convertibility thereby disrupting the flow of earnings from foreign investments. 

Clearly, war and political unrest present serious threats to foreign investments in power
facJ;'ties. Due to their importance to the normal day-to-day functioning and due to the presence of foreign interests, these projects often become military targets of insurgent
groups opposing the presiding government. 

Technical Risk 

Private-power project developers are generally able to assume and expect to assume the
technical performance risk of their facilities in developing countries. However, there 
can be unusual and unexpected technical risks, such as the inadequacy of supporting
infrastructure upon which their operations depend, the unavailability or disruption of
fuel supplies, and the shortage of skilled operating personnel. Additional technical 
risks are involved when innovative power generation technologies are being considered. 

Financial Risk 

One of the most serious impediments to private-sector participation in power in
developing countries is the lack of capitalfor the equity and debt required. Investors 
are concerned that the unstable economies and governments of developing countries 
may result in their project not achieving adequate rates of return and may pose the risk
of uncompensated loss of all or a major portion of their capital investment.
Additionally, due to the higher risks overseas, investors commonly require higher rates
of return and faster payback periods on those projects they select. 

Consequently, there continues to be a significant downward trend in international
lending by U.S. banks to developing countries. From 1983 to 1986, foreign claims by
all U.S. banks on developing nations declined by 20 percent from $153.7 billion to 
$122.5 billion.' 

Cutbacks in international lending by U.S. banks also appear to be associated with theirgrowi, g reluctance te finance U.S. exports -- especially exports by medium-sized and
small U.S. companies to developing nations. During 1986, U.S. bank trade financing
with developing countries fell by 1' percent from $43.1 billion in March, 1986 to $36.6 
billion in December, 1986. 5 

4 Country Exp-sur Lending Survey, FFIEC Relcase E.6. 

5 W.F. Kolarik and T. Pcrcra, "U.S. Banks' Retreat frorm Export Financing: Implications for U.S. Trade", OTIA Staff Report 
DIE-07-&6, July, 1987 
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In addition to the problem of the availability of external capital, raising capital withindeveloping countries is often difficult or impossible due to the absence of local capitalmarkets and the flight of local capital to foreign money centers. 

1.2 CURRENT INrCENTIVE PROGRAMS 

U.S. Government Programs 

Currently there is no specific governmental program devoted solely to privatej articipation in electrical power generation in developing countries. A.I.D. has,owever,devoted more resources to the subject than any other government agency,drawing upon its development assistance funds to provide technical assistance, policy
studies, conferences, and prefeasibility and feasibility studies.
 
The U.S. government, nevertheless, has a number of existing programs that could bemobilized to assist efforts to promote private power in developing cc,.atries. Theseprograms include technical assistance, training, marketing assistance, feasibility analysis
and financing programs. 

For private power, A.I.D. and the Department of Energy (DOE) are the primary
sources of technical assistance. 
 A.I.D. can conduct studies of policy and institutionalimpediments, provide technicai experts to developing countries to structure or evaluatespecific policy options or power projects, and sponsor conferences to acquaintgovernment officials and businessmen from developing countries with private poweropportunities. DOE can also provide some limited technical assistance on specific
power project technoloies, such as clean coal technologies, that are within its program
priorities. Also, the Committee on Renewable Energy Commerce and Trade
(CORECT), which is staffed by DOE, conducts informational missions and
disseminates information about renewable energy opportunities and trade.
 
Although there is no marketing program solely targeted toward private participation inthe power sector of developing coumries, U.S. businessmen can obtain some marketingassistance from A.I.D., CORECT, the Overseas Private Investment Corporation(OPIC), the International Trade Administration (ITA) of the Department ofCommerce (DOC) and the Department of State (DOS). These agencies can provideinformation about markets for products, business laws and regulations, sources offinancial assistance, economic and demographic statistics on developing countries, and
business contacts overseas. The Office-of Energy of A.I.D. has completed a number ofstudies of the potential for private power in selected developing countries and also hasinitiated a lirmted J"ta base of project opportunities and industry contacts. 
Limited assistance for prefeasibility and feasibility studies is available from the U.S.Trade and Development Program (TDP), A.1.D. and DOE. These agencies are notfocused only on private-sector power studies, but are funding such work in Jordan,
Pakistan, Jamaica and 'Thailand. 

Assistance to finance equipment, materials, services and construction for overseasprojects involving U.S. comparies is available from the Export-Import Bank of the 
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United States (Eximbank), OPIC and to a limited extent from A.I.D. Through its directloans and loan guarantee programs Eximbank and OPIC can provide financing for theexport of U.S. products and services and for investments in projects with U.S. privatesector involvement. A.I.D., through its Commodity Import Pro,ram can providefinancing for power equipment and materials and through Economic Support Funds canparticipate in a limited number concessionary financing arrangements for specific
projects. 

The Overseas Private Investment Corporation and Eximbank can also offer to eligibleapplicants political risk insurance that covers nationalization and expropriation, warand civil unrest, and currency inconvertibility. This insurarnc e is available for qualifyinginvestments and export contracts. 

The available assistance programs of the U.S. government are more fully described insucceeding sections of this report and in Annex B, "Existing Federal Programs". 

The U.S. government has not yet set a clear policy direction on the promotion ofenergy, or more specifically electrical power, as a part of our trade and aid strategies.When viewed from their ability to promote private-sector power programs and projects,the existing programs of the U.S. government have significant limitations that reducethe extent to which they can assist private-sector participation in electrical powergeneration in developing countries. Cui rently, for example, oniy A.I.D. and DOE havetechnical experts knowh'dgeable about electrical generation who can be made availableto assist developing countries. The overseas marketing programs of DOC have beenweakened by recent budgetary cutbacks. The U.S. government has few programs tohelp businessmen pay the costs of marketing their goods and services overseas.
Currently, there is no training program offered by any agency on private power,
although A.I.D. does provide some courses for planning and operating public power
systems. 

The limited project development assistance funds of A.I.D., TDP and DOE have been
committed to a small number of projects for prefeasibility and feasibility studies. 
 Tile
demand for financial assistance for project construction funds from OPIC, Eximbank
and A.I.D. has each year far surpassed the supply, as these agencies have seen their

budgets decline.
 

U.S. companies in the power industry have expressed concern about the lack ofcoordination among the available programs, which makes it difficult for them to obtainthe assistance they need. This situation is exacerbated by the conflict between the U.S.government's objectives of promoting trade for U.S. companies on the one hand andproviding foreign aid for basic human needs without regard to trade implications on the
other. 

Other Progiams 

Multilateral development institutions, such as the World Bank, the InternationalFinance Corporation (IFC), the Asian Development Bank and the Inter-AmericanDevelopment Bank, also have programs that are applicable to the development ofprivate-power projects. They do not yet, however, have specific programs in place just 



-- 

7 

OPTIONS FOR PRIVATE SECTOR PARTICIPATION ;.*POWERDEVELOPMENT 

for private power. Although they can provide some limited amount of technical andfeasibility study assistance, the multilateral development institutions typically prefer toutilize 	their resources for project or sector loans. In fact, 	the World Bank is currentlyconsidering an innovative loan program primarily for private-sector power projects inPakistan specifically targeted toward the energy sector. 
The IFC, in addition to providing direct loans for private investment projects, can alsoacquire equity in projects they believe are sound and contribute to the economicdevelopment of a country. Also, the World Bank, through a newly affiliatedMultilateral Investment Guaranty Agency (MIGA), will shortly begin offering politicalrisk insurance for private investments made in developing countries. 
Other industrialized nations and many advanced developing nations have marketing,technical, training, development and financing assistance programs similar to those ofthe U.S. Again, none of our trading competitors has yet created a specific program for
private power. 

Additional information concerning the available assistance programs of multilateraldevelopmeit institution and other developed countries can be found in Annex C,
"Programs of International Development Institutions", and Annex D, "Export
Promotion Activities of Selected Industrial Countries".
 

2. 	 OPTIONS FOR A.I.D. TO INCREASE PRIVATE-SECTOR PARTICIPATION

IN ELECTRICAL POWER EXPANSION IN DEVELOPING COUNTRIES
 

Mobilizing market forces to foster economic growth is a major objective of the Agency
for International Development (A.I.D.). Since the U.S. industry is a world leader in
electric power technology, A.I.D. has the opportunity to accelerate this private sector
movement in the electric power sector of developing countries. To implement such
private 	projects, !however,requires that numerous impediments be overcome. 

Private 	sector participation places exacting demands upon private-sector projectdevelopers, host governments and state-owned utilities. Project developers playmultiple roles as owners, builders, and possibly operators. The host government and itsutility encounter numerous political, financial and bureaucratic obstacles as theyattempt to shift what has been a public sector activity into the private sector. Thepremise upon which this report is based is that there is a role for both private andpublic sectors in introducing market forces into the power sector. This means that inany private-power project, private developers assume all risks normally associated withthe commercial aspects of the project technology and system performance asdesigned, adherence to production schedules and, in general, delivery of electricalpower -- as agreed to by contract. Government, however, assumes the responsibility forpolitical" risks, political stability, public solvency, supply of inputs agreed to and
payment for products delivered. 

Options presented in this report are based on a review of existing problems andavailable programs, and on discussions with private companies in the electrical powerindustry. Th e discussion begins with the pohcy context and investment climatenecessary for the germination of private-power projects. Next, incentives are suggested 
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that would assist in the complex development process that private power projects mustfollow. 	Finally, options are proposed that concern the crosscutting issues of training,program coordination, trade and aid policy, and targeting resources. 

2.1 	 IMPROVE THE POLCY AND INSTITUTIONAL CLIMATE FOR PRIVATE
 
INVESTMENT
 

To succeed with any,significant private participation effort, it is necessary to payconsiderable attention to the general policy and institutional context and investmentclimate 	in developing countries. This involves the adoption of public policies andattitudes favorable to participation of the private sector in the ownership and possible
operation of electrical power facilities. 

Many barriers to private investment relate directly to government policies, regulationsand practices that control the generation, distribution and sale of electrical power. Inmost developiag countries, governments have created parastatal utilities, i.e. authorizedpublic monopolies, in which efficient financial management is often subordinated topolitical and social obje 'tives resulting in severe market distortions that makeinvestrnents by local and foreign private sector firms risky and unprofitable. 

There 	is a general fear among investors about existing government controls, changes inregulations and practi,-es and arbitrary intervention. Some specific areas of concern to
private-sector firms follow: 

" Lack 	of explicit laws and regulations permitting and encouraging private
sector 	power; 

* 	 Lack of experience by the state utilities with privately generated power

interconnected into their transmission and distribution grid;
 

* 	 Noneconomic pricing where electrical price tariffs are below the cost of

providing the power, requiring significant subsidies from the central
 
government;
 

* 	 Restrictions on repatriating project generated revenues in foreign currencies

needed to service the debt and equity obtained from foreign sources;
 

* 	 Restrictions on the foreign ownership and management control of private
 
companies created to generate power;
 

" Lack 	of legal protection to ensure contract compliance by the host
government and its state utility that are usually the sole purchasers of the 
power generated; 

* 	 Restraints on profit rates, interest rates, foreign exchange, and credit; 
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" Promulgation of restrictive licensing, taxation, and import/export duties and 
policie.,; and 

" Complex administrative arrangements resultin& in time delays and 

unanticipated costs for common or routine decisions and actions. 

A more detailed discussion of barriers to private investment isattached as Annex A. 
Despite recent progress in enacting policies favorable to private participation inelectrical power in deveioping countries, such as Pakistan, Indonesia, Jamaica, andelsewhere, no private power projects have yet reached fruition. The initial projects arecontinuing to confront policy and institutional barriers at every step of the developmentprocess. This isdue to unfamiliarity in developing countries wit- the subject and the means to interact with the private sector in power generation and to a naturalreluctance by state utilities to relinquish part of a function that has traditionally beenexclusively within their jurisdiction. Making the transition from public power to pi ivate power .,1 continue to require substantive changes in existing -vernmental programsand pr,&, ires affecting electrical power and private ownership and investment. 

Private companies interested in private-sector power have identified the policy andinvestment climate as a major area of concern. According to developers interviewed byA.I.D, early host government support for private power is essential. There must be anearly consensus of support within the government both for vivate power of the specificproject as well as support for the general private-sector policy initiative. 

Both the Overseas Private Investment Corporation and the International FinanceCorporation have expressed a clear willingness to consider financing request6 forprivate-power projects once the dev,:loping countries have adopted clear legal policiesand come forward with a specific project and firm contractual commitments. 

Specific to private-sector power, the World Bank and A.I.D. have taken the lead inefforts to induce policy reforms that would encourage private power. The World Bankhas conditioned several of its energy sector loans to developing countries withrequirements for policy changes to enable the private sector to participate in provid;ngand financing needed power projects. A.I.D. has conducted numerous studies anaconferences on polik. reforms that would overcome some of the legal and regulatorybarriers to private power.6 Also, A.I.D. has provided technical assistance to Pakistun,'India', Thailand and other countries to advise policymakers about various approachesto this problem. A.I.D. has a well developed programmatic effort to promote policydialogue 'o induce the adoption of policies and practices that encourage private-powergeneration. Other, overarching issues relating to impediments to U.S. investment and 

Private-Sector Small-Scale Power Generation in Pakistan: Potential Impediments and PolityIssues, Final Report, June 1986,
Hagler, MaillN & Company with A.D. Little 

7 NonutilityPower Generation in the India Sates of uiamt and Maharashtra: Potential, Impediments and Policys.sues, 
liagler, iRailly & Company, June, 1987 

8 Private-Sector Power Generation in Thailand: Poten:ial, Impediments, and Policy Issues, Hagler, 13ailly & Company,
November 1986. 
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trade 	are being addressed by the Departments of State and Treasury, the Office of theSpecial Trade Representative, and other offices of the U.S. government. 

Many policy and investment climate barriers involve issues of political risk, i.e. thepotential for actions by developing country governments or populations to endangerinvestments and contracts entered into by foreign private parties. The Overseas PrivateInvestment Corporation, the World Bank through its newly created MultilateralInvestment Guaranty Agency, and the Eximban'k have insurance or guarantee programsto mitigate some of the risks on a project by project basis. This insurance has proven tobe essential fer long term private-sector investments, such as those required by privatepower projects. Private insurers do not now provide long term investment insuranceand are not likely to do so in the future (for a description of these programs, (see Annex
B and Annex C). 

Findings 

" A favorable investment climate for private-sector power is essential for
successful project implementation and attracting the needed foreigninvestments. Private power requires a true partnership between the public
and private interests with each side agreeing to accept certain risks and costs 
to achieve the anticipated benefits. 

* Both the central government and the state utility must be fully and actively
supportive of private power and willing to alter policies, regulations,

actices, and attitudes that would impede project development. Thisrequenty involves changing not only policies specific to the private-power
project, but also other policies concerning trade, investment and financing in 
general. 

" 	 Essential to any private participation effort is the willingness of agencies of
the U.S. government, both in the United States and in developing countries,
to support policy dialogue that results in improving the investment climate
for private participation in the power sector. 

* Despite widespread interest in private power by many developing countries,
the lack of a successful private-power agreement to Gate suggests aninadequate commitment to implementing the full range of policy and
regulatory changes needed to establish a favorable investment climate for 
private power. 

Option 1: Country-Specific Private-Power Strategies 

To help create more favorable inv'.stment environments for private-sector power indeveloping countries, A.I.D. could develop a detailed "private-sector power 
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development strategy" on a country-by-country basis to support policy reform. Theseshould be consistent with the comprehensive development strategies developed by theAID. Missions and coordinated with each country's broader country development 
program. 

In coordination with A.I.D.'s Regional Bureaus and the Bureau for Science and
Technology, A.I.D. Missions in key countries could prepare private-sector power
development strategies following the models prepared in Pakistan, India, and
elsewhere. These strategies would include the following: 

(a) 	 identification of key policy barriers to private participation and 
suggested approaches to overcoming those barriers; 

(b) analysis of, and models for, private power enabling legislation, 
regulations, and institutional reforms; 

(c) exploratory meetings and workshops with key public and private 
sector officials in the country about the opportunities for private 
participation in each country; 

(d) 	 identification of potential private parties interested in participating in 
power development, and 

(e) 	 conferences on private-power potentials and impediments. 

Pros: 

" Policy reform isessential to private-power investment and a clear private
sector strategy is critical for effective A.I.D. activity. 

* Without policy reform studies prepared within the context of a private
sector power development strategy, clear directions for reform can often not
be agreed upon and the full range of poicy options might not be understood. 

" 	 Policy and institutional reform is a high A.I.D. priority to which A.I.D. staff 
can apply significant experience and resources. 

Cons: 

* 	 Policy and institutional reform studies in isolation from concrete project
activity can be of academic interest only and will not always result in actual
implementation of the desired policy changes. 
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Developing country policies tend to be deeply rooted in the political,
economic and social climate of the country and are especially difficult to 
revise. 

" There are currently inadequate resources in the Missions committed to this 
activity. 

2.2 FACILITATE PROJECT DEVELOPMENT 

This section examines options for A.I.D. to assist in the "project development process,"which can begin 0nce a favorable policy and institutional climate has been established.The pioject development process for private-power generation projects involves four
basic phases: 

1. 	 Project Definition - the identification of the market for privately generated
power and the identification of potential projects and project sites;
 

2. 	 Project Feasibility --the assessment of the technical, commercial, and 
operational viabiiity of the project; 

3. Project Financing - the identification :md structuring of the required equity
and debt financing; and 

4. 	 Project Contractual Negotiations - the discussion and execution of the
 
numerous legally binding agreements required among the participating

parties. 

During the project development process, the privte and public arties 	make thenumerous critical decisions that determine project success or failure. Following thecomplex development process, projects enter into construction and then into operation. 

Those parties directly involved in private-power project development and financing allemphasized the dominant importance of the project development process and the needfor incentives to increase the number of private-power projects. 

Developing a private-power project is more time-consuming, expensive and complexthan developing a power project that is solely within the public sector. In a privateproject, once technical and financial feasibility is established, a private-sector projectowner company must be created and private financing arranged in an environment thathas until now been a public-sector preserve. Then, the state utility (the purchaser ofelectrical power), the project owner and ultimately the -,ate government, the fuelsupplier, the plant operator, the lenders and others must all be bound together througha set of detailed contractual arrangements. The primary concern of all parties is thefair distribution of project risks and benefits between private and public sectors, anuncommon situation for most state utilities and host governments. 

Based on experience to date with private-power projects, it is not unusuai to see 	projectdevelopment for private power require two or more years with development costs 
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running as high as 3-5 percent of the total constructed cost. Smaller scale power
projects tend to have higher development costs, in percentage terms, than largerprojects, as there is a baseline of time and cost in the development of a private Power
project regardless of size. 

Project Definition Phase 

Background 

Project definition includes the identification and promotion of potential markets for

private-power generation projects and the initial identification of specific power
projects within those markets. In assessing a developing country's overall market

prospects, private-power developers and investors consider the following: 

* electricity demand growth; 

* electricity pricing and overall pricing policy; 

* type of economy; 

* attitude of country toward foreign investment; 

* economic and political stability; 

" availability of private capital; 

• debt burden and capacity; 

* presence of capable local private parties and equity investors; 

• policy climate for private participation; 

* existence of any special financial inducements, for example the presence of
favorable loan guarantees or possibilities of debt-equity swaps. 

Once countries appear to provide a good market for private-power projects, privatecompanies identify specific project opportunities primarily through investigation of the 
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power sector expansion plans of developing countries and through extensive discussionswith appropriate members of the host governments and local companies. 

The U.S. government offer a broad array of programs to help identify markets forprivate power projects in developing countries. Since the advent of private power is sorecent, however, few of the programs have done more than begin to scratch the surface
of the potential market. 

Five separate agencies offer a variety of assistance Jprograms to develop or to provide
market information. The Department of Commerce, through its International TradeAdministration (ITA) and its U.S. and Foreign Commercial Service, with 125 posts in
67 countries, offers the widest range of market and project identification services to theU.S. private sector. This network can provide data on specific markets, economic
conditions, local busi.ess practices, contacts with foreign governments and private
sector groups, overseas trade shows and investment missions, and sources of technicaland financial assistance for U.S. companies. Using its Major Projects Tracking List, theOffice of International Major Projects of ITA, in coordination with the interagency
Major Project Coordinating Group, also tracks the progress of overseas projects over $5 
million. 

Market identification activities of the U.S. Trade and Development Program (TDP)consist of definitional missions to developing countries, providing travel and related
assistance to develop specific project in specific markets. Additional, follow-up

assistance is also available from TDP for potentially viable projects.
 

The Overseas Private Investment Corporation (OPIC) provides a limited program of
market identification. Assistance includes investment missions for U.S. private
companies, a data base on investment opportunities overseas, and information packages
on 110 developing countries. Since OPIC programs could not be used to provide orguarantee U.S. private investments in publicly- owned utilities, OPIC has little
experience with private power marketing. 

The Bureau of Economic and Business Affairs of the Department of State (DOS) can
provide market information through country officers and in-country marketing
assistance from overseas commercial officers, including country specific business
information and identification of potential joint venture partners. Again, these 
resources have not focused on the potential Drivate power market. 

A.I.D., through its energy assistance program, has since 1984 undertaken limited marketidentification activities for orivate power generation. The Agency is also the primary
body of the U.S. government responsible tor developing a strong private sector climatein developing countries. Some of the activities relevant to project definition include the
following: 

energy planning assistance activities in approximately 35 countries, providing
information about power sector needs and plans; 
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definitional studies and missions have been carried out in approximately 19
countries to examine the market for three energy technologies:
cogeneration. advanced coal technologies and biomass (sugar cane, rice and
wood residucs) fueled systems; 

Discussions with U.S. companies, especially small and medium-sized companies,revealed that most of them avoided marketing in developing countries for a number of reasons. Many firms simply lacked experience with overseas markets, since until
recently the U.S. domestic market created sufficient demand for their products and

services. Also, numerous firms indicated that they did not have the resources to travel
and develop contacts overseals on their own. 
 Despite the number of programs availablefrom the U.S. government, many firms knew little about them or did not believe they
were in a position to take advantage of them. 
Another handicap in securing rivate sector participation in power development in 
developing countries is the lack of knowledge by decision makers in developingcountries of the full range of goods and services that U.S. companies can supply such asrecent dramatic deve!opments by independent power producers in the U.S. in the areasof modular cogenration facilities, wind, solar and biomass power generation, pollutioncontrol systems, computerized control systems, and private power project development
and operation services. Spawned in part by the Public Utility Reform and Pricing Act,numerous advances in power production have occurred that could be of direct benefit 
to developing countries. 

Als'o, a review of the activities of other developed nations undertaken as part of this
study revealed that each of these countries is investing heavily in marketin andpromotional activities by pi ,iding direct assistance to private companies for- marketing(see Annex D). Also, they ierally have consolidated their assistance activities so thattheir businesses have only one agency to contact to initiate their marketing and projec:
definition efforts. 

Findings 

0 Since the private generation of electricity is a newly developing market,
having developed during the past five years, there is a significatt lack of 
information about private-power project opportunities in developing 
countries. 

Funding for private-power project definitional and promotional activities 
has been inadequate given the size of the potential market and the high
level of interest expressed by developing countries. 

U.S. firms, especially small and medium-sized suppliers of electrical 
equipment and services and those in the rapidly growing renewable energy
and cogeneration fields, lack knowledge and experience in marketing and 
operating overseas. 
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Governmeilt officials and private busirnesses in developing countries are not
ramiliar with the wide and increasing raige of goods arid services that U.S. 
companies, especially small and rneditmm-:ized firms, can provide for 
private-power projects. 

U.S. businesses, especially small and medium-sized firms, are not acGxquately
familiar with where and how to obtain assistance from U.S. government 
agencies. 

Option 2: Private-Power Data Base 

Given its current program priorities and recent experience with private-sector
participation in i1e power :,ectors of developing countries, A.I.L'. could develop a
Private-Power Data Base to track specific project opportunities. Building upon its
extensive network of A.I.D. Missions, such activity should be coordinated with theDepartment of Commerce Foreign Commercial Service and the DOC International
Major Project Tracking System, as well as with interagency activities carried out under 
programs of the Committee on Pe nevable Energy Comnercc and Trade (CORECT). 

The 	data base woul'_ provide an updated inventory of the fo'lowiug: 

(a) 	 project opportunities by country; 

(b) 	 U.S. suppliers of power equipment and services; 

(c) 	 key contact persons, firms and agencies in the public and private 
sectors of developing countries; 

(d) 	 current information about laws and regulations on private power; and 

(e) 	 information about the economic aiid trade impacts of specific
projects, including jobs created, value of U.S. exports of goods and 
services utilized, and estimates of annual income generated. 

Pros: 

" 	 A well-constructed data base, relying on information provided from within

developing countries and the U.S. power industry, could provide updated

information on private-power project opportunities. This would be
 
especially useful to small companies and to companies seeking to market
 
their goods and services.
 

" 	 Developing countries officials and A.I.D. Missions could use the data base 
to become aware of goods and services available from U.S. companies. 
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Cons: 

* 	 Poorly developed data bases can become quickly outdated and their datarelatively useless for private sector decisionmaking if not properly managed
and if isolated from specific project opportunities. 

" Data bases frequently provide little analytical information on the
commercial readiness of a proje,'t opportunity. 

* 	 Maintaining a useful data base is staff intensive; A.I.D. staff and financial
 
resources are limited for this purpose.
 

Option 3: Definitional Missions and Trade Conierences 

Definitional Missions 

In collaboration with DOC and TDP, A.I.D. could increase the number of definitionalmissions to countries that have adopted, or are about to adopt, favorable policiestoward private participation in the power sector and which have a significant powersector market. Definitional missions would involve identifying potential power projectopportunities and the key public and private parties in developing countries andbringing them together with potential U.S. private companies who desire to participatein such projects. The intention of the missions is to develop contacts between U.S.businesses and appropriate government and state utility officials, potential joint venturelocal partners and local suppliers of goods and services. 

Funds could be made available to assist small and medium-sized businesses to travel op
the missions which would be reimbursable if the companies subsequently transacted
business. These meetings would draw upon the resources of the Private-Power DataBase, the in-country A.I.D. Mission, DOS and DOC staff, and A.I.D./Washington. 

Trade Conferences 

Regional and country-specific conferences could be organized on the subject of privatepower project development opportunities. The target audiences could includegovernment officials, state utility officials, financial institution representatives andprivate businessmen from the developing country and U.S. government officials, experttechnical advisors, and private U.S. companies that supply equipment and services.Participation in these conferences wouldprovide U.S. businessmen the opportunity tolearn more about private power opportunities and to introduce their products and 
services. 



18 
OPTIONS FOR PRIVATE SECTOR PARTICIPATION IN POWERDEVELOPMENT 

Also, A.I.D. could build upon existing, planned trade conferences scheduled in

developing countries by cosponsoring these conferences if they are expanded to
 
encompass power sector opportunities.
 

Pros: 

* 	 U.S. companies, particu!arly small and medium-sized firms, that do not have
sufficient resources to explore overseas markets, could receive reimbursable 
travel assistance and participation in definitional missions and private power
conferences. 

" 	 Definitional missions and private-power trade conferences would provide

the opportunity for such firms to identify business opportunities and to

develop personal contacts that could result in joint ventures at a later date.
 

" 	 Definitional trade missions and conferences on private power are cost 
effective, efficient mechanisms to exchange information while providing a
supportive environment for establishing trade contacts. 

Cons: 

* 	 Definitional missions and trade conferences are staff intensive and unless 
well 	focused can often fail to produce immediate, tangible results. 

" 	 Definitional trade missions by different U.S. agencies are often not
 
coordinated. In the past, A.I.D. has not been a lead agency in sponsoring

trade missions to developing countries.
 

Option 4: Private-Power Investment Promotion Program 

In response to the expressed concern of U.S. businesses, a Private-Power Investment
Promotion Program could be established to assist companies to obtain information and
technical assistance on potential market opportunities, government policies and
regulations, business assistance programs, and contacts in developing countries
financing. Following in part the model of A.I.D.'s Investment Promotion Office in
Egypt, A.I.D. could establish a project to identify power sector market opportunities
and joint venture partners in developing countries and the U.S. This program could
also coordinate assistance to prospective private power ventures from various federal 
programs. 

Similar to the programs in other developed countries, the Private-Power Investment 
Promotion Program would provide businesses a single point of contact that would 
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provide not only information and some technical assistance, but would also follow up
with each interested company as project opportunities developed. 

The Program could draw upon A.I.D., DOC, DOE and TDP resources, including their
extensive contacts in both the power industry and developing countries. 

Pros: 

* 	 A one-stop investment promotions project will minimize the effort that
private firms, especially small and medium-sized firms, must exert to obtain 
information and technical assistance. 

* Between A.J.D., DOC, D()E and TDP, there are substantial informational
and technical resources that can assist private companies interested in
private power in developing countries. 

Cons: 

* Without the commitment of ad litional resources, investment promotions
arid business assistance programs cannot deliver the level of assistance that 
many firms need, such as technical and market information specific to their
product and service lines ard project packaging assistance to arrange
financing. 

* 	 Interagency coordination is difficult at best and obstacles to it must be
 
overcome or private businesses seeking help will become frustrated and

confused. 

PROJECT FEASIBILITY PHASE 

Background 

Once 	market and political conditions are favorable for private-power projects,
prefeasibility and feasibility studies are undertaken to determine if projects are truly
viable. Decisions by host governments, state utilities, potential project developers,
equity investors and lenders all hinge oil the outcome of these studies. 

Prefeasibility analysis typically addresses project local ion, fuel types and sources,
market potential, type of technology, project size, operational matters, costs, revenues,
management, preliminary design, and legal and environmental issues. 
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Based upon the prefeasibility study, the decision is made to proceed or not. Forprivate-power projects, prefeasibility studies are used by private project developers tosecure letters of intent" for powc, sales agreements from host country governmentsand/or state utilities. Prefeasibility studies zire also critical to identifying unattractive,
unworkable -a9d uneconomic projects. 

If the project is continued, the next step is a full feasibility study, which is frequently
very expensive since it analyzes matters in great detail. Common components in a

feasibility study are the following: 

* 	 Engineering designs of plant layout arid components at a level of detail to

enable bids for construction and equipment to be prepared;
 

" Detailed financial plans for raising the capital required, including alternative 
cash 	flow projections; 

* 	 Facility management and operations plans; 

* 	 Fuel supply and grid connection plans; 

• 	 Environmental mitigation measures; 

Numerous U.S. agencies have authority to assist in the preparation of prefeasibility andfeasibility studies, although only A.I.D.and the Department of Energy focus solely onpower. A.I.D. Office of Energy and several A.I.D. Missions, most notably Pakistan andEgypt, have funded a number of prefeasibility and feasibility studies. 

For private sector projects,9 the Trade and Development Program offers reimbursablegrants for feasibility studies of project in which U.S. investors intend to have an equityparticipation and that, if implemented, will require substantial U.S. exports. If a projectproves feasible and an investment is made, TDP requires reimbursement of its 50percent contribution to the study. 

The participation of TDP in funding prefeasibility and feasibility studies is based ontheir experience that if U.S. companies cond, 2t the feasibility studies then generallyother U.S. companies supplying goods and services to the power industry have a betteropportunity to win contract and subcontract awards. Therefore, a small investment in afeasibilit, study can leverage a significantly greater increase in U.S. trade opportunities.Private developers interviewed by A.I.D. also confirmed that if U.S. companies do the
preliminary engineering and feasibility work they tend to inform other companies whocan supply the needed equipment and material for the upcoming project, which givesthese 	companies an early advantage in competing with firms from other nations. 

International Development Cooperation Agency, Trade and Development Program (FY87 budget is $21 million). 
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In the past, TDP has supported a number of power project feasibility studies primarilythrough its public sector-oriented project planning grants. In fiscal years 1981-1986, 26such studies were financed by TDP, with grants ranging from $35,000 to $940,000 forprojects in 21 countries. However, with approximately a $20 million annual budget,TDP is constrained as to the number of private sector studies it can fund. OPIC has some limited funds available for conducting feasibility studies; private power projects
would qualify for their use. 

The Department of Energy does fund prefeasibility and feasibility studies, sometimes inconjunction with A.I.D. Such efforts have recently focused on an analysis of clean coaltechnologies in developing countries and a feasibility study for a mini-hydro project.Again, lack of funding and its own specific technology priorities limit the availability of
these funds. 

The Export-Import Bank of the United States (Eximbank) has an Engineering
Multiplier Program to help U.S. firms win foreign contracts for feasibility studies andpre-construction engineering services. These loans and guarantees, however, requirehe host government to provide a sovereign guarantee, in case of nonpayment by thepurchaser. The program has not been widely employed because of the time requiredand complexity of arrai'ging the guarantees. Generafly, this program is most useful onlyafter much advance prefeasibilitv work has been completed and a decision has been 
made to proceed with the project. 

Two additional types of studies are frequently needed during the project feasibility
stage: assessments of innovative technology in actual project contexts and assessments
of environmental impacts and options for proposed private power projects.Nontraditional, inncvative technologies can play a significant role in providingpower indeveloping countries if they can be proven to match the local requirements andconditions. Unfortunately, funds to assess innovative energy technologies have declined
sharply, except for specia topic areas, such as clean coal technology and a specialenergy technology innovation project in India Program to Accelerate Commercial 
Energy Research (PACEZR). 

A key element of prefeasibility and feasibility studies is an environmental assessment ofthe project and its alternatives. A.I.D. and other federal agencies are required underthe National Environmental Policy Act to carry out environmental assessments forpublic sector projects. Strictly private projects, with no assistance from U.S. agencieswould not necessarily include comprehensive environmental assessments unless
required by the laws of the developIng country. 

Also, in the past, inadequate attention has been paid to the environmental impacts of
electrical power projects in developing countries, especially the issues of forcedresettlement, global warming, impacts on fragile ecosystems and alternative, lessenvironmentally damaging power generation technologies."l Additional resources needto be devoted to environmental assessments to avoid the adverse impacts of earlier 
power projects. 

10 World Resources Institute, Energy for aSustainable World, Sptcmber 1987. 
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Findings 

Prefeasibility and feasibility studies are the key decision documents for 
project financing and investment. 

Early involvement of U.S. architectural and engineering firrris in conducting
prefeasibility and feasibility studies for project helps insure a later role forU.S. suppliers of equipment and services, thereby increasing potential trade
opportunities. 

Program and funding restrictions severely limit the number of prefeasibility
and feasibility studies, thereby limiting the number of private sector projects
that can be underta':en. 

As the movement for private power develops, assessments of innovative 
energy technologies and environmental impacts require the commitment ofgovernment ftnds, since they a areas that have in the past received
insufficient attention in power projects development. 

Option 5: Private-Power Feasibility Study Program 

In collaboration with TDP, DO,', OPIC and Eximbank, A.I.D. could help establish aPrivate-Power Feasibility Study Program. Using formal piogram opportunityannouncements, as well as informal solicitations, the Program could seek viable privatepower project opportunities, targeted toward technologies where the U.S. private sector 
has a competitive edge. 

A substantial increase in resources for these studies would be essential. Theadministering a.ency could make reimbursable grants of up to 50 percent of the totalcost for prefeasibility and feasibility studies to private firms whose projects satisfy presetproject selection criteria. If the project moved forward, the grant would be repaid at
the time of the closing of project financing. 

Pros: 

* The Program would increase the number of private-power projects being
considered. 

o Since these are the key decision documents, such assistance could provide
U.S. firms with advance information about trade opportunities. 
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Properly designed, they are effective means to develop consensus between
industry and government on the scope and cost of power projects. 

Cons: 

* 	 These studies can raise the expectations of the industry beyond what funding 
support is available from A.I.D. for financing project construction; 

* Some studies will result in findings that certain projects are not feasible
under the specific circumstances and no project will be irpiemented despite
the expenditure of public funds of prefeasibility or feasibility work. 

o Public agencies often preclude firms from doing both a feasibility study and
project investment, even though project developers and lender often
consider feasibility studies conducted by third parties as less reliable than
those conducted by the project developers themselves. 

Option 6: 	 Innovative Technology and Environmental
 
Assessment Program
 

The Innovative Technology and Environmental Assessment Program would provideresources for conducting assessments of innovative energy technologies that have
applicability to private-power projects and assessments of the environmental effects of
projects and means to minimize adverse effects. 
 Targeted toward specific technologies
in which the U.S. has, or intends to develop, a competitive position, this program would
provide moe support for detailed technolog, a ;sessments of emerging andenvironmentally clean technologies, e.g. fluidized bed combustion systems, renewable 
energy technologies and cogeneration systems. 

Also, environmental assessments would ensure that private-power projects adequately
consider and address such issues as air quality, atmospheric warming, impacts onbiological diversity and habitat, potential forced resettlement of local populations andalternatives to conventional, coal-fired and hydro plants. This Program couldsupplement the funding of other U.S. agencies that support prefeasibility and feasibility
work. 

Pros: 

Technology assessments are critical for proving the feasibility of innovative 
technologies in relation to less isky conventional technologies; 
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" 	 Technology and environmental assessments are relatively inexpensive
investments of funds given their potential for providing more effective and 
environmentally compatible solutions; 

* 	 Environmental assessments are essential to inform public and private

decision makers of adverse impacts and possible alternative approaches.
 

Cons: 

" 	 Technology and environmental assessments can be academic exercises if
they are not directly, to tied to a specific project that has the possibility of
 
being funded and impiemented;
 

* These assessments are often conducted by agencies or consultants who arenot involved in implementing power project therefore results can be 
unrealistic. 

PROJECT FINANCING PHASE 

Background 

Once 	the policy climate is favorable and project technical and financial feasibility isproven, the most significant remaining impediment to private power projects is the

unavailability of financing en acceptable terms. 
The electrica power demands of

developing countries are constrained by the lack of capital to invest in new generating
facilities. The attractiveness of private power to developing countries lies in the
opportunity it brings for more efficient operation of the system and for access to
additional capital markets, which state owned utilities cannot utilize.
 

Generally. funds for rivate power projects will come primarily from two sources: debtfrom the project lend ers and equity from the project owners. Grants from governments
are another potential although minor source, compared to the total project cost of 
power facilities. 

Debt 

The primary sources of debt funding include internationally active commercial banks,multilateral ®velopment banks and export credit agencies and development assistanceagencies of developed countries. From the point of view of the lenders, the key issue isthe security of the flow of project revenues necessary to repay the loan principal andinterest. Commonly, private commercial banks, international development banks and
donor country development agencies have required "sovereign guarantees" from thegovernments of developing countries to secure their loans. This represents a full faith 
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and credit guarantee by the central government of the country to fulfill the obligationsof the loan if the project for financial or nonfinancial reasons cannot make the required
debt payments. At the other extreme is what has come to be called the pure "projectfinancing" approach, wherein lenders rely solely upon the project's revenues, assets and
contractual arrangements as security. 

Given the uncertainties of investing in developing countries, most lenders require morethan project revenues and assets to secure their loans. Consistent with this approach,
nearly all private power projects to date have been structured with "limited recoursefinancing" for the project debt, not pure project financing. Under limited recourse
financing, project owners and host governments have to provide certain types of
backstopping guarantees to cover loan default or delinquency, but not complete
sovereign guarantees. 

The underlying principle in a private project is that the private sector assumes riskswithin its control and the host government stands behind risk under its control. Thisstructure is necessary to attract private sector equity and debt financing to a country inwhich the government typically plays a dominant role in the country's overall economic
affairs. At best, financing for private power projects in developing countries willrequire limited recourse financing. Often the host government, must provide additionalguarantees to lenders and insurers against certain risks not within the control of the 
state utility. These assurances concern force majeure, political risk and foreign
currency exchange. Without these assurances, a viabie financial plan cannot be 
developed. 

The promise of privatv power, nevertheless, is also constrained by the limited
availability of capital for investment and by the guarantees that are being required.Simpiv because these power projects are to be owned and operated by private parties isnot sufficient to convince lenders to rely only on project revenues and assets forrepayment. The serious uncertainties surrounding investments in developing countries
due to high levels of economic and political risk and the availability of more secui eopportunities for investing funds, have made private investors and lenders reluctant tocommit resources without substantial backstopping guarantees by the U.S. or other
donor country governments or by the host country governments. 

International commercial bank loans and export credits have historically provided amajor share of the foreign capital for energy projects in developing countries. Between
1973 and 1980, commercial lending for energy increased by over 150 percent and
accounted for 68 percent of developing countries' external borrowing for energy."
lowever, the international debt crisis has deterred commercial banks from new lending

in many developing countries, and since 1982 commercial bank lending has virtuallybeen eliminated as a source of power sector finance. It is unlikely that in the near term more than $500 million per year will be available from commercial banks.' 2 

There are generally no well-developed sources of long-term local financing for private
power investments in developing countries due to poorly developed or nonexistent
capital markets. In addition, government policies often restrict access to local capital. 

World Bank, The Energy Transition inDeveloping Countries, 1983. 
i2 Alfred Ileron, Financing electric power in developing countries. IAFA Bulietin, Winter 1985. 
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Public, state-owned utilities are usually given priority access to low-cost capital raised
through borrowing by the central government. Historically, rates of return for publicutilities have dwindled from over 12 percent in the 1970's to less than 5 percent to day' 3 
which has identified power as a less than normally attractive sector in which to invest.
Government regulations and power purchase agreements that restrict the potentialprofitability of private power projects further discourages local and foreign capital

investment.
 

Given the risks of investing in private power private sources of debt financing areclearly insufficiei:t by themselves. Significant involvement of the U.S. government, thegovernments of other developed countries and multilateral development banks is
essential for the success of private power. 

The rnaior sources of government assisted financing for private power projects are

export credit and investment agericies and official development assistance agencies.
These traditionally provide direct loans, loan guarantees and political and commercial 
risk insurance. 

The resources of developed nations devoted to export trade promotions are shown on
Exhibit i. These funds are available for all types of export trade other than strictlyprivate power projects. Much of the official development assistance isearmarked forspecific programs and is unavailable for private power projects. In general, there is a

trend for official export credit assistance to come less in the form of direct loans and
 
more as guarantees or insurance for loans from private banks.
 

The Eximbank is the U.S. government agency that helps finance export sales of U.S.

goods and services. Its goal is to enable U.S. exporters to compete fairly, by providing
export credit enhancement to protect exporters from 
 credit risks. It accomplishes this
through two sets of programs: (1) Eximbank financial assistance programs of direct
loans and loan guarantees and (2) insurance programs offered through the Foreign

Credit Insurance Association (FCIA). 
 The program of Eximbank is directly applicable

to the export of products and services needed for private power proiects.
 

In recent years. Emimbank financing program have provided $1.6 billion to $2 billion
annually in financial assistance, supporting $2 billion to $2.2 billion in annual U.S.export value. Roughly two-thirds of this assistance has been in the form of loanguarantees and one-third in direct loans. In fiscal year 1986 alone, Eximbank
authorized 192 guarantees totalin8 $1.1 billion and 240 loans totaling $577 million.These included four major financing of U.S. ec,-ports related to electric power
generation ard distribution facilities for public power projects: 

$65.4 million loan for the development of coal fired power station in the 

Peoples Republic of China; 

,, $27 million loan for gas turbine power station in India; 

13 David Jhirad, etal. Electric Power for the Developing Countries, New Options and Strategies, December, 1987. 



Official 
Development 

U.S. 9,400 

Japan 3,800 

France 4,000 

Germany 2,900 

England 1,530 

Canada 2,200 

Source: Arthur D. Little 

Exhibit 1
 

Comparison - Resources Available From
 
Official Development Assistance and Export Credit
 

Loan and Loan Guarantees and Insurance of
 
Selected Industrial Nations
 

($ US million)
 

Exports Supported 
by Official Export 

Finance Loans 

Exports Supported 
by Official insurance 

and Guarantees 

1,400 9,400 

1,200 40,000 

1,60 25,000 

1,400 14,000 

700 30,000 

600 2,700 

Total Official
 
Trade and
 

Development Financing
 

20"200
 

45,000 

29,160 

18,300 

32,230 

5,500 
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* $24 million guarantee for a gas turbine power station in Oman; and 

* $7.6 million loan for an energy nianagement system for the electric power
grid in Brazil. 

Currently, Eximbank is involved with an approximately $340 million loan guarantee for
the Terkidag private power project in Turkey for the Bechtel-led consortium. 

Eximbank, in conjunction with A.I.D., has responsibility for administering the mixed
credit program wherein the U.S. government can combine grants of 35 oercent of theproject cost with export credit loans to over,"me concessionary financing offers by
other nations, A "war chest" of $100 million ias been appropriated at Eximbank to beused only defensiveiy, i.e. after a U.S. bidder becomes aware that another competitor ismaking a concessionary financing offer with its government's support. Transactions
involving mixed credits are estimated to have averaged about $2.5 - $5.0 billion over thelast few years. Much of the official development assistance provided by France and
Japan has been tied to mixed credit transactions. 

Recent funding restrictions on Eximbank have limited its ability !o make mixed credit
offers or to expand its coverage throu gh export credits. Also, Eximbank, as a matter ofpolicy, requires sovereign guarantees tor its loans and loan guarantees, and this could
seriously restrict the applicability of its credit assistance program to privatk power
projects. With specific regard to private power projects, Eximbank has shown awillingness on a selective case-by-case basis to examine possible alternatives to strict
formal sovereign guar-ntees. 

Another soarce of potential investment funds is the Overseas Private Investment
Corporation (OPIC), an independent U.S. government agency. Since 1971 OPIC hasserved as the key federal agency for encouraging American business investment in
developing countries. OPIC provides qualified private sector investors with (a)insurance against certain political risks; (b) loan guarantees; (c) direct loans to smallbusinesses and cooperatives; and (d) a variety of preinvestment assistance. 

Under its loan guarantee program, OPIC can issue a guarantee under which funding
can then be obtained from a U.S. private financial institutions. The gun,. ,ntee coverscommercial and political risks. Typical OPIC loan guarantees are between $1 million
and $25 million, but can be as large as $50 million. Interest rates are comparable to 
rates on other U.S. guaranteed loans. OPIC charges a fee of 1 1/2 to 2 1/2 percent. 

OPIC In fiscal year 1987 committed $23 million in direct loans $200 million in loan,
guarantees, and $1.8 billion in political risk insurance. 

OPIC, unlike Exirubank, specifically does not require on desire a sovereign guarantee
from the host government. Instead, it relies its assessment of the project risk, the
country risk and the strength of the contractual agreements to assure repayment.Ultimately, OPIC and Eximbank are themselves backstopped by their own reserves for
losses andfinally by a full faith and credit guarantee of the U.S. Treasury, should 
payment on defaulted loans or investments be necessary. 
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Unlike export credit and development assistance investment agencies in other
countries, both Eximbank and OPIC are restricted to providing only debt financing.
Despite the expressed interest of OPIC in expanding its legal authority to allow it tomake equity investments in private projects, currently neither OPIC or Eximbank can 
take or guarantee equity positions. 

Official development assistance or "foreign aid" is another potential source of financing
for orivate power projects, particularly for the pilot plants until the feasibility of private
po cr can be proven. Exhibit I and Exhibit 2 provide information about development
assistance funds from developed countries. Exhibit 2 shows, that most governments canprovide the same type oi export credit loans and guarantees that the U.S. can provide. 

11,Afl.hoa-h the U.S. government is by far the largest provider of official development
assistance with approximlately $9 rnil!)rn in 1987, most of these funds are earmarked fordirect payments to selected foreign gov,-rnments for' specific government or publicprojects and progi ams. Their use in the power sector has been primarily for publicly
owned and operateu facilities. In recent -ears, so-r. $150 millicn to $200 million per
year has been provided by A.I.D. throug. its Deviopment Assistance and Economic
Support Funds for energy-related activitics. 
 Ov,.r the past three years, A.I.D. has
committed nearly $1.5-2 million toward dc,-loiment phase arid policy studies on
 
private power projects.
 

Although A.I.D. funds could in principle be used to finance the debt of private powerprojects, no funds have yet been used in this manner. Currently, the A.I.D. Mission in
Pakistan is considering joining a World Bank led consortitim of countries to poolresources for a special loan program for private power projects in that count'y. Also,
there aue some limited funds in the Private Sector Revolving Fund administered by theBuread for Private Enterprise that might be available for up to $2 million o( debt, or

possibly equity, financing.
 

Also, A.I.D., like Eximbank, is authorized by Congress to make mixed credit offers in response to concessionary financing offers by competitor nations. Since no new fundswere made available for this program and because of the comnlexity of shifting already
committed or obligated funds rapidly to match mixed credit offers submitted by othernations under international bidding competitions, this program has seldom been 
employed. 

The final source of project funds is international development banks. This includes theWorld Bank and its affiliated regional banks (for example the Asian Development
Bank and the Inter American Development Bank), the International Finance
Corporation and related agencies. 

The International Bank for Recon:;truction and Development -- known as the WorldBank -- is the largest and most important multilateral development agency in the world.With 148 members, the World Bank provides financial and technical assis,ance tc:developing couiIt..ry governments. In accordance with its charter, the World Banl.kmakes only direct loans, no loan, guarantees, to governments and requires a sovereign 
guarantee of its loans. 



Exhibit 2 

Services Provided by Official Project FinancL Agencies 

Methods of Finance aid Financiai Services 

CCCE CDC DEG EIB FMO OECF EXIM OPIC 
Loans to Private yes yes yes yes yes yes yes yes 

Corporations 
and
 
Development
 
Banks
 

Equity in Private yes yes yes yes yes yes no no 
Corporations 
and 
Development 
Banks 

Loans to Foreign yes no no no no yes yes no 
Governments 

Guarantees no no yes no no no yes yes 
Feasibility Studies yes yes yes yes yes yes yes yes" 
Technical yes yes yes no yes y'es no yes* 

Assistance 
Training yes yes no no yes no no yes* 
Grants yes no no yes no no yes 

OPIC's investment encouragement progranms were curtailed or suspended 
in earl, 1986 a: part of the U.S. Guve,'nment's broad effort to reduce govern
ment spending. OPIC's direct loan, loan guaranty, and insurance projects 
remain fully opcrational. 

e Central Fund for Economic Cooperation (CCCE), France 
* Commonwealth Development Corporation (CDC), United Kingdom 
e European Investment Bank (EIB), European Community 
e German Company for Economic Cooperation (DEG), Germa-ny 
e Netherlands Finance Company for Developing Countries (FMO), 

Netherlands 
* Overseas Economic Cooperation Fund (OECF) and th,.'Export-Import Bank 

of Japani
 
e Overseas Private Investment Corporation (OPIC), IJr.ied States 

Source: Financing Third World Development, F. Ghador, International Law hastitute. 



31 
OPTIONS FOR PRIVATE SECTOR PARTICIPATION IN POWERDEVELOPMENT 

Since the poorest nations are generally unable to satisfy the Bank's lendingrequirements, particularly regarding interest rates and repayment periods, the
International Development Association was established to assist them with loans on
 
more favorable financing terms.
 

World Bank loans genera.., require aduational debt or investment from other sources.For each dollar of World Bank money, anether 3 to 5 dollars is attracted from other 
sources. Other lenders are often willing to invest in projects that include Bank fundingbecause they are confident the that project is financially sound, political risks are
minimal and the loans will be repaid. 

The World Bank has long been involved with the public power sector. Loans and
 
credits for power cumulatively total $25 billion.
 

Regarding the World Bank's involvement in private power, the sovereign guarantee
requirement has made it difficult for the Bank to make direct loans for private powerprojects. Host governments argue that to provide a sovereign guarantee of the project's
debt obligations has the effect of keeping the project in the public sector. In that sense 
then, it is not really private power. 

In the Terkidag power project in Turkey, the project developers led by Bechtel of the

United States sought World Bank funding in part for the credibility that the World
Bank's participation would have provided. The project developers believed that the
involvement of the World Bank would have demonstrated confiden-e in the project,
thereby reducing the perceived risk and making it easier to obtain additional debt and

equity financing. Unfortunately, the World Bank's charter requirement for a sovereign
guarantee for its loan presented an insurmountable impediment since the Government

of Turkey was unwilling to provide such a guarantee for a "private" project. Therefore,

the WoId Bank is not included as a participant in financing the private power projects

there.
 

An innovative approach to overcoming the sovereign guarantee dilemma is being
attempted in Pakistan. Th.re the World Bank is proposing to lend $300 million, to besupplemented by funds from Japan, United Kingdom, Italy and the U.S., to adevelopment bank in Pakistan with the government providing a guarantee of the WorldBank loan. The Pakistan development bank would then on-lend the funds at marketrates to private power projects. This program would leverage the funds based on thecredibility the World Bank. No more than 30 percent of any project could be financed 
from this source. 

The World Bank is developing another program that could also prove applicable toprivate power projects. Similar to the political risk insurance programs of OPIC andthe Eximbank, the Multilateral Investment Guarantee Agency (MIGA) -- an agencyformed by the World Bank and its members -- will offer to private companies thatinvest in developing countries political risk insurance against losses owing to armed
conflict, civil unrest, and government expropriation or breach of contract. It will alsoprovide protection against government imposition of restrictions on currency
conversion and the transfer of profits out of the country. 
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The initial authorization that MIGA is seeking to raise £rom the members of the World
Bank is $1 billion. The target date for commencement of operations is 1988. 

The International Finance Corporation (IFC), affiliated with the World Bank, was
established to promote productive private investment in developing countries that
contributes to their economic growth. The IFC makes both equity investments in, and
direct loans to, private companies for specific projects. The IFC does not require
sovereign guarantees. Its approach is to fund those proj,'-cts that IFC believes can

successfully generate sufficient revenues froin the project itself to repay the
 
indebtedness.
 

Similar to the World Bank, IFC participation in a project builds the confidence of
investors,since it is highly respected in international financial circles. Since it began its
operations in 1956, the iFC has committed over $6 billion in funds to more than 2,000
companies for approximately 700 projects in more than 80 couitries. Total project
costs were about $25 billion, reflecting more than a 1 to 3 favorable leveraging ratio.
To date, the IFC has not funded any private power projects, although it has considered 
a few projects recently that are still struggling through the development process. 

Sources of Equity 

The key determinants of the amount of equity compared to the amount of debt that
private power project developers must raise are the economics of the individual project
and the project's risks. Equity commonly accounts for between 20-40 percent of total
project costs with borrowed funds accounting for the remainder. Given the
uncertainties and risks in the initial private power projects, it has frequently been very
difficult for project developers to raise the required equity. This typically results in the
project developer seeking to involve additional parties as equity owners. 

Generally, equity funds go toward the high risk, upfront project development activities,
which are essential for proper project structuring and risk reduction. Once the
uncertainties encountered in the complex development process are eliminated or
reduced to manageable proportions, project developers find it easier to secure equity
and lending commitments for the funds required for construction. 

According to developers interviewed by A.I.D., the primary, if not exclusive, source of
development phase funding for private sector power projects to date has been equity
from private parties with specific interest in the projects. Assistance for these
development phase activities from the 1ost governments and from bilateral/multilateral
institutions has been limited. 

In addition to the project developer who initiates and structures the project, there are 
other potential sources of equity funds: 

Project construction contractois, major equipment suppliers, fuel suppliers
and project operators; 
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* 	 Foreign and local private investors through capital markets or direct
 
investments;
 

* 	 Private international financial institutions, such as commercial banks, that 
hold I-ans from the host country that can be converted into equity through
debt to equity swaps. 

o 	 The host government and/or its utility company. 

* 	 The International Finance Corporation and the export credit or
development assistance agencies of certain non-U.S. donor couptries(see 
Exhibit 2). 

Based on discussions with private commercial banks and engineering companies, it is
clear that private lenders and project developers are favorably disposed to having the
host government or the state utility as an equity partner in private power projects. They
believe that having the utility company participating as an equity partner promotes a
commonality of interest between the project's private parties and the host governments
and utility companies and helps facilitate coordination and decisionmaking. In the
minds of the project developers and lenders, the equity participation of the host 
government or the state utility reduces the risk of project delays and nonpayment on 
power purchase agreements. 

Although their participation as equity owner is desired, host governments or their
utilities often lack the financial resources to contribute funds for their share of equity. 

As has been discussed, equity funds usually come form the private parties involved with
the development and ownership of each project. Nevertheless, due to the difficulty of
raising equity for projects in developing countries, many industrialized nations
interested in the trade opportunities do have funds and programs to provide equity
investments (see Exiibit 2). 

The U.S. government is the only developed nation that does not have a program for
providing funds for equity participation in private projects by a government entity.
OPIC has expressed a desire to acquire the authority to make equity investments, but to 
date has not been granted such authority. 

The IFC, on the other hand, does have the authority to acquire equity interests in
projects, generally with the intent of enabling needed projects to move forward. Once 	a
project is operating successfully, lFC usually seeks to sell its equity holdings to private
investors. The IF also rec.ently initiated a program that could have an impact on
private sector investment in power projects. Under its new Guaranteed, Recovery of
Investment Principal (GRIP)program, the IFC essentially guarantees the equity'
investments of private parties. This program could make it substantially easier for
private power project developers to arrange equity on the initial projects.
Unfortunately, the program is so new that there is no relevant experience upon which to 
evaluate its potential. 
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Findings 

Host government participation as a minority equity partner promotes a
commonality of interest between the project's private parties and the hostgovernments and utility companies and helps facilitate coordination anddecisionmaking. Project developers and private financial institutions haveexpressed a preference for having the governments represented as equitypartners for these very reasons. Host governments often lack the financial 
resources to contribute funds for their share of the equity. 

Unlike many of its trading competitors, the U.S. government has no programto help provide or finance significant equity investments in private power
projects. U.S. agencies, such as OPIC and Eximbank, unlike their 
counterparts in other nations, cannot take or guarantee equity investments,
nor are there any development assistance program available to enable
developing countries or their utilities to acquire equity positions in private 
power projects. 

At best, financing for private-power projects in developing countries
requires limited recourse financing. Often the host government, mustprovide additional guarantees to lenders and insurers against certain risks 
not within the control of the state utility. 

U.S. funding is inadequate for financing the potentially significant market
for private-power projects. Eximbank and OPIC. lack sufficient loan orguarantee authority and Eximbank and A.I.D. resources for mixed credit,
tied-aid offers is very limited. 

Option 7: Energy Loan Guarantees 

Using this option, a U.S. government agency could guarantee the repayment of a loanfor all or a portion of the requiredproject debt made by a U.S. financial institution foran eligible project. The loan would be made either to the host government, whichwould on-lend the funds to a private investment intermediary (such as a development
bank or venture capital investment firm) or directly to the eligible private projectdeveloper. The responsible agency would review the projects for technica, financial,
and economic viability and political risk. 

The loans could be at competitive market rates for similarly guaranteed loans. Theprogram operating costs would be paid for out of a fee charged to the borrower.
Maturities would be from 15 to 20 years plus a grace period on repayments of principal
and interest during construction and startup. 
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The guaranteed loan would be one element of the entire finance package which wouldinclude equity pa-rticipation from the developers and investors and additional debt 
financing. 

Option 7.A: 	 Energy Loan Guaranty Program -- The A.I.D.
 
Housing Guaranty Model
 

A.I.D.'s Office of Housing and Urban Programs, Bureau for Private Enterprise, hasbeen operating the Housing Investment Guaranty Program since 1961. As part of theforeign assistance program, it has improved the quality of housing in developing
countries. Over $1.3 	 billion in guarantees are now outstanding to A.I.D.-assisted 
countries. 

Under the program, 	the U.S. government provides a full guarantee agai:nst default onloans made by private U.S financial institutions to host country governments for
investments in their housing sectors. The host governments, in turn, provide asovereign guarantee 	to the U.S. government to repay the loan in the event ofdelinquency or default. The program supports itself by charging the borrower a fee aspart of the loan package. Loans are attractive to host countries because they are atlower rates and longer repayment periods than could be otherwise obtained andbecause some of the 	foreign exchange isgenerally available for other purposes, if local currency can be employed for a portion of the required goods and services. 

In fiscal year 1987, $150 million in new loan authority was available. Typically, $150$200 million has been authorized each year. Loans generally range from $10 million 
to
to$25 million. The history of loan repayment ',-is been excellent with very few defaults,although recent debt 	problems in LDC's have increased the level of delinquencies. 

As applied to a private sector Energy Loan Guarantee Program, the U.S. governmentwould guarantee loans made by U.S. financial institutions to foreign utilities or hostgovernments to finance private power projects. The government in turn would on-lendthe money to private developers as part of a larger financial package. The host
government would guarantee to the U.S. government that the loans would be repaid asagreed. Loans would be at attractive rates because they would be guaranteed by thefull faith and credit of the U.S. government. They would be of long duration (e.g. 15 to20 years). The host government would be required to meet certain terms and
conditions including contracting with American firms or joint venture participants for
the supply of equipment, construction and plant operation. 

Pros: 

The program would reduce the level of uncertainty and risk for U.S.
investors. Due to the U.S. government involvement in a portion of the
financial package, the creditworthiness of the projects would be substantiallyenhanced; 
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The host country would provide its sovereign guarantee that loan repaymentwould be made and thereforn it would have a stake in the outcome of the 
proir-ct: 

* The guaranteed loan would be at an attractive rate, comparable to long term
Treasury notes (plus a small fee) and therefore lower the effective 
borrowing rate of the entire project; 

" The program would provide a high, l..rage of U.S. government authorized 
funds than adirect loan; and 

Since its use would be restricted to projects with substanial U.S.
participation, the program would enable the U.S. private sector to better 
compete in international power generation projects. 

Cons: 

* Loans would flow through the host government before they reach the private 
sector, adding an extra layer of administration; 

* Loans would increase the overall indebtedness of the government anddefeat the purpose of "off balance sheet" financing that is often important to
developing country governments; 

" The program would be only for A.I.D.-assisted countries, if administered by
A.I.D.; and 

A ne,' implementing entity in A.I.D. would be needed although the HGP 
structure could serve as the model. 

Additional budgetary authority would be needed and the budgetary
requirements for program reserves could be up to 25 percent of total loan 
guarantee authority. 

Option 7.B: Direct Energy Loan Guarantee Program - The 
OPIC/EXIMBANK Loan Guarantee Model 

Similar in structure and administration to the loan guarantee programs to those of theOverseas Private Investment Corporation and the Eximbank, this Direct Energy LoanGuarantee Program wot ,2provide a U.S. government guarantee to U.S. financial 
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institutions .hat loaned funds to private-power projects. The main differences betweenthis Option and Option 7A (based on the Housing Guaranty Program model) is that theloan would be made directly to the private-sector developer or to a development bankin the host country and the host government would not be required to provide its
sovereign guarantee. 

The terms and conditions would be the same as in Option 7a. Since OPIC andEximbank now have the authority to provide the needed loan guarantees, they might bethe administering agency or the Program could be created within A.I.D. Additionalloan guarantee authority and a direct appropriation for the progam reserve and initial
start up costs would be required. 

Pros. 

* The loan would be between the U.S. financial institution and the private
sector investor or a host country development bank without going through ahost gove-nment. This would eliminate a layer of government bureaucracy. 

" The 	host country would benefit from additional power sector investments
without adding to the national cdebt (off balance sheet financing). 

" 	 An administrative entity (OPIC or Eximbank) exist that would have all

organizational systems in place to provide the needed guarantees. All they
would need is additional administrative, technical and financial resources.
 

Cons: 

* There might be legislative and administrative resistance to establishing
another loan guarantee authority targeted at the energy sector. 

* 	 OPIC has an annual authorization of approximately $200 million for all
loan 	guarantees. This amount would not be sufficient for several private
power projects and additional authority would be needed. 

" 	 OPIC loan guarantees are only available for 50 per cent of project costs.

The U.S. portion of power projects might be higher than this.
 

Option 8. Direct Energy Loan Program 

Several models or precedents exist within A.I.D., in other U.S. government programsand elsewhere for direct loans to private sector firms in developing countries. The 



38 

OPTIONS FOR PRIVATE SECTOR PARTICIPATION IN POWERDEVELOPMENT 

A.I.D. Private Sector Revolving Fund, the Eximbank direct loan program, the OICdirect loan program, and the World Bank's and the International Finance Corporation'sprograms all can currently provide funds for private power projects. However, the PREand OPIC loan programs are limited by their available funding to financing only smallscale projects from $500 thousand to $5 million in total project cost. The Exim bank andIFC loan funds are available for Jarger projects in the $20 million and above range, butthe appropriations for Eximbank have not increased to keep up with the demand.Given that the total project cost of even relatively medium sized power plants in the 50to 100 Megawatt range, total proJect costs could range from $50 to $150 million,
obvlously, just a few of these projects could quickly absorb all of the available direct
 
loan resources. 

Direct energy loans, unlike guarantees, would involve the lending of U.S. Treasuryfunds for specific private power projects. The loans would be made directly to neeligible private project developer or to a financial intermediary, such as a developmentbank, in the developing country for on-lending to the project developer. A directproject loan of this type, first, adds scarce financial resources to the project, but moreimportantly, it brings the stature of the U.S. government behind the project which tends 
to reduce the perceived risk. 

In the Energy Loan Program, the terms of the loans would be at prevailing marketinterest rates. The maturities would be from 8 to 15 years plus a grace period. Exceptfor small scale and innovative technology power projects (where loan could be for up to80 percent of project cost), the loans would be used to cover only a portion of the debt.Substantial additional debt and equity would be required from other sources including
U.S. and host country investors. 

Pros: 

Funds could be provided directly from A.I.D. to the project and would notnecessarily involve commercial lending institutions, especially for small scale power projects. This would enable A.I.D. to fully fund certain small scaleand innovative technology projects that could not obtain financingelsewhere, but which serve the development objectives of the host country
and A.I.D. ; 

Loans would provide some degree of leverage because they would represent
only a small portion of the total package; and 

Existing programs at A.I.D. and elsewhere ha, - provided applicable

experience and established transferable administrative procedures.
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Cons: 

This option would provide the least leverage of scarce government 
resources; 

It would have high startup and administrative costs because of the significant
analysis required for each loan involving a thorough assessment of political,
economic, financial, legal, technical andorganizational risk. 

Optior 9: Energy Grant and Export Credit Program 

The mixed credit, "tied aid" program administered by the Eximbank and A.I.D.
combines grant or soft loan financing with export credit financing loans. Ininternational competitive procurements for goods and services, certain countries
provide a combination of grants and concessionary loans to improve the competitive
position of their firms. 

The rules of the Organization for Economic Co-opermion and )evelopment (OECD)
regarding tied aid and mixed credits govern the minimum amount of grant funds andthe minimum interest rates on concessionary loans. Certain advance notice procedures
are also required of any nation submitting tied aid offers. Currently, the U.S.
government policy is to employ the program only defensively, i.e. only after another 
country has notified the U.S. that they intend to provide grant funds and concessionary
loans to assist their companies in an international competition. Transactions involving
mixed credits are estimated for all countries to have averaged about $2.5 - 5.0 billion 
over the last few years. 

This Option would build upon the base of existing legislative and regulatory authority to
combine A.I.D. grant and export credit funds with Eximbank "war chest" funds forinternational procurements where U.S. companies are competing with firms from other
countries. Under this approach, A.I.D. and Eximbank would work closely with U.S.
private companies to develop concessionary financing for U.S. equipment, services and 
fixed assets. 

A.I.D. and the Eximbank, in conjunction with other agencies, would act in a more
affirmative posture rather than merely responding to the predatory actions of other 
countries. Cooperation between the U.S. government agencies and U.S. developers,
electric equipment suppliers, contractors and service companies would necessitate the
creation of a special working group to coordinate the private and U.S. government
activities in packaging financial incentives for specific projects. Members would include
EximbankTDP, A.I.D. and OPIC (see Options 4 and 13). 

The "energy tied aid" approach would enable these agencies to act affirmatively andwould expand the operational agencies to include OPIC and TDP, thereby assisting
private firms with the complete package of required financing services that private 
power projects will require. 
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Pros: 

This option would improve U.S. competitiveness in international tenders 
and procurements for goods and services; 

* The administrative structure and procedures already exist. 

Cons: 

Current funding available for grants is limited and would need to be 
increased to make it effective; 

Responses to U.S. tied aid, mixed credit offers by other nations could 
neutralize the impact of U.S. offers and lead to uneconomic bidding 
competitions; 

U.S. government policy currently discourages mixed credits for trade for all 
countries and favors market rate financing; 

A.I.D. has traditionally seen tied aid as detracting from its credibility as an 
objective donor agency. 

Option 10: Energy Equity Program 

There are four applicable approaches for providing equity funds: the venture capital
loans of the A.I.D. Private Sector Revolving Fund, the direct equity puchase program
of IFC, the Guaranteed Recovery of Investment Principal (GRIP) program of IFC anddirect equity grants host country equity participation. One of the high priorities of the
A.I.D. Private Sector Revolving Fund is to use its resources to finance venture capital
investment firms in developing countries that would then use the funds to provide
equity capital to private companies in developing countrie. 

As mentioned earlier, the IFC can directly acquire equity holdings in private companies
whose projects contribute to the economic development of developing countries. These
equity interests are later sold off once the project proves its viability. 

The GRIP program of IFC is a means to guarantee equity investments of private
investors who would otherwise be reluctant to invest in developing countries. The IFC
makes the actual investrent, holds the equity shares and backs their face value for a
specified period of time to local or international investors. The private investors andIFC share in the equity earnings of the project. In the case of project failure the
investors are guaranteed that they will receive back the full amount of their original
investment. GRIP is very new and remains untested in power projects. 
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The fourth approach would be for A.I.D. to provide a grant or concessionary loan to the
developing country, which would invest the funds as equity in an ap roved private
power project. An agreed upon portion of these equity funds woul be committed to
costsharing the expenses incurred in the initial project development phases. This is
where risk is greatest and where the financial involvement of the developing country ismost 	essential. Also, the dividend arid earnings would be required to be reinvested in

the power sector of the country.
 

Unlike the enery loan guarantee and direct energy loan options, an Energy EquityProgram would involve the use of U.S. Treasury funds as equity or to guarantee equity
funds for private-power projects in developing countries. This prograin option would be
used where sufficient debt could be raised from other sources but insufficient equity isavailable to meet the lenders' debt-to-equity ratio requirements. Also, equity
participation would serve as a "pump priming" mechanism, in which the U.S. 
government would provide equity to a project in order to overcome the inertia of other
investors. The objective would be to sell the equity to local or U.S. investors as soon as
possible. This would create a revolving capital or guarantee fund, thereby increasing
the number of projects that could be launched. 

Given the underdeve!oped equity markets in many developing countries, some form of
equity program may be needed to initiat. investment in the ownership of power
generating facilities. The uncertainties surrounding the private ownership, construction
and operation of power facilities are still too significant for many equity investors to
rank these projects above traditional induntrial and commercial projects. 

This program could be operated by A.I.D., OPIC or through a special window at theIFC. Another "approachwould be to fund a speci.lly-created venture capital firm or
firms (possibly one in each participating developing country) that would receive the
func's and then miake the appropriate investments in private-power projects. 

Pros: 

o Providing equity would enable the responsible U.S. government agency to
help 	initiate projects rather than playing a more passive role as with debt 
financing approaches; 

" Equity funds, especially when invested during the development phase, can
be highly leveraged, i.e. a small investment in equity can result in a much
larger commitment of other equity and debt funds as project development
risks 	are reduced; 

" 	 The involvement of the host government and/or its state-owned utility
 
company in a portion of the project ownership isgenerally desirable,

especially if their equity funds are contributed to cover project development
 
costs.
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The U.S. government or the host country could hold a financial interest in
the outcome of private-power projects with full expectation that it would pay
dividends to recoup the initial investment 

Cons: 

* 	 Equity investments are risky and would require in-depth project analysis and 
the possibility of loss of equity if the project fails; 

" No funds are currently availible for such investments; and 

" 	 It is not clear how appropriate it is for the U.S. or host government to hold

equity in private-power projects in developing countries, particularly since

the goal is private-sector participation in power supply.
 

PROJECT CONTRACTUAL NEGOTIATION PHASE 

Background 

Although negotiation is an essential ingredient in the entire development process, the
detailed, painstaking and time-consuming negotiation of the various written contractual
agreements truly begins once project feasibility is proven and general sources of
financing are identified. 

The key documents are the power purchase agreement; the development agreement;
the engineering, procurement and construction contracts; the operation andmaintenance agreement; the fuel supply contract; the loan and loan guarantee
agreements; the ownership agreement; the insurance agreements and the host country 
or other third party guarantees. 

To date, none of the necessary contractual agreements, particularly the power purchase
agreements, have been completed for any of the proposed private sector power projectsin developing countries. The most time-consuming and expensive task is the process ofnegotiating each of the required agreements. Due to the interdependent nature of thecontractual relationships and the complex interactions between the parties, negotiationsinvolve an iterative process. For example, changes in the power purchase agreemnent
can necessitate changes in one or more of the other project agreements, which are
being negotiated with other parties. 

Experience of developers reveals that where the first three project development steps(project definition, assessment of project feasibility, and project financial and ownership
structuring) may take up to one year, the negotiation of final agreements commonly
takes one year or more. 
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Also, 	the negotiation of project agreements has highlighted the continuing importance
of the policy and institutional context in developing countries. Despite the existence of
favorable enabling legislation that encourages private power and an initially favorable
disposition by the governments of developing countries, unanticipated leal and policy
impediments have frequently arisen as the projects move from the feasibility stage into
final negotiations. Issues, such as import tariffs on power generation equipment,
restrictions on profits or corporate holdings, restriction, on future fuel options are
examples of the hlrdles that arise during this phase in the development process. 

Given that electrical power has traditionally been provided by state-owned utilities,
developing countries lack the legal. technical and financial expertise to negotiate
effectively with private power developers. Frequently they also lack the resources toretain expei t assistance. This results in extensive delays in the evaluation of proposals
and offers. Most of the U.S. government agencies arid international development banks 
can provide some limited assistance to the private and public parties during the
negotiation process. In specific instan,.es in Pakistan, A.ID. has funded consultants to

assist the government to prepare and review private power proposals. Given the long

term rnature o, project negotiations, however, most agencies can only provide assistance 
on an ad hoc basis. responding within the context of their limite, r-sources. 

Findings 

* 	 Developing country governments and state utilities often lack the expertise

to negotiate confidenly with private-sector power developers, which can
 
result in delaying or halting the implementation of projects.
 

" 	 Negotiating the re(uired project agreements can be extremely time 
consuming and expensive for project developers, host governments, state 
utilities, lenders, etc. 

" 	 A significant level of host government and state utility support is essential

for successful negotiations, because (a) the project's dependence on the

public entity as it sole source of reve' .ue and (b) the uniqueness of private
 
power and the lack of experience with it in a traditionally public sector.
 

" The negotiation process may reveal additional policy and institutional
imp,"diments that must be addressed before projects can be implemented. 

Option 11: Negotiation Advisoiy Team 

A.I.D., in conjunction with other International Development Cooperation Agency
(IDCA) members and the ,\.I.D. Missions, could create a pool of technical consultants
which could provide asistance to the parties in private-power contract negotiations.
This is especially important for developing countries government agencies, including 

http:instan,.es
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the state utility company. The International Executive Service Program of A.I.D. couldbe used to provide the assistance of retired Cxecutives at little cost to devc!oping
countries. 

The 	consultants would have special expertise and experience in the following areas: 

* 	 Utility law and regulation; 

* 	 Utility power purchase agreements; 

* 	 Internatioiial law; 

* 	 Negotiating with private-power providers; 

* 	 International financing and project financing; 

• 	 Political and commercial risk insurance; 

• Utility engineering, design and construction; and 

, Market analysis. 

Pros: 

0 	 Developin countries and private-power developers could obtain assistance 
in negotiating agreements; 

* 	 Especially for developing countries, this assistance could help increase the
level their level of confidence in dealing with private-power developers,
thereby reducing the amount of time during the expensive development
phase. 

Cons: 

4 	 The cost could be very high since such expertise is normally quite expensive
and the time involved would be hard to determine precisely; 
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Despite expert assistance, if parties are not negotiating with an objective of
reaching final agreement, the project will not move forward to 
implementation. 

2.3 PROVIDE TRAINING ON PRIVATE POWER 

Background 

Given the relative newness and uniqueness of private participation in the power sector,education and training are essential for it to succeed. The training needs of officialsand management in host countries and their state utilities is especially critical, sincethey are both unfamiliar with its requirements and ultimately responsible for regulating
and overseeing private power projects in their countries. 

Training could be provided to developing country officials, U.S. government personnel
and interested persons from priv'ate companies about the policy and investment

environment and alternative approalches to improving the environment.
 

U.S. businessmen in the )ower industry, especially those from small and medium-sized
businesses, also need training assistance for those activities involved in the project
definition phase. 
 Due to their small size and limited resources, these firms often lack

the knowledge of how to pursue market opportunities overseas. They are unfamiliar
with existing U.S. government programs and export/import procedures and even more
unfamiliar with the policies and procedures of specific developing countries. 

There are a number of training programs about how to do business overseas organized
by the Eximbank and DOC. A..D., through its Bureau for Private Enterprise, providesa basic course of the operation of the private enterprise system in the developing
country trade context. 

Training will be essential for the process of financing private power projects. Potential
project developers, investors, lenders and developing country officials will need to befully versed in the techniques, obstacles and opportunities available for project
financing. They will also need to know how to structure financial packages using
existing programs. Limited recourse financing require those involved to have a full an
detailed understanding of all the risk and reward aspects of individual projects. 

Furthermore, a special training course on negotiating project agreements is needed,especially for government and state utility officials from developing country officials. 
This course could be based on the course on negotiation developed by the International
Institute for Education under their Energy Training Program for A.I.D. 

Findings 

Developing country officials and U.S. businessmen need training about
private power its potentials and possible approaches. 



46 
OPTIONS FOR PRIVATE SECTOR PARTICIPATION IN POWERDEVELOPMENT 

Lack of familiarity with all the ramifications of private participation in the 
power sector have slowed progress toward the implementation of private 
power projects. 

Although there are some existing programs about that deal with doing
business overseas and utilizing existing federal programs, additional courses on private participation in the powei sector of developing nations will be 
necessary. 

Option 12: Private-Power Training Program 

A.I.D. could create a Private -owner Training Program targeted toward government
officials, state utility officials and businessmen from developing countries and towardbusinessmen in the U.S. power industry. Where possible the program would becoordinated with existing courses offered by the Eximbank, DOC and A.I.D. 

The subject matter covered in the Program would include the following: 

Creating A Favorable Policy/Institutional Environment 

Directed toward government officials and state utility company personnel and local
businessmen in developing countries, this course would address the policy andinstitutional reforms needed for private power. The course would include the following
subjects: 

* 	 General information about private power --various approaches, ownership

structures, regulatory approaches advantages, requirements;
 

" 	 Existing laws, policies, regulations on electrical power and how they relate to
 
private power;
 

* 	 Impediments to private power; 

* 	 Comparative policics and approaches to private power taken by other
 
developed and developing countries;
 

* 	 Policy options applicable to the specific developing country; and 

* 	 Draft policy reforms to encourage private power. 
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Promoting Private-Power Investments 

To assist in promoting private power, a special si.ort course or courses could be
prepared for businessmen from the U.S and developing countries, which would also be
useful for A.I.D. personnel. Specific subject addressed by the course would be as 
follows: 

* How to do business overseas, especially in the power market.
 

Existing business finanrng (especially countertrade and project financing)

and other assistance programs, and how to use them.
 

Basics of private pover and private entrepreneurship opportunities and
 

constraints in developing countries.
 

* Purpose and structure of private-power developments;
 

* 
 Ownership and financing for private-power projects; 

• 	 Content and negotiation of contractual agreements; 

* 	 Selection of private-power projects and developers; 

" 	 Determination of fair pricing levels, loan security requirements, fuel costs
 
and adjustments, and rates of return on investment.
 

Financing Private-Power Projects 

The subjects to be addressed in training on project financing should include the 
following: 

• 	 Review of existing financing programs; 

* 	 Requirements for project financing, limited recourse financing and full
 
recourse financing;
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* 	 Preparation of financing packages; 

• 	 Creative approaches to structuring project financing and ownership. 

Pros: 

* Training will help remove some of the re'sistance from developing country 
officials and personnel to private participation in the power sector; 

• Training would reduce the need for more expensive technical assistance; 

* By focusing on key officials, train .rg can reach the decisionmakers most able 
to create and sustain a favorable policy environment for private power; 

Officials and personnel in developing countries involved with private-powerF.rojects need training to fully understand the complexities of project
inancing and the principles of risk sharing between private and public 

parties. 

Cois 

* 	 Training alone is no assurance that sound private power projects would be 
selectedand implemented; 

* 	 Training may be inappropriate in some developing countries because the 
politicaland economic risks of investing in private power may be too high to 
attract private sector interest; 

* 	 Training can accelerate policy change, but in an immature policy setting, the 

climate for change must exist oi training will have little impact; 

* 	 Agency resources are limited for training. 
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2.4 COORDINATE AND TARGET U.S. GOVERNMENT ACTIONS 

COORDINATE U.S. GOVERNMENT ACTIONS 

Background 

As has been discussed, a number of U.S. government programs can offer financial and
nonfinancial incentives to private U.S. companies and to developin, countriesinterested in pursuing the private generation of electrical power. Since the expansion
and improvement of electrical service is essential to the continued economic and socialdevelopment of these countries, both foreign aid and export trade assistance programs 
can be brought to bear. 

Based on private-power project development efforts to date, it is clear that if private

power projects involving U.S. private interests are to be realized, there must be three

changes in how U.S. government agencies function:
 

First, as noted elsewhere, available resources for assistance programs, especially
for development process activities and project financing, must be increased; 

Second, certain restrictions in the operation of U.S. programs, such as equity
participation or the affirmative use of the mixed credits, must be overcome; and 

Third, the existing programs of various agencies need to be coordinated into a 
specific initiative for private power. 

Unlike many competing industrialized nations such as Japan, the U.S. has no centralcoordinating body for its export and foreign aid activities, in fact the U.S. has frequently
avoided the interconnection of the two. Private U.S. companies have expressed a cleardissatisfaction with the apparent lack of coordination among U.S. government agencies
offering trade and aid incentives. 

There are two related interagency efforts that bear consideration as potential models.First, the Committee on Renewable Energy Commerce and Trade (CORECT) wascreated in 1984 under the leadership of the Department of Energy. Its purpose is to
increase U.S. commerce and trade in renewable energy products and services. In
addition to DOE, CORECT is comprised of representatives form A.I.D., Eximbank, theOffice of the U.S. Trade Representative, Small Business Administration, Department
of Interior, Department of Defense, Department of Transportation, U.S. InformationAgency, OPIC, TDP, DOC, and DOS. CORECT directs its activities to informing U.S.companies of potential market opportunities, providing information useful inprefeasibility and feasibility analyses, and advising U.S. companies of how to obtain 
assistance. 

Second, the Major Projects Coordinating Group, headed by the DOC, operates the
Major Projects Tracking List to identify and track major capital projects where there is
potential for U.S. business. The Coordinating Group includes representatives of those 
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government agencies that generate or assist major project development in the United 
States and abroad. 

Findings 

* Numerous agencies of the U.S. government have programs that could assistthe private sector to participate in electrical power sector of developing
countries. 

" Our trading competitors commonly have closely coordinated all of theirtrade 	and aid agencies to assist their businesses pursue opportunities 
overseas. 

" U.S. agencies have experience with interagency coordination on energy and 
trade issues. 

* 	 The objective of coordinating multiple agency programs would be to target a

few projects to serve as models.
 

Option 13: Private-Power Task Force 

A special Private-Power Task Force, under the leadership of A.I.D., might beestablished to develop a coordinated approach to the private-power potential indevelopin& countries. Its purpose would be to develop and oversee the implementationof a coordinated, interagency initiative for the promotion and implementation ofprivate-power projects in developing countries. It would have the following
responsibilities: 

* Develop a formal U.S. government policy on private-sector power,
specifically addressing the integration of the foreign assistance andinternational trade objectives of the U.S. government; 

" Develop a specific private-power strategy focused on a select number of 
pilot projects, which sets forth legislative, program and budgetaryrecommendations for improving the polic and institutional context for

rivate power, providing a broad range ot necessary training, providing
inancial and nonfinanc:al incentives for project development and project

financing; 

" 	 Assigning specific responsibilities to specific agencies and monitoring their
 
performance; and
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Directly supervising the establishment of the Private-Power Investment
Promotion Program, which would provide U.S. businesses a single point to
contact to receive assistance in all aspects of private power projects. 

The members of the Task Force could include A.I.D., DOS, DOC, TDP, OPIC,
Eximbank, DOE, Office of Trade Representative, Office of Management and Budget,
SBA, USIA and CORECT. 

Also, 	there could be established an Industry Advisory Board composed of
representatives from electrical power industry equipment manufacturers, suppliers, and
services. It would include representatives from the renewable power industry, and 
small and medium-sized firms. 

Pros: 

" The Task Force would not only clarify overall government policy on private
power, but also oversee the provision of assistance to U.S. companies and 
developing countries; 

* The Task Force could assure that limited resources are efficiently used and 
overlapping functions or activities are avoided. 

" The Task Force would help U.S. businesses, especially small and medium
sized businesses, by providing a single point of contact with the federal 
government. 

Cons: 

° 	 Interagency resistance could be expected to develop; 

* The resources needed to develop and implementation the private power
initiative might not follow such a reorganization; 

* 	 The activities of the Task Force might not result in the permanent changes
in the operation of existing agencies or the reorganization of responsibilities
needed. 
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INTEGRATE U.S. TRADE AND A.I.D. POLICY 

ibckground 

There has been a substantial amount of discussion and attention paid to the importanceof reconciling trade and aid activities of the U.S. government. The President's TaskForce on International Private Enterprise, in 1984, recognized the need to clarifygovernment policy to combines our national interests in trade and foreign aid. 

The U.S. Government must develop an aggressive, consistent trade policy
that mixes aid and trade resources, enables U.S.firms to be morecompetitive in world markets, and meets the challenges posed by the
growing governmental role in world competition.14 

The trade development and foreign assistance policies of the U.S. government have attimes operated at cross purposes. Too frequently the pursuit of tradt, iy U.S.companies is seen by those involved with foreign assistance responsibilities asinconsistent with, or is relevant to, the effort to promote sustainable development andto provide for basic human needs. Where this clash of interests may have merit in anumber of areas, it does appear unnecessary when addressing the need to provide moreaffordable and reliable electrical power to the industrial, commercial and residential 
sectors of developing nations. 

Exhibit I sets forth the export promotion programs of selected industrialized nations.Except for the U.S., the other nations closely coordinate their official developmentassistance funds with their objectives in pursuing trade for their goods and services.The total assistance provide by the U.S. government is on the order of $10 billion(exclusive of official development assistance) as compared to $20 billion for several ofour competitors that have total exports less than half those of the U. S. As a result, thep roportioi of U.S. exports receiving some form of government backed support is much 
ower than for competitor nations. 

Clearly the official development assistance (ODA) program of the U.S., at $9 billion inFY 87, is much larger than any of the other countries. To the extent that ODA andtrade are linked, the U.S. should have a strong competitive advantage. However, this isa potential advantage which the U.S. has elected not to exercise completely. Both theFrench and the Japanese openly utilize their ODA programs as an integral part of theirexport support activities which enhances the effectiveness of their overall resources. 

Exhibit 2 provides some comparative information about the types of services that other,competitor nations can provide for foreign assistance and trade. Except in providingequity opportunities, U.S. government agencies possess authorities similar to those of 
oter nations. 

14 The President's Task Force on International Private Enterprise, Executive Summary, December, 1984, p. 8. 

http:competition.14
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Findings 

* 	 Inconsistencies exist in U.S. government policies for trade and foreign
 
assistance.
 

" Other, competitor nations practice a policy of closely coordinating their 
development assistance programs and their trade policies to ensure that to 
the extent possible assistance results in increased trade for their businesses. 

Privately generated electrical power combines the trade objectives of the 
U.S. government and U.S. industry and the development assistance 
objectives of fostering sustainable dcvelopment and serving basic human 
needs. 

Option 14: Integration of U.S. Trade and AID Policy 

A.I.D., throu h the Private-Power Task Force, could initiate a clarification of the trade
and aid policies of the U.S. government as they relate to private-power generation in
developing countries. The Task Force would develop a,policy incorporating any
necessary legislative or regulatory changes required for its implementation. 

This 	Integrated Policy would consider the following: 

• 	 Existing government policies on trade and development assistance; 

* 	 Policies of other, competitor nations; 

* The interests of developing nations and of the U.S. electrical power industry; 

" 	 Initiating mixed credit, tied-aid financing offers for selected private power
 
projects.
 

Pros: 

* An integrated policy could eliminate conflicts in development assistance and 
trade activities that might increase opportunities to focus limited U.S. 
government resources on private power. 

" 	 Succesr in the private-power sector could act as model for integrating aid 
and trade policy in other areas. 
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An integrated policy would be a clear sign to U.S. industry and other,
competitor nations of the seriousness of the U.S. government in improving
its trade competitiveness. 

Cons: 

0 	 There may substantial resistance to altering the current policies on foreign

assistance to incorporate trade objectives.
 

Current U.S. policy prohibits the use of tied aid, mixed credits except to 
counter financing offers by other nations. 

Private power alone may not be considered significant enough to launch 
such a policy revision eff( rt. 

TARGET U.S. GOVERNMENT RESOURCES 

Background 

Private power in developing countries is a very recent approach that has met with
substantial enthusiasm from both developed and developing nations. 
 What is needed now is a successful demonstration of the practicality of private power. Such ademonstration would have the benefit of providing others a policy and project model upon 	which to propose private power in other developing countries. The presence of one successful project would significantly reduce the pro lem of financing other
projects by demonstrating the level of risk. 

Private power project developers, private and governmental financial instituions,
government agencies and others have expressed disappointment that of the manyprivate power projects being considered, none has be gun construction or operation.
Many projects are still involved in the lengthy stage of negotiating project agreements,
particularly the power purchase agreements. 

In a study of private power, Bechtel Financing Services, Inc. identified the importance
of establishing a precedent for otherr private power projects. 

Of particular competitive importance today is the need to successfully
complete a "first-of--a-kind," or 'model" private project. At present,various power private po%er projects are in detailed development, but 
none has yet begun construction. If a U.S. company, particularly with
U.S. government support, first brings a power private power project into 
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operation, the U.S. will, at ihe least, have a significant advantage in terms 
o a knowledge base for future opportunities.n 

Given the high development cost of initial private power projects, private power project
developers do not appear to have the resources to fund the full project development
activities on the potentially large number of private power projects in which countries
have expressed interest. This is particularly true where numerous project developers
are asked to submit extensive, and very costly, bids without a reasonable expectation of 
their being given a firm commitment from the host country for to develop the specific
project. 

Findings 

* 	 No private-power project has begun construction or operation. 

* 	 Project developers, investors and lenders are anxious to see initial private
power projects get underway, in order to assess more accurately the "real" 
versus the "perceived" level of economic and political risk. 

* Until private power can be proven to he financially successful, only a limited 
number of projects will be developed. 

Option 15: Private-Power Pilot Program 

A Private-Power Pilot Program would be set up under the auspices of the Private-
Power Task Force to concentrate limited U.S. government resources on a few projects.
The Program would target for assistance certain projects where there is a favorable 
policy and institutiomnl environment and where specific projects are bein proposed or
negotiated. The combined resources of various agencies would be brought to bear forthe necessary policy asaistance, development assistance or financing assistance. 

Pros: 

* 	 A successful private-power project would reduce the level of perceived risk
 
thereby possibly increasing the number of project developers and lenders
 
willing to participate.
 

* Focusing on a limited number of initial projects would be an effective means 
to use limited resources. 

15 Bechtel.Financing Services, Inc. "Private Power Development in Developing Countries'. 1987, p. 20. 
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DEVELOPMENT 

Cons: 

" Exclusive attention to pilot projects might reduc- commitments to improvingthe policy and institutional context for private power, which is essential toremove the impediments to the involvement of the private sector. 

* Given the complexity of private-power projects, a pilot program might resultin assisting unique projects that provide no applicable or transferableexperience to other project or other developing countries. 



ANNEX A: BARRIERS TO PRIVATE INVESTMENT IN DEVELOPING
 
COUNTRIES'
 

Interviews with U.S. private companies and commercial banks and a review of the 
literature on foreign investment and investment risks indicate that there are numerous 
barriers to private investment in less developed Countries (LDCs). The investment 
climate in most developing countries is perceived to be especially risky today. The 
purpose of this anncx is to identify those factors that discourage foreign investment indeveloping countries. 2 This discussion does not focus on the general technical and
 
commercial risks associated with all investments.
 

The barriers to foreign investment in developing countries can be grouped into five
 
categories:
 

* Poor economic performance 

* Political risk.; 

* Technical barriers 

* Financing barriers 

• Institutional/policy barriers. 

POOR ECONOMIC PERFORMANCE 

Investors recluire a stable economic environment and investment climate. The recent 
poor economic pet'formance, crippling debt burden, and unfavorable growth prospects
of many developing countries has resulted in a general slowdown in foreign investment,
reversing the trends of the 1960s and 1970s. According to IMF estimates, direct 
investment from industrialized countries grew from less than $2 billion per year in the 
early 1960s to about $10 billion per year between 1974 and 1981. 'lowever, between 
1981 and 1983, direct investment decreased 29 percent.3 Not surprisingly, investments 

I This review was prepared by P.CG/Haler, Bailly, Inc. for A.I.D.'s Office of Energy, October 1987. 

2 
 A..D.'s Office of Energy recently sponsored a study on the barriers to private investment in energy
conservation in developing countries. This study includes a checklist of barriers to general foreign
investment in dev'eloping countries. See: Hagler, Bailly & Co., Accelerating Private Investment in 
EnergyConser'ation: Identification and Ana ysis of Key Barriers and PolicyTools, Final Report, 
February 1987 

David Goldsbrough. Foreign Private Investment in Developing Countries. INIF Occasional Paper. 
1985. 
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have been directed away from Latin Anmerica arid toward South and East Asian
 
COUntries.
 

Companies that are stil! w iliing to invest in developing countries perfer projects that
will earn (qlickreturns. Long-term, capital-intensive investments (e.g., infrastructure 
projects) have IbecOm1e nLuch less attractive to foreign investors. 

POLITICAL, RISKS 

developing countries are generally perceived as being risky or "unsafe" places to invest.
Private investors and banks generally refer to three types of political risk: 1)
nationalization and expropriation, 2) currency inconver:ibility; and 3) war and political 
unrest. 

One indication of the political risk of investing in devel opinig Countries is the number ofOPIC political risk insurance claims fi,.d by U.S. companies. Between 1966 and mid
1987, OPIC' and its predecessor ageiicy hve bcen involved in 223 inIsurance claims. 
Eighty-eight clainis liave been in Lttin Alerica, 08 in '"ca,49 in Asia, and 17 in th
Near and Middle Fast. Of these claims, 163 have been for currency inconvertibility, 45
for expropriation, ' t for war dan;age, and one for civil strife." 

In a 1980)sLvCy of 142 U.S. international corporations, 29 percent of the respondents

indicated that their companies had suffered political risk losses in the preceding five
year period. 5 L.osses ranged from $175 
 million from an expropriation in Peru to$24,000, which was, an average of 29 losses i cUrred by one corporation in 14 countries 
over a four-year period. According to research condticted by the U.S. Department of
State," U.S. firms engaged in resource extraction and l)rocessing are generally the most 
likely to be involved in investment disputes. 

The three types of political risk are discussed in more detail below. 

Nationalization and Expropriation 

The possibility of nationalization -- the takeover of large segments of the private sector 
-- or expropriation -- the seiztire of the assets of a particular company, with or without 
compensation, is considered to be the greatest threat to foreign investment in 

Overseas Private Investment Corporation. "Insurance Claim,; Experience to Date: OPIC and its 
Predecessor Agency." June 30, 1987. 
Norman A. Baglini. (.Ihal Risk Managieiment: lowU.S. International CorporationsManagCForeign 
Risks. 1983. 
U.S. Department of State. Bureau of Intelligence and Research. "Disputes Involving US Private 
Direct Foreign Investjeni ." Various issues through July 1987. 

6 
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developing countries. U.S. companies still remember the nationalizations and
expropriations of the 1960s and 1970s, when expropriations of foreign firms occurred in 
more than 70 developing countries. The State Department has found that claims

involving expropriation or nationalization have been and continue to be the
 
predominant source of investment disputes. 7
 

Many countries, especially in 1atin America, have a history of nationalization and
expropriation without compensation. In a 1980 survey of 142 U.S. international 
corporations respondents reported exporpriations in Iran, Nicaragua, El Salvador, Peru,
Jamaica, Lebanon, Algeria, Madagascar, Portugal and other Central American and
South Asian countries.' Certain sectors have been targets for nationalization and 
expropriation, especially the petroleum sector and public utilities. 

While sudden and outright expropriations receive more publicity, "creeping
expropriation" can be as insidious as rapid expropriation. This type of interference can
take the form of taxes, cancellation oi faihore to renew import and export licenses,
changes in regulations on foreign ownership, breach of contract, price controls,
production restrictions, profit-level restrictions, and coerced sales. Many countries rely
on the methods described above to take over foreign-owned enterprises. 

Currency Inconvertibility 

Inconvertibility tefers to the inability to convert local currency into hard currency.
During periods of financial crisis, a government may restrict its currency's convertibility,
which disrupts the flow of earnings from foreign investments. 

Given the current economic environment in most developing countries, the risk of 
currency inconvertibility is very real. In fact, 75 of the OPIC inconvertibility claims
have occurred since 1982, when the external debt of a number of countries became
unmanageable. The countries with the largest number of inconvertibility claims have
been in Latin America -- Chile (11), the Dominicarn Republic (11), and Nicaragua (13);
in Africa -- Zaire (26), Ghana (20), and Sudan (14); and in Asia -- the Philippines (26). 

War and Political Unrest 

War and political unrest pose a serious threat to foreign investments. The risk is 
greater for large industrial facilities and infrastructure projects, which often become
military targets. In addition, during times of war or unrest governments may impose 

Department of State, Bureau f Intelligence and Research. "Disputes Involving US Private Direct 
Foreign Investment: January ., !985-Ma 1,1987." July 6, 1987. 

Baglini, 1983. 
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new regulations or even take over facilities considered to be vit:;l to the national
 
interest.
 

Foreign investment projects are frequently the targets of political unrest. In 1980, 57
international corporations reported having an executive kidnapped. According to the
U.S. Conference Board, there are 275 to 300 incidents each month involving
corporations around the world, including exortion, bombings, industrial sabotage, theft,
and murder.9 One consumer products company lost approximately $750,000 in
Nicaragua as a result of riots and strikes. Fearn Foods, Inc. owned 49 percent of a

Somalian company which was in the business of processing and freezing shellfish. In
1969, a new government took control which was hostile to both private investment and
foreigners. Fearn's local partners were put in jail and the government caused or

condoned a series of actions which led Fearn to close its plant and withdraw its
 
expatriate personnel in 1970.0
 

TECHNICAL BARRIERS 

Most developing countries have a shortage of skilled labor. This makes it difficult for
foreign investors to identify qualified local personnel and partners. Other technical
barriers include inadequate infrastructure and lack of availability of other inputs (e.g.,
 
raw materials, fuel, machinery).
 

FINANCING BARRIERS 

One of the greatest impediments to foreign investment in developing countries is the
lack of finance -- both from international commercial banks and local capital markets.
 
In addition, investors require a higher return or faster payback on their investments 
investments in developing countries to compensate them for the higher risk. 

Lack of commercial financing 

Commercial financing is extremely limited for all investments in developing countries.
Prior to 1982, approAimately $4.6 billion of commercial bank lending was available to
developing countries annually.1" The international debt crisis has deterred commercial
banks from new lending, and since 1982 commercial bank lending has virtually been 
eliminated as a source of finance. 

9 Ibid. 

10 Peter R Gi!bert. "Exp~opriations and the Overc.seas Pivate Investment Corporation." Law and 
Policy in International Business. 

11 Alfred Heron. "Financing electric power in developing countries." IAEA Bulletin- Winter 1985. 
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Lack of Local Financing 

Local capital markets in developing countries are generally inadequate. In addition, 
access of foreign-owned firms to local capital markets is restricted in many developing
countries, including Kenya, Peru, the Philippines, and Turkey.12 

INSTITUTIONAL/POLICY BARRIERS 

Many of the barriers to private investment in developing countries are institutional. 
They relate to government policies, practices, and regulations. There is a general fear 
among foreign investors of increased government controls, changes in government
policies, and arbitrary government intervention that will alter the investment climate 
after investments have been made. 

Institutional/policy barriers inch;ue: 1) restrictions on remittances; 2) restrictions on 
foreign ownership; 3) inadequate legal protection; 3) performance obligations; 4)
complex administrative arrangements; and 5) changes in fiscal and pricing policies. 

Restrictioms on Remittances 

Many governments restrict the transfer of profits and repatriation of capital from
foreign investments to conserve hard currency or regulate the flow of profits abroad. 
Some countries impose restrictions as part of their permanent direct investment 
policies. Others limit remittances to a certain percentage of invested capital (e.g.,Andean Pact), make overseas dividend transfers subject to additional taxation, or limitthem to a proportion of the firm's foreign exchange earnings. 

In Colombia, for example, transfer of profits is limited to 20 percent of the investment 
per year. In Nigeria, profits and dividends remitted abroad and disbursed locally
maynot exceed 30 percent of a company's capital stack. Repatriation of foreign capital
requires approval from Nigeria's Ministry of Finance. 13 As of late 1983, annual after
tax profits on registered foreign capital in Argentina were subject to an additional,
progressive tax when they exceeded 12 percent -)f registered capital. 4 

Some governments have imposed temporary restrictions on transfers of profits and 
royalties as part of general exchange controls when they were faced with serious 
external balances. In times of severe foreign exchange constraints in Argenina, profit 

12 Goldsbrough, 1985. 

13 Ibid. 

14 Ibid. 

http:Turkey.12
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transfers could be suspended and foreign investors would instead receive the equivalent 
sum in external public debt securities.1 5 

Restrictions or, remittances are considered to be major barriers to foreign investment.
U.S. firms are not inclined to invest in countries where they cannot repatriate dollars. 

Limitations on Foreign Ownership 

Many developing country governments have enacted regulations and legislation
restricting foreign ownership of enterprises and prohibiting the takeover of existing 
local firms. 

For example, as of 1983, India, Mexico, Philippines, and most centrally-planned
ecnoiies required that foreign investors hold only a minority equity participation in
enterpises, a'though most allow majority or even full ownership in some high priority
industries. 6 India's Foreign Exchange Regulation Acct (1973) requires that foreign
ownership be limited to 40 percent unless there is a significant transfer of technology or
generation of exports. A number of foreign firms have withdrawn when faced with such
situations (e.g., India). IBM and Coca-Cola withdrew rather than comply with the
Indian legislation, and a number of firms reduced their equity participation. 17 

In some cases (e.g., Andean Pact countries, India, Nigeria), foreign companies are
required to release ownership and managerial control graduaily through the sale of 
shares to residents over a specified period. 8 Such requirements are a major
disincentive to foreign investment, especially in high technology industries where firms 
are concerned about protecting proprietary information. 

Inadequate Legal Protection and Lack of Contract Sanctity 

Foreign investors are very concerned that their investments be protected by a 
predictable and enforceable legal framework. A host country's reputation on the
sanctity of contractual obligations -- the question of whether contracts will be honored 
- is a key issue of investment risk. Given the current poor economic performance and 
stringent readjustment policies of many LDCS, foreign investors are particularly
concerned about the risk of contract repudiation or amendment. 

15 Ibid. 

16 Ibid. 

17 Stephen J. Kobrin. "Expropriation as an Attempt to Control Foreign Firms in Developing Countries:
Trends from 1960 to 1979." Political Risks in International Business, 1985. 

18 Goldsbrough, 1985. 
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In many developing countries, contracts have been repudiated or unilaterally amended
when leadership priorities have changed. In other cases, pressures were placed on
foreign investors to change contract terms when underlying circumstances changed. Forexample, In July 1984, the Government of Bolivia issued an executive order
substantially lowering the price that the state-o,,ned petroleum corporation had to pay
Occidental Petroleum and Tesoro Petroleum for crude oil and natural gas. Thecompanies contested the decree, claiming it amounted to breach of contract. 9 As of
April 1987, the dispute was still not settled. 

For some companies, stability in contractual relations is so important that they prefer"tough" contracts that are fulfilled to more "favorable" agreements that are subject to
frequent changes.20 

Performance Obligations 

A growing number of countries impose specific obligations on foreign-owned firms.
These requirements include minimum levels of exports, given share of domestic content
in total output, production levels, employment levels, and training. 

For example, in the past, India has forced multinationals to reduce their equity holdingsto 40 percent if their subsidiaries failed to meet specified export levels. India also
linked the granting of import licenses to a subsidiaries' foreign exchange earnings.
Brazil has stringent local content laws introduced to augment its import-substitution
development strategy.2' A survey of corporate executives revealed that at least 17countr'-s had requested that firms enter into export commitments, most frequentlyfrom Brazil and Mexico, but also including Colombia, India, Indonesia, South Korea,
Malysia, Morocco, China, Singapore, Turkey, and Venezuela.22 In some cases, these 
export commitments were a precondition for the right to import. In the same survey,the management of one firm saw expert commitments as a serious problem because
they required finding countries into which the firm could import. However, the firm's
Colombian and Venezuetan enterprises would not be permitted further expansion ofcapacity without export commitments. This resulted in a decision not to invest 
further.' 

Local content rules have 'ecome particularly serious when the U.S. firm is not a highlyintegrated manufacturer in the U.S. and the country in which the company is investing 

19 Department of State, 1987. 

20 Isaiah Frank, Forign Ent rrise in Developing Countries. 1980. 

21 Steve Wyatt and Robert R. Miller. "Circumvention Management of Political Risk. Political Risks in 
International Business. 1985. 

22 Richard Robinson. Performance Requirements for Foreign Business. 1983. 
23 Ibid. 

http:Venezuela.22
http:changes.20
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does not have competent subcontractors availkble. Again, as part of the same survey,
two firms, one in Mexico and one in Turkey, cited local content rules as contribuiing 
reasons for their non-entry. Another company had rejected a Nigerian project for the

24 
same reason.

Host governments may also require that a certain percentage of profits be reinvested 
annually. Executives in the 51 firms surveyed reported 126 instances in which host 
governments had imposed some type of performance requirements on the company. 

Complex Administrative Arrangements 

The manner in which rules and regulations are administered in many developing
countries can be a major deterrent to investment. Excessive red tape, bureaucratic
incompetence, indecision, and corruption are common.2 The cost of on-the-spot
investigation and the time consuming efforts required to work through an alien 
administration have often been critical barriers to foreign investors, particularly for
smaller, less experienced firms. According to one source, the Philippines' foreign
investment policy is relatively restrictive because the country maintains one of the
world's most complex systems of rules and regulations regarding foreign investment.26 

Some countries, such as Korea, have made efforts # ) streamline procedures by
establisbng one-stop service centers to assist potential foreign investors with necessary
clearaaces, licenses, and referras. 

Changes in Fiscal and Pricing Policies 

After operation has begun, foreign investors fear that the host government may increase 
the tax burden of the foreign investor. This may take the form of increased taxes on 
property, the project, prcduction or income, or taxes on imports or exports. The effect 
of such changes is decreased profitability, perhaps below the level needed to justify the 
initial investment. 

Another concern is that host governments may impose below-market prices for 
domestic sales of the foreign investor's product. The foreign firm may make minimal or 
no profits on such sales. On the other hand, governments may increase the price of 
inputs to the foreign investor's production process, thus increasing production costs and 
reducing profits. 

24 Ibid. 

2 Frank, 1980. 
26 Kobrin, 1985. 

http:investment.26


ANNEX B: EXISTING FEDERAL PROGRAMS 

This annex describes the existing programs of the U.S. government that could be iuseful
in encouraging the development and operation of private power projects in developing
countries. Such programs are offered by nine agencies: 

• U.S. Agency for International Development 

* Overseas Private Investment Corporation 

* U.S. Trade and Development Program 

• Export-Import Bank of the United States.
 

. Foreign Credit Insurance Association
 

• U.S. Small Business Administration
 

° U.S. Department of Commerce
 

° U.S. Department of Energy
 

• U.S. Department of State 

U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT (A.I.D.) 

A.I.D. is a component of the International Development Cooperation Agency (IDCA),
the U.S. government entity responsible for U.S. participation in the development of
developing A.I.D.'s role within iDCA is to carry out U.S. bilateral development
assistance programs. In this capacity, A.I.D. has several programs that can apply to
private power projycts in developing countries. These programs are described below
under the A.I.D. organization units responsible for administering them. 

Missions and Regional Bureaus 

Through its regional bureaus and in-country missions, A.I.D. provides several types of
assistance that may be useful for the development of private power projects. These are: 

* Energy assistance, which has traditionally been directed to the public sector,
 
and
 

" Private sector assistance, which typically has not involved power projects.
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Energy Assistance 

A.I.D. can assist developing countr:'es with their national energy problems through both
of its major assistance programs -- l)evelopment Assistance (DA) and Economic 
Support Funds (ESF). Together the:e programs provide some $150 million to $200
million annually in non-forestry energy assistance to 35 A.I.D.-assisted countries. This
assistance has included rural electrification projects, major increases in generating
capacity, and the development of small-scale renewable energy demonstration projects
(biogas, small hydro, solar, wind, etc.). 

A.ID,also provides related training and technical assistance. For example, A.I.D.
missions have assisted host countries to develop energy policy reforms, identify energy
conservation measures, and examine energy pricing and taxation structures. They 	can
also 	assist with feasibility analyses and arrange training for host country nationals. 

Traditionally, such financial and technical assistance has been provided to host country
governments. In recent years, however, A.I.D. has sought to increase the involvement
of the private sector in its energy projects. Nevertheless, the extent to which A.I.D.'s
major programs of assistance can be directed to private power will be based largely on
the specific priorities and resources of A.I.D.'3 regional bureaus and in-country

missions. 
 At the present time, the Bureau for Asia and the Near East is investigating
the potential for private po.ver and seeking to promote host country policy suppor t of
 
the concept.
 

Private Sector Assistance 

A.I.D. also provides assistance targeted to the private sector of developing countries.
 
This assistance can take many forms --
from financing, to technical assistance and
training. Of particular interest for private power projects that are at least partially
owned by local private sector investors is a series of programs that offer financial 
assistance to local private sector buyers of U.S. exports. These programs are custom
designed at the mission level to meet the needs of each developing country. They mayinclude any of several components that provide foreign exchange credit fo- different 
types of private sector purchases, such as: 

* 	 The commodity import programs, under which public and private sector
 
foreign buyers may import a variety of inputs to production.
 

* Special investment funds, such as the Private Investment Encouragement
Fund in Egypt, under which private sector enterprises may import the 
products and services needed to support new or expanding ventures. 

These programs may apply to all sectors of a developing country's economy, or they
may be targeted to a particular sector, as in Pakistan's Energy Commodity and 
Equipment Program. 
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Commodity import and similar programs generally provide short- and medium-term 
credit to finance the importation of raw materials and intermediate/ capital goods and 
equipment. Loans are disbursed in dollars and repaid in local currency in order to
 
provide the foreign exchange needed for imports. Imported products may be either
 
used or resold by the importer. Limits on loan amounts and repayment periods are
 
esablished independently for each country receiving this kind of assistance. 
 In Egypt,
for example, capital equipment imports of up to $750,000 per transaction are financed 
for up to 5 years, and other imports of up to $350,000 per transaction are financed for 
up to 18 months. 

Programs of this kind are usually funded by A.I.D. Economic Support Funds (ESF) and 
are, therefore, generally limited te,a relatively small number of host countries. Such 
programs assisted 11 countries in fiscal years 1986 and 1987, for a total of $350 to $400 
million per year. Most (, this assistance (almost 90 percent) was directed to three 
countries: Egypt, Jordan, and Pakistan. 

Special investment funds, such as the Private Investment Encouragement Fund (PIEF)
in Egypt, provide long-term credit to finance imports needed for investments in new or 
significantly expanded private sector enterprises. Like commodity imports program
funds, special investment funds disburse loan; in dollars and receive repayment in local 
currency, in order to provide the host country with foreign exchange. Again, the limits 
on loan amounts and repayment periods are established locally. Loans from the PIEF 
range from $300,000 to $5 million and are repaid over periods as l,-,ng as 12 years. 

Bureau for Private Enterprise 

A.I.D.'s Bureau for Private Enterprise (PRE) is or,-: of the six non-regional bureaus 
within the Agency. Its goal is to support private sector development in A.I.D.-assisted 
countries. As of September 1987 PRE had not yet provided assistance for private 
power projects. However, three PRE's programs could be used to assist private power:
the Private Sector Revolving Fund, the grants program, and tile Private Sector 
Coordinator. 

Private Sector Revolving Fund 

The Private Sector Revolving Fund was established in 1983 to finance innovative 
private enterprise projects in developing countries. From this fund, the Bureau can 
lend a total of roughly $15 million per year (to a maximum of $100 million in 
outstanding loans) to private LDC businesses, joint ventures between U.S. and LDC 
businesses, and LDC private financial institutions that sub-lend to small businesses in 
the host country. As directed by Congress, financial institutions receive most of the 
loans from the revolving fund (more than 85 percent as of September, 1986). Loans 
from the revolving fund to financial institutions are for either of two purposes: (1)
direct sub-lending, along with an equal amount of credit provided by the financial 
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institution itself, or (2) collateral to guarantee a portion (generally 50 percent) of the 
risk of sub-loans made by the financial institution with its own funds. 

Credit provided through the revolving fund must be used for projects expected to make 
a significant contribution to the economic and social development of the host country.
They must also be able to serve as demonstration projects for replication by A.I.D.
missions and financial institutions. They tend to invo!ve agribusiness, health, financial 
market development, privatization of government parastatals, commercialization of
 
technology, or export irade. 
 As of April 1987, the fund had provided 24 loans totaling
$47.3 million. Revolving fund loans are generally for amounts of $1 million to $2.5
 
miflion, to maximums of $3 million and 50 percent of total pro jlct 
 apitalization.
Repayment periods range from 3 to 6 years, to a maximum of 10 years. 

Grants 

I tandem with the Private Sector Revolving Fund, PRE operates a small grants
 
program. 
 Under this program, grants are made for training, technology transter, the
promotion of investment- and exports, and capital market development. Most of these 
grants are linked to the loan projects of the Bureau. During fiscal years 1983-1986, the
Bureau extended 6 such grants, ranging in size from $50,000 to $100,000. Of these, five 
were training grants for financial institutions. Given this pattern, it seems unlikely that 
a private power project would receive such a grant. 

Private Sector Coordinator 

PRE's Office of the Private Sector Coordinator provides information Lnd technical 
assistance designed to encourage U.S. investm-nt in the LDC private sector. Ths office 
serves as a clearinghouse for information on LDC investment opportunities and
financial assistance available to international joint ventures. It also provides advice On 
structuring joint ventures. Both of these services could be used by a U.S. power plant
developer seeking to form a joint venture for private power in a developing country. 

Office of Energy 

A.I.D.'s Office of Energy is located within the Directorate for Energy and Natural 
Resources of the Bureau for Science and Technology, another of A.I.D.'s six non
regional bureaus. The Office of Energy is responsible for helping A.I.D.-assisted 
countries obtain the energy they need for economic development and fostering private
enterprise energy development. In working toward these objectives, the Office works
with the A.I.D. missions in the developing countries on a full range of A.I.D. energy
assistance projects. In addition, from its fiscal year 1987 budget of roughly $8 million,
the Office provides training and technical assistance which is related to the 
development and operation of private power projects. Such assistance includes: 
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" Heiping host countries plan for the use ot indigenous energy resources; 

* 	 Assessing the government policy revisions that would be needed to permit

private ownership and sale of electricity in selected LDC's;
 

* 	 Sponsoring pre-investment and feasibility studies for new power generation

facilities; and
 

Providing training for LDC energy personnel in U.S. energy technologies 
and management practices. 

In addition, the Office of Energy has helped U.S. companies become aware of the 
potential market for private power through workshops and publications, such as studies
of the private power potential in specific countries. It can also help identify potential 
power projects for U.S. investors through use of a private power data base. The private 
power database, which is now under development, will provide information on (1) theprivate-power related activities of international developmert organizations, (2) U.S. 
suppliers of power equipment and services and (3) private power policies,
opportunities, and projects in developing countries. 

OVERSEAS PRIVATE INVESTMENT CORPORATION (OPIC) 

Like A.I.D., OPIC isa component of IDCA. OPIC is responsible for encouraging U.S.
business investment in developing countries. To do this, OPIC operates three programs
dJesigned to assist U.S. businesses with investments in LDCs: a finance program, a
political risk insurance program, and a pre-investmcnt assistance program. 

Finance 

OPIC's finance program provides two types of financial assistance: direct loans and
loan guarantees. Through these mechanisms, OPIC provides medium- to long-term
credit to LDC ventures in which the U.S. borrower will hold a significant equity position
(at least 25 percent of equity) and in which the debt ratio will not exceed 60 percent.
"Eligible enterprises include manufacturing, agricultural production, fishing, forestry,
mining, energy development, storage, processing, and ... service industries providing ... 
exceptional developmental benefits." 

In the past, OPIC financial assistance has not been extended to power generation
projects -- not surprisingly, since traditionally, power plants have been publicly owned 
and outside the range of U.S. private investments overseas. However, with the 
emergence of private power, OPIC financing will become a relevant, and attractive, tool 
for power plant development, 

\J. 
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Direct Loans 

OPIC's direct loan program offers credit to U.S. cooperatives or small businesses
(where small businesses are those having revenues or net worth less than that of thesmallest firms listed on the "Fortune 1000"). Repayment periods generally range from 5to 12 years, and loan amounts, from $100,000 to $4 million. In fiscal year 1986, OPIC
made 14 loans of this kind, using its entire direct loan authority of $13.6 million. 

Loan Guarantees 

In contrast to the direct loan program, OPIC's loan guarantee program can be used toassist U.S. businesses of any size. Under this program OPIC guarantees the repayment
of credit extended to U.S. businesses by U.S. financial institutions -- including insurance
companies and pension funds. The OPIC guarantee covers 100 percent of losses ofprincipal and interest due to commercial or political risk. The guarantee is backed by
OPIC reserves, which must be at least 25 percent of outstanding guarantees, and by the 
full faith and credit of the U.S. government. 

OPIC is authorized to commit up to $200 million per year in new loan guarantees, to amaximum of $750 miion in outstanding contingent liabilities. In fiscal year 1986,
$136.4. million in guarantev commitments were made, to cover 13 loans. OPIC's loan 
guarantees have also helpeJ to leverage additional financing. 

Repayment periods range from 5 to 12 years. Loan amounts generally range from less
than $1 million up to $40 million, although OPIC is authorized to guarantee loans of upto $50 miliion. Loans are also limited to 50 percent of project cost for new projects and
75 percent of cost for expansions of existing projects. 

As mentioned earlier, OPIC loan guarantees have not been used for financing powerplant development in the past. However, OPIC is presently negotiating a $40 million
loan guarantee for a large geothermal project in Indonesia. In fact, OPIC's guarantee
program, with its ability to provide large amounts of long-term credit, seems quite well
suited for assisting U.S. investors in large private power projects overseas. 

Political Risk Insurance 

Political risk insurance protects the investments, enterprises, or contracts of companies
doing business overseas from the adverse effects of government actions. OPIC's basic program of political risk insurance insures the overseas investments of U.S. citizens
against political risks -- defined as currency inconvertibility, expropriation, or politicalviolence (war, revolution, insurrection and civil strife). For energy projects, additional 
coverage is available for cessation of operations due to political violence. The
insurance covers 90 percent of the irvestment, not to exceed $100 million per project. 
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The term of the insurance can be as long as 20 years, for development of alternative 
sources of energy. 

In the past, this program has protected a number of investments related to power
generation and distribution. For example, in fiscal year 1986 alone, OPIC political risk 
coverage was extended to six power-related investments made by four U.S. companies
in four countries: Pakistan, Saudi Arabia, Israel, and Jamaica. These investments
 
totaled $12.2 million and ranged in size from $169 thousand to $4.6 million.
 

In addition to its investment insurance, OPIC offers special insurance programs for (a)
mineral exploration and development, (b) oil and gas exploration, development, and
production, (c) construction and other contracting projects, (d) cross-border lease 
transactions, and (e) institutional loans. Of these, three may be of use in the 
development and operation of private power plants: contractor's insurance, leasing
insurance, and insurance of institutional loans. 

Contractors insturance supplement.- the standard political risk coverage by adding 
coverage for: 

" 	 Arbitrary drawing by a government buyer of letters of credit provided as bid,
performance, or advance payment guarantecs; and 

* 	 Losses sustained in contractual disputes (including disputes over unpaid

invoices and contract repudiation) with a government entity.
 

Coverage isalso providd for disputes with or arbitrary drawing by a private entity if the 
dispute or drawing iscaused by government action. 

OPIC's leasing insurance program provides political risk insurance for "cross-border 
operating and capital lease, running for at least 36 months." "Coverage isavailable for
the lease transaction, investments in off-shore leasing companies, consigned inventory,
and management/maintenance agreements involving leasing firms." 

Insurance of institutional loans covers defaults caused by expropriatory action or 
political violence. Insured lenders may include parent company lenders as well as 
financial institutions. 

These programs are well-suited to address many of the risks that concern potential U.S.
investors in LDC private power projects. OPIC's basic investment insurance policy
addresses most of the investors' concerns relative to political risk -- particularly the 
threat of nationalization of newly-privatized power. OPIC's contractor's insurance
provides an important additional coverage, protecting the private power plant operation
against losses sustained in disputes over invoices that the government-owned public
utility cannot pay (or will not pay). Leasing insurance would be relevant if a private 
power joint venture needs to lease U.S. equipment. Institutional loan insurance may be 
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helpful in attracting additional debt financing from financiat institutions (or U.S. parent
companies), above and beyond amounts qualifying for loan guarantees. 

Preinvestnient Assistance 

In addition to its major programs of ipsurance and financial assistance, OPIC also
provides preinvestment assistance to U.S. companies considering overseas investments. 
This type of assistance includes: 

Investment missions for U.S. business executives; 

* A database on investment opportunities overseas and potential investors in 
the U.S.; and 

" 	 Information kits on 110 developing countries and 16 major geographic
 
regions.
 

U.S. TRADE AND DEVELOPMENT PROGRAM (TDP) 

The U.S. Trade and Development Program (TDP) is also an agency of IDCA. The 
purpose of the TDP is to increase U.S. trade by financing the planning of projects in
developing countries. The idea is to increase the demand for U.S. exports by getting
U.S. firms involved in designing major public and private sector projects in such fields
 
as energy, infrastructure, telecommunications and strategic minerals.
 

For public sector projects with good U.S. export potential, TDP offers grants for project
planning by a U.S. firm, competitively selected, and for costs of the bidding process.
Project planning includes ,efinitional studies, prefeasibility and feasibility studies,
technology symposia, and technology orientation meetings. 

For private sector projects, TDP offers a reimbursable rmatching grant for feasibility
studies of projects in which U.S. investors intend to have an equity participation and
which, if implemented, will require substantial U.S. exports. If a projct proves feasible
and an investment is made, TDP requires reimbursement of its 50 percent contribution 
to the study. 

In the past, TDP has supported a number of power project feasibility studies, primarily
through its public sector-oriented project planning grants. In fiscal years 1981-1986, 26
such studies were financed by TDP, with grants ranging from $35,000 to $940,000, for
projects in 21 countries. These public sector-oriented grants will not be available for
private power projects. However, as interest in private power grows, TDP's private
sector feasibility study cost sharing program could serve as an important catalyst to get
such projects started. 
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EXPORT-IMPORT BANK OF THE UNITED STATES (EXIMBANK) 

Eximbank is the U.S. government agency that helps finance export sales of U.S. goods
and services. Its goal is to enable U.S. exporters to compete fairly, by matching the 
export credit subsidies provided by other governments and by protecting exporters
against export credit risks. It accomplishes this through two sets of programs: (1)
Eximbank financial assistance programs and (2) insurance programs offered through
the Foreign Credit Insurance Association (FCIA), which serves as an agent for
Eximbank. (Eximbank programs are discussed in this section. FCIA insurance 
programs are described in the following section.) 

Eximbank offers a series of programs !hat, collectively, offer financial assistance to U.S. 
exporters, foreign buyers of U.S. exports, and finaricial intermediaries that provide
credit to foreign buyers. These programs are: 

* Engineering multiplier program 

" Loans to foreign buyers and financial intermediaries 

* Guarantees of loans to foreign buyers 

• Working capital loan guarantees for U.S. exporters, and 

* Other related gu,,rantees. 

All of these programs could help finance the U.S. exports of products and services 
needed for private power projects. Such services could include the services needed ii
all phases of a private power project -- from prefeasibility and feasibility studies, to 
contracting, to plant operation and maintenance services. 

In recent years, Eximbank fi .ncing programs have provided $1.6 billion to $2 billion 
annually in financial a.ssistance, supporting $2 billion to $2.2 billion in annual U.S. 
export value. Roughly two-thirds of Lhis assistanice has been in the form of guarantees
and one-third in loans. In fiscal year 1906 alone, Eximbank authorized 192 guarantees
totaling $1.1 billion and 240 loans totaling $577 million. These included four major
financings of U.S. exports related to el,:tric power generation and distribution: 

* $65.4 million loan for the development of coal-fired power stations in PRC 

0 $27 million loan for a gas turbine power station in India 

o $24 million guarantee for a gas turbine power station in Oman, and 

* $7.6 million loan for an energy management system for the electric power 
grid in Brazil. 
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During fiscal year 1987, Exirnbank was reorganized and its programs were restructured. 
Its progranis, as now defined, are described below. 

Engineering Multip~ier Program 

Eximbank's Engineering Multiplier Program is designed to help U.S. firms win foreign
contracts for feasibility studies and pre-construction engineeiiing seivices. Under this 
program Eximbank (1) offe;s direct loans to foreiga purchasers of engineering services
and (2) guarantees private sector financing for a portion of the local costs r;f the project.
Qualifying projects must offer U.S. export potertial of at least $10 million or twice the 
amount of the initial contract, whichever is greater. 

Under this program Eximbank assists with the financing of up to $10 million of the U.S. 
export portion of project costs. The direct loan generally covers 85 percent of U.S. 
export value. Ithas arepayment period of up to 5 years and carries Eximbank's 
standard ,'ndingrates (the lowest rates permitted under OECD guidelines for medium
term crc ,,. The loan guarantee can cover up to 15 percent of U.S. export value. In 
addition, the foreign buyer must make a 15 percent cash payment to the U.S.company
prior to or concurrently with the loan disbursement by Eximbank.
 

Loans 

Eximbank offers two types of loans designed to help foreign buyers purchase U.S. 
exports: "direct loans" made to the foreign buyer and "intermediary loans" to lenders
that exterd credit to foreign buyers. Both are designed to provide medium- and long
term fixed rate credit to foreign buyers, in situations in which the U.S. exporter faces 
officially subsidized foreign competition. 

Loan ainountF are limited to 85 percent of the export contract price. Intermediary
loans are also limited to the outstanding balance of the lender's export loan and 
generally do not exceed $10 million. (For loans of $2.5 million or less, U.S. small 
business exporters can obtain direct loans without providing evidence of foreign 
competition.) 

Repayment periods are determined by contract value, with longer repayment periods
permitted for larger contracts. The repayment period usually does not exceed 10 years,
but exceptions can be made for projects and large product acquisitions. 

Interest rates for the foreign buyer are fixed rates and are tL:," lowest rates permitted
under OECD's guidelines. As of July, 1987, these rates ranged from 7.4 percent for
medium-term credit on exports to poor countries, to 9.8 percent for long-term credit on 
exports to rich countries. Interest rates for the intermediary lender are set at or below 
OECD rates. 
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Loan Guaraiatees 

Eximbank's loan guarantee program guarantees repayment of loans from U.S. or

foreign lenders to foreign buyers of U.S. exports. The guarantee generally provides

unconditional coverage of losses regardless of the cause of loss, but political-risks-only 
coverage is also available. Losses covered are 100 percent of principal -- plus interest 
to a limit related to Treasury rates, the prime rate, or LIBOR. The Eximbank 
guarantee is backed by the full faith and credit of the U.S. government. 

Like the Eximbank direct and inteiffediary loans described above, the Eximbank 
guarantee is applied to loans for up to 85 percent of contract value, with repayment
periods determined by contract value Interest rates are set by the lender and may be 
fixed or floating. 

Working Capital Loan Guarantees 

Eximbank's Working Capital Loan Guarantee program provides a guarantee on loans
made by commercial banks and other lenders to U.S. exporters that would be unable it
obtain such credit without a guarantee (generaily, small to medium-sized exporters).
Loan proceeds may be used to cover cos;ts of production and marketing activities for the 
current and future export of products and services. The loan amount is generally less
than $4 million, and the repayment period is normally 12 months, but may be extended.
Interest rates are set by the lender. The guarantee covers up to 90 percent of principal 
- plus interest up to the U.S. Treasury rate plus 1 percent. 

Other Related Guarantees 

In addition to the programs described above, Eximbank has several additional 
guarantee programs that may be helpful in financing the development and operation of
private power plants. These include bank-to-bank line of credit guarantees, guarantees
of foreign currency transactions (including export related foreign currency swaps), and 
lease guarantees. 

Lease guarantees are available for both operating loans (rental contracts) and finance
leases (full payment leases) --provided they will result in an export of U.S. goods and
services from the United States for the products or services being leased. The
Eximbaik guarantee covers non-payment of the contractual lease payments for both
political and commercial causes of non-payment. Political-risk-only coverage is also
available. The guarantee covers defaulted installments of principal and interest up to
the earlier of (1) the end of the lease term, or (2) the return of the asset to the lessor as
required by the lease. The percentage of principal covered and other terms and 
conditions of the guarantee are determined on a case-by-case basis. 
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In addition to these programs, Eximbank also has the ability to offer grants from its
"war chest" to foreign buyers of U.S. exports receiving assistance through Eximbank
 
credit programs. The purpose of the "war che:;t" is to equip Eximbank to compete \ '1J
the export credit financing agencies of other industrialized countries which offer "mixed
credit" financing of this kind. However, Eximbank is permitted by law te aend such 
grants only if it forsees having ample funds available for its other programs. In fiscal 
year 1988, Eximbank expects to have committed its full budget authority for the year.

Therefore, its "war chest" will not be used.
 

FOREIGN CREDIT INSURANCE ASSOCIATION (FCIA) 

The FCIA isan association of insurance companies that serves as an agent for

Eximbank. It offers insurance policies designed to protect U.S. exporters against non
payment by foreign debtors. FCIA insurance coverage protects against political risks,

defined as war, revolution and insurrection. It also protects the exporter against

commercial risks such as the risks of market deterioration, fluctuations in demand,

technological changes, or a reduction in purchasing by a major foreign buyer.
 

The FCIA offers policies tailored to the needs of individual exporter;, based on the four
 
standard policies for individua! exporters. These policies provide coverage of from 90
percent to 100 percent of losses due to politic-'d and c-m-nerciaL risks. These policies,

collectively, cover a full range of exporc products and services - from feasibility studies,

to capital equipment, to production inputs. Therefore, such coverage could help U.S.
 
exporters selling the exports needed in any phase of an LDC power project.
 

In addition to these policies for individual exporters, the FCIA offers other policies that
 
could play a role in insuring the export c:edit obtained by an LDC power project.

These are:
 

" 	 The Umbrella Insurance Policy, which is issued to entities that can
 
administer coverage for multiple exporters;
 

* The Bank Letter of Credit Insurance Policy, which insures commercial 
banks against loss on irrevocable letters of credit issued by foreign banks for 
U.S. exports; and 

" 	 The Financial Institution Buyer Credit Insurance Policy, which insures
 
individual short term loans by financial institutions to foreign buyers for the
 
importation of U.S. goods and services.
 

The FCIA also provides lease insurance of two kinds for leased U.S. manufactured
equipment and related services: (1) an operating lease policy which insures both the 
stream of lease payments and the fair market value of leased products, and (2) a
finance lease policy, which covers total payments under a lease. 
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U.S. SMALL BUSINESS ADMINISTRATION (SBA) 

The SBA is an independent agency of the U.S. government responsible for providing
financing, training, and technical assistance to small businesses in the U.S. To be 
eligible for SBA assistance, firms must meet the SBA size standards for their industry.
Under these standards a construction company must have annual receipts of no more 
than $7 to $17 million, a manufacturer must have fewer than 50) to 1,500 employees,
and a business selli - services (plant management services, for example) must have 
annual receipts of no more than $3.5 to $14.5 million. 

The SBA has a series 1,F specific programs that could help small U.S. exporters
participate in LDC private power projects. These are described below in two
 
categories: 
 (1) financial assistance and (2) training and information services. 

Financiai Assistance 

SBA financial assistance is available to small U.S. exporters that are unable to obtain 
private unguaranteed credit for their export financing needs. 

Export Revolving Line of Credit (ERLC) Loan Guarantee Program 

Under the ERLC loan guarantee program, the SBA guarantees repayment of loans
extended to the U.S. exporter by a financial institution under a revolving line of credit.
Proceeds of the loans may be uscd only to penetrate or dcevelop foreign markets or to
finance the ],-!;:or and materials needed for manufacturing or wholesaling for export.
The SBA guarantee covers 85 percent of principal and interest (90 percent for credit 
lines of $155,000 or less), and interest rates are limited to 2.25 percent over prime.
Repayment periods are limited to 18 months. Loan amounts may not exceed $500,000,
collectively, for all SBA-guarantecd loans to a single borrower. 

Eximbank-SBA Joint Guarantee Program 

The Eximbank-SBA Joint Guarantee Program offers an opportunity for small exporters
to obtain larger amounts of guaranteed credit with SBA assistance. Under this program 
an SBA guarantee of up to $500,000 can be combined with an Eximbank guarantee of 
an equal amount, to produce guaranteed loans of up to $1 million. As in the ERLC 
loan guarantee program, loan proceeds must be used to develop foreign markets or to
finance the inputs to export production or wholesaling. Other terms and conditions of 
these co-guarantees are also generally determined by the regulations governing ERLC 
loan guarantees. 
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Other SBA Financial Assistance 

In addition to these two programs oriented toward assisting export activities, small U.S.exporters can obtain assistance through SBA's regular business loan and loan guarantee
programs. Assistance ispossible (but limited and unlikely) under SBA's direct loan 
program, which provides credit of up to $150,000 to applicants unable to obtain an 
SBA-guaranteed loan. 

SBA's regular business loan guarantee program is able to supply !arger amounts ofcredit and is available to a broader range of small businesses. Under this program, theSBA guarantees repayment of a loan extended to a U.S. small business by a private
lender. Like the ERLC guarantee program, this program provides a 85 guarantee (90percent for loans of $155,000 or less) and is subject to the $500,000 limit on SBA 
assistance to a single borrower. 

Loans guaranteed urnder these programs may be for fixed asset acquisiticon or for
general working capital purposes. Repayment periods are determined by the use ofloan proceeds, with working capital loans generally limited to maturities of 5 to 7 years.Maturities of up to 25 years are permitted for fixed asset financing. 

If a small exporter needs additional debt or equity financing, a Small Business
Investment Company (SBIC) may be able to help -- depending upon the SBIC's
investment strategy. SBIC's are venture capital companies oriented toward small 
business and licensed V the SBA. 

Training and Information Services 

In addition to the financing programs described above, the SBA offers training and
ifformation services that provide some help for small businesses beginning to export.
These programs include: 

Training in exporting procedures, provided jointly with the U.S. Department 
of Commerce 

* 	 Brochures on international trade, one of which describes export assistance
 
available from the Federal Government
 

* 	 Export-import data reports, and 

* 	 Referrals to international trade advisors and attorneys. 
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U.S. 	 DEPARTMENT OF COMMERCE (DOC) 

The 	U.S. Department of Commerce's International Trade Administration (ITA) is
responsible for strengthening U.S. trade and encouraging U.S. exports. In fulfilling
these responsibilities, the ITA offers trade information and marketing assistance to U.S.
exporters. These services are delivered to U.S. business through ITA's U.S. & Foreign
Commercial Service (US&FCS), a network of ITA employees in 67 domestic locations 
and 	125 overseas posts located in 67 countries. 

Trade Information 

The ITA offers a wide range of publications and reports designed to assist U.S.
 
exporter.. Thes,- include:
 

* 	 Data on U.S. exports and foreign markets 

* 	 Information on country and regional economics, politics, and busiress
 
practices
 

* Lists 	of specific foreign marketing contacts and trade opportunities 

" 	 A "Comparison Shopping Service," which provides data comparing a U.S.
 
manufacturer's !p-oductwith similar products in the market place, and
 

• 	 Information on other sources of assistance for U.S. exporters. 

Some 	of this information may be useful to U.S. investors in LDC private power, in a
general way. For exampkl, before travelling abroad to conduct pre-feasibility analyses,
a U.S. company might want to have ITA information about host country economics,
politics, and business practices. However, much of the ITA data is oriented toward 
smaller-ticket items sold in quantity rather than large development projects. 

Marketing Assistance 

In addition to these information services, ITA provides marketing assistance to U.S. 
exporters. These services include: 

" One-on-one counseling services, provided by US&FCS trade specialists and 
by private volunteers from 51 District Export Councils 

* 	 Seminars, workshops, and conferences conducted by US&FCS trade 
specialists 

* Overseas trade fairs, trade missions, and seminars. 
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Catalogs and video-catalogs distributed worldwide, and 

The Foreign Buyer Program, in which American trade shows are held to 
attract foreign buyers. 

Under a Memorandum of Understanding between the Departments of Commerce andEnergy, ITA conducts activities of this kind oriented especially toward the U.S.
renewable energy industry, with funds provided by the Department of Energy. More
than $1.3 million was allocated to this program for fiscal years 1983 through 1985 and 
an additional $0.5 million was added in fiscal year 1986. 

ITA also has an Office of International Major Projects, which is responsible for tracking
and monitoring the progress of large projects (costing more than $5 million) worldwide. This office receives information on such projects from the overseas posts of theUS & Foreign Commercial Service and provides the information to U.S. industry
particularly consulting ano engineering firms and large equipment manufacturers. Thisservice would be applicable to private power projects and could be particularly helpfulin identifying projects initially conceived as public projects that might convert to private
projects due to financial or other constraints. 

Once specific opportunities have been identified, additional assistance can be provided
through consultations with (e') country specialists within ITA's Office of International

Economic Policy and (b) the foreign commercial officers of the US&FCS.
 

U.S. DEPARTMENT OF ENERGY 

The US. Department of Energy (DOE) is responsible for the energy functions of the 
U.S. Government, primarily: 

* Long-term research on energy technology 

* Marketing federal power 

* Domestic energy conservation 

* The nuclear weapons program 

* Domestic energy regulation, and 

* Energy data collection and analysis. 

Because it is oriented toward domestic energy concerns, DOE has no major programs
that apply to LDC private power. However, DOE has become involved in L DC power
related activities from time to time in the past, and it has some resources that could be
brought to bear on the LDC private power issue. 
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International Affairs 

DOE's Assistant Secretary for International Affairs and Energy Emergencies is
responsible for the international aspects of U.S. energy policy, such as U.S. 
participation in international energy negotiations and international energy research and 
development activities. Through this office. DOE has, at the request of A.I.D.,
occasionally assisted with power projects in developing countries. Over the past eight 
years, these projects have included: 

He1ping a developing country set up a conservation and renewable energy 
program 

* Training LDC government personnel in the analysis of energy policy options 

* Helping developing countries set up solar energy projects, and 

* Conducting a feasibility study for a proposed mini-hydro project. 

In most cases, DOE's role has been to provide the technical assistance needed for these
projects. Occasionally, DOE also provided the funding needed for a training program 
or feasibility analysis. 

Committee on Renewable Energy Commerce and Trade (CORECT) 

In addition, DOE chairs the Committee on Renewable Energy Cmmerce and Trade 
(CORECT), an interagency working group set up by the Federal Government in 1984 
to increase commerce in U.S. renewable energy products and services. The CORECT 
is comprised of officials from 13 federal agencies. In additional to DOE, the following 
agencies are involved: 

• A.I.D. 

• EXIMBANK 

* The Office of the U.S. Trade Representatives (USTR) 

* OPIC 

• SBA 

* TDP 

* The U.S. Information Agency
 

" The U.S. Departments of Commerce, Defense, Interior, State and Treasury.
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Five subcommittees of the CORECT address the major barriers to overseas marketing
of U.S. renewable energy products and services: 

1. 	 The Technical Competitiveness Subcommittee, chaired by DOE,
investigates ways in which the Federal Government can improve the 
technical and cost competitiveness of U.S. renewable energy products. This 
committee has engaged in several activities that could be applicable to 
private power, including: 

, Helping organize overseas pilot projects in renewable technologies; 

* 	 Preparing a data base of information on the energy, economic, 
demographic, financial and power sectors of 161 countries, and 

Developing a guide to international funding for renewable energy 
projects. 

2. 	 The Education Subcommittee, chaired by A.I.D., works on informing
developing country officials about renewable energy systems. It is 
organizing industry/government team visits to developing countries with 
high 	market potential. 

3. 	 The Market Development Assistance Subcommittee, chaired by DOC,
improves the access of the renewable energy industry to federal trade 
assistance programs. This subcommittee is assessing renewable energy
project potential on-site in five selected countries. 

4. 	 The Trade Policy Subcommittee, chaired by the USTR, examines foreign 
government practices which inhibit U.S. renewable energy exports in 
international competition. 

5. 	 The RETSIE Subcommittee, chaired by DOC, assists U.S. industry at the
Renewable Energy Technologies Symposium and International Exposition. 

While these activities are directed toward assisting U.S. industry, some of them ma)
also be helpful in encouraging the development of private power in developing
countries. For example, as the Education and the Market Development Assistance 
Subcommittees send teams to investigate and ,romote renewable energy in developing
countries, they may: 

" Open the way for additional power projects. public and private 

" Make U.S. companies aware of the potential market for private power 

" Identify specific project opportunities, or 
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Develop information that may be useful in pre-feasibility and feasibility 
analyses. 

U.S. DEPARTMENT OF STATE (DOS) 

The U.S. Department of State's Bureau of Economic and Business Affairs includes an 
Office of Business and Export Affairs (BEA), which can help with information and 
marketing assistaice relevant to private power. This office can arrange for: 

• Country-specific market information developed by DOS country officers and 

* In-country marketing assistance from DOS commercial officers in overseas 
embassies, including the identification of potential joint venture partners
and assistance in bidding on major contracts. 

DOS also offers several publications that could be useful in the early stages of a private 
power project: country-specific "background notes," an Atlas of U.S. Foreign Relations 
which provides genera! economic and business information, and a roster of U.S. 
embassy personnel, including commercial officers. 
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Federal Government Assistance Applicable to Private Power 

Nonfinancia;. Assistance 

Project Ph"!i 

Technical Assistance to Developing Country Governments 

A.I.D. Missions Energy policy development

and Office of * 

x
 
Energy project feasibility analyses X
 

Energy
 

Department of * Participation in A.I.D. policy develop-

Energy 
 ment and feasibility studies 	 x 

* CORECT" information missions x
* CORECT" pilot projects x x x x 

II. Trainingfor Developing Country Nationals 

A.I.D. Missions Training for developing country gov
and Office of ernment officials in energy policy
Energy analysis 	 x 

* 	 Training for developing country erwergy
personnel in U.S. energy technologies
and management practices x 

Department of * 	 Participation in A.I.D. training forEnergy leveloping country government offic
ials x 

CORECT: Committee on Renewable Energy Commerce and Trade 
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Project Phase 

III. Marketing Assistance to U.S. Exporters 

A.I.D. Bureaus 
for Private Enter-
prise 

A.I.D. Office of 
Energy 

Overseas Private 
Investment Cor-
poration 

Small Business 
Administration 

Department of 
Commerce, Inter-
national Trade 
Administration 

Department of 
Energy 

Department of 
State 

* 	 Information on dcveloping country
investment opportunities and sources 
of financial assistance 

* 	 Advice on structuring joint ventures 

* 	Publications on the developing country
private power market 


* 
 Database on private power financing,
suppliers, and opportunities 

e 	 Investment missions for U.S. business 
people 

* Database on overseas opportunities 
* 	 Country information 

Data on exports and available export
assistance 

Trade information 
* 	Marketing assistance: counseling, 

overseas missions, major-project 
tracking 

* 	 Assistance from on-site USF&CS*" 
officers 

* 	CORECT trade information and 
mirketing assistance 

* 	Country information 
* 	Assistance from on-site commercial 

officers 

x 
x 

X 

X 

x 
x 
x 

x 

x 

x x x x 

X 

x 

x x x x 

USF&CQ: U.S. Foreign and Commercial Service 
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Federal Governmeni Assistance Applicable to Private Power
 

Financial Assistance 
 Project Phase 

Program Description _ _ 
MaximumAmount Period 

A.I.D. Concession-
ary Assistance 

Flexibly-structured concession-
ary aid to host country govern
ments 

n.a n.a x x X x 

DEVELOPMENT 
FINANCING 

TDP Feasibility 
Study Cost Sharing 

Eximbank Engi-
neer. : Multiplier 
Program 

Provides a reimbursable grant 
fcr 50% of the cost of feasibility 
studies of U.S.-investor projects
calling for U.S. exports 

Provides loans and loan guaran-
tees for foreign purchases of 
U.S. engineering services 

$10MM 5yrs 

x 

x x 

PROJECT FINANCING 

A.I.D. Private Enter-
prise Revolving 
Fund 

*OPIC Loans 

OPIC Loan 
Guarantees 

Provides credit to developing 
country businesses for projects
expected to contribute to eco
nomic development 

Provides credit to U.S. coopera-
tives or small businesses in
vesting 'n developing countries 
Guarantees repayment of credit 
extended by U.S. financial insti
tutions to U.S. businesses in
vesting in developing countries 

$3MM 10yrs 

$AMM 12 yrs 

$50MM 12 yrs 

x 

x 

x 

x 

x 

x 

OPIC Institutional 
Loan Insurance 

Insures loans made by U.S. 
lenders against defaults caused 
by exnp'opriatory acti.n or 
political violence 

x x x x 

Oriented toward small business. 
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Prog'9m Description 

EXPORT CREDIT FOR 
FOREIGN BUYERS 

A.I.D. Commodity Provides credit to foreign buy-
Import Programs er, to inniace importation of 

production inputs from U.S. 
A.I.D. Special Provides credit to developing
Investment Funds country businesses to fin-ance 

ilnportation of U.S. products
needed for investment in start
ups ,r expansions 

Exirnbank Direct Provide credit to foreign
and Intermediary buyers of U.S. expors
Loans 

Eximbank Loan Guarantees repayment of U.S.
Guarantees or foreign loans to foreign 

buyers of U.S. experts 

FCIA Institutional Insures institutional loans from 
Loan Insurance financial institutions to foreign 

buyers of U.S. exports against
political and commercial risks 

FCIA Export Credit Insures U.S. exporters against
Insurance non-payment by foreign debtors 

resuing from political or 
commercial causes 

CREDI FxOR U.S. 
EXPORTERS 
•Eximbank Exporter Guarantees repayment of loans 

14 orking Captial to small- and medium-sized 
Loan Guarantee U.S. exporters 

*SBA Loan Guarantees repaymemn of loans 
Guarantees extended to U.S. small business 

for exporting and other pur
poses. 

Maximum-
Amount Period 

variable "5yrx 

$5MM 12 yrs x x 

85% of 
colaract 
value 10 yrs 

85% of 
contract 
value 10 yrs 

x 

x 

X 

X 

x 

x 

x 

x 

x 

x 

x 

x 

x x x x 

12 mo. x x x x 

maximums vary 
by program 

x x x x 

Oriented toward small business. 

\~v 



Exhibit B.2 (continued) Project Phase 

I 

Proram ,Description 
Maximum 

Amount Period 

POLITICAL RISK 
INSURANCE 

OPIC Investment 
Insurance 

OPIC Contract 
Insurance 

Insures U.S. private investments 
in deVeloping countries aganst 
political risks 

Insures U.S. private contracts in 
developing countries against 
losses sustained through gov
ernment action 

$IOMM 

20 yr, 

n.a n.a x x 

x 

x 

x 

x 



Summary: Existing Federal Programs 
Applicable to Private Powee 

OPIC 
Loan Guarantee 

(and lnstititional Loan Insurance 

OPIC 
Inves[ment 

Insurance 

FCIA Export 
Credit surance 

U.S. Business 
Partner* 

" 

Marketing Assistance
.for U.S. Exporters 

TDP Feasibility Study 
Cost Sharing 

Contract-,- - "" 

AID. and DOETechnical Assistance 
& Training 

Insurance A.I.D. Special Invest
ment Fur.] Loans 

&gRevolving 

A.I,!;. PrivateEnterprise 

A,, X overnmen, '--. EXIMBANK Foreign Buyer B..upsinesrs _ 

n,, ,
Concessiona.y 

Assistance 
Loans and' Loa 

kCIA Institutional 

Loan Insurance

arterA.I.D. Energy
Management 

Training 

A.I.D. Commodity Import 
Program Loans r 

* A small business would also qualify for: 
* OPIC Loans 
* EXIMBANK Exporter Working Capital Loan Guarantees 
* SEA Loan Guarantees 

_5 Source: Hagler, Bailly & Company. 



ANNEX C: PROGRAMS OF INTERNATIONAL DEVELOPMENT INSTITUTIONS' 

This arnex describes the trade activities of international development organizations as 
they relate to private power generation projects. 

THE WORLD BANK (BACKGROUND) 2 

The World Bank -- formally known as the International Bank for Reconstruction and 
Development -- is the largest and most important multilateral development agency in 
the world. It was created at the end of World War II and currently has 148 members. 
The World Bank provides financial and technical assistance to developing country 
governments. It has two affiliates, the International Development Association (IDA),
which provides concessional loans to the poorest countries, and the International 
Finance Corporation (IFC), which provides loans to the -orivatesector for development 
projects. 

The World Bank is owned by its member governments and lends strictly to governments
for economic development projects in the developing world. It raises funds through the
sale of AAA-rated bonds in the international capital markets and lends to creditworthy
projects in its member countries. World Bank financing is normally set at variable 
interest rates 1/2 point above the Bank's average cost of borrowing. Amortization is 
u3ually more than 12 to 20 years, with 5 years of grace. Loans must be guaranteed by
the government of the borrowing country. 

Since the poorest nations arc generally unable to satisfy the Bank's lending
requirements, the IDA was established to assist them with better financing terms. The 
IDA is legally and financially distinct from the World Bank, with its own capital base,
but the two organizations share the same administration and staff. 

The IDA extends "credits" rather loans. It provides close to interest-free financing, with 
maturities up tc 50 years and grace periods up to 10 years. While the World Bank 
raises the majority of its money in the capital markets, the IDA is funded by direct 
government contributions, primarily from the richer member nations, including the 
industrial countries and some of the oil exporters. 

Like private financial institutions, the World Bank seeks out viable projects on sound 
economic grounds. Its projects must produce acceptable rates of return and stimulate 
economic development. However, World Bank lending is provided at more attractive 

1 This review was prepared by RCG/Hagler, Bailly Inc. for A.I.D.'s Office of Energy, October, 1987. 

2 Based on Mobilizing Foreign Investment for Petroleum Projects in Developing Countries, The 
Petroleum Finance Company. 1986. 



C.2 PROGRAMS OF INTERNATIONAL DEVELOPMENT INSTITUTIONS 

terms than those available from private banks. And the Bank has never technically
experienced a default, despite a policy of not rescheduling loans or credit repayments.
A government's obligations to the Bank take precedence over its obligations to private
sector banks. 

World Bank loans generally require additional debt and equity to "leverage" available
financing. For each dollar of World Bank money, another 3 to 5 dollars is attracted
from other participants in the project. Other lenders are willing to invest in projects

that include Bank funding because they are confident that the project is financially

sound and loans will be repaid.
 

The World Bank has a long involvement with the power sector. Cumulative loans and
credits by region through 1986 are shown in Exhibit C.1. Loans and credits for power
total $25 billion. A recent Bank initiative in energy financing which may serve as a
model for other programs is now being established in Pakistan. 

Energy Window in Pakistan 

The World Bank is taking a leading role in promoting private-sector energy
development in Pakistan. The Government of Pakistan (GOP) announced itswillingness to buy electricity generated by the private sector at a tariff that would cover
operating costs and debt service and a reasonable return on equity. Although several
proposals were received, there is a general concern on the part of private-sector

investors about the risk involved, access to capital, financial returns and guarantees of
 
power purchases. The GOP and the World Bank are working together to establish a
framework for the operations of the private sector to ensure that the interests of the

potential investors are safeguarded and that their relationship with GOP is regulated.
 

The framework that the Bank formulated consists of the creation of a private-sector
window that would be financed by the Bank and donors. This window would be
 
administered by a financial entity in Pakistan. 
 The purpose of the window is to provide
loans to the private-sector to cover part of the cost of energy projects that conform with
the country's national development plan. The participation of the Bank and donors in
financing the window creates a cofinancing arrangement with the private sector. The
GOP will provide no guarantee of the debt except for the Bank portion. The role of the
window is to reduce the risk perceived by the private sector and to help complete
financial packages for projects. 

The financial sources for the window include the Bank, A.I.D., Asian Development
Bank, Canadian International Development Agency (CIDA) and other intern,"tional
donors. The anticipated size of the window is $700 million. About two-thirds of these
funds are confirmed or pending confirmation. The loans and grants would be extended 
to the GOP, which would onlend them to the financial entity which would ultimately
onlend to the private sector at an annual interest rate o,14 percent, with a term of 20 



Exhibit C.1 
Cumulative World Bank Loans and IDA Credits for
 
the Power Sector by Region Through June 30. 1986
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years and a 5-year grace period. The GOP would bear the foreign exchange risk of the 
loan. 

The private-sector window would provide financing for up to 30 percent of the projects
selected. Funds would be used for procurement of equipment and services. The
regulations of the Bank and the other donors would govern the procurements.
Technica! assistance would be provided by the Bank to evaluate project proposals and 
financial packages. 

Under this arrangement, a sequence of agreements would be provided to all parties: the
project sponsors, the financial institutions, the c :port credit agencies, and the GOP. 
One of the most important agreements would be the "power purchasing agreement,"
which provides a GOP guarantee for the sale of electricity. Prices, tariffs,
compensation, and means of conflict resolution would be included in this agreement. 

The Bank is awaiting a letter of intent from the GOP to proceed. Once this is provided
the Bank will proceed to line up all the funding. The Bank would then inform the GOP
of the financing plan for the window and the administrative arrangements necessary to
proceed. The project could be appraised in early 1988 for presentation to the Bank
 
board.
 

Multilateral Investment Guarantee Agency (MIGA) 

To help alleviate political risk, 60 countries are establishing the Multilateral Investment 
Guarantee Agency (MIGA). MIGA will offer risk insurance against losses owing to
armed conflict, civil unrest, and government expropriation or breach of contract. It will 
also provide protection against government imposition of restrictions on currency
conversion and the transfer of profits out of the country. 

Planned to be a self-sustaining, independent affiliate of the World Bank, MIGA will 
cover only new medium- and long-term investments in member nations. To obtain
 
coverage, investors must be nationals of member nations. 
 MIGA will offer 15- to 20
year coverage and set higher country and project limits than normally available from 
national insurance agencies. 

World Bank officials expect that MIGA will encourage the private sector to assume 
greater risk and expand its inve-tments in the developing world. MIGA will directly
improve the investment climate in member countries. It will provide advisory and 
technical services on investment policies, operate an information service on investment 
opportunities, and -- if asked -- help to negotiate agreements between investors and
member governments. MIGA is also expected to play a role in the settlement of 
disputes between member governments and investors. 

The initidl MIGA authorization is expected to be $1 billion, which will support one and 
a half times that amount in guarantees to start. As reserves increase, the amount of 
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guarantees that can be underwritten will rise to $5 billion. In addition, individual or 
group sponsors could open special "windows" to share the risk and underwrite special
projects. This will increase the overall leverage of MIGA.3 

The agency will begin operations when 15 developing countries and 5 industrialized

countries have ratified the MIGA convention and have provided one-third of the

required subscription of $1 billion. 
 The Reagan administration is in favor of MIGA and
has requested that Congress approve a U.S. contribution of 20 percent of start-up
capital and support ratification of the convention. It is not certain that Congress will 
approve MIGA this "ear, which will push the ratification back to 1988. 

Some of the larger developing countries, including Brazil, Mexico, Argentina, India and
China, have not yet decided to join. Their hesitation stems from the fact that most of
the investment will go to the poorest developing countries. 

The International Finance Corporation 

The !FC is a multilateral development institution established to promote productive

private investment that will contribute to the economic growth of its developing

member countries. 
 The IFC, an affiliate of the World Bank, was established in 1956. 

The ultimate objective of the JFC is to improve the well-being of the people those in
developing countries that are its members. Its principal tasks are to provide and bring

together the financing, technical assistance, and management needed to develop

productive investment opportunities. 
 Tne .FC invests in privately owned enterprises,
but will participate in mixed enterprises with an element of government ownership
where there is no realistic local alternative. 

The IFC makes both equity investments and loans without government guarantees.
This permits it to provide financial assistance suited to the needs of each project, taking
into account the ability of each firm to raise funds from other sources on reasonable 
terms. 

One of the IFC's most important roles is to build the confidence of investors. The 
status of the IFC as an international lending institution facilitates the process by which
investors and governments can arrive at mutually satisfactory agreements. It also offers
technical assistance to member governments in their efforts to create a productive 
investment environment. 

Since it began its operations, the IFC has committed over $6 billion in funds to more
than 2,000 companies, for approximately 700 projects in more than 80 countries. Total
project costs are about $25 billion. While the IFC has participated in oil and gas 

Based on Richard Deutsch, "MIGA Update, Guarantee Agency Gains," Development Busineg,
 
August 15, 1987.
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projects since the early 1980s, until 2 years ago it had no involvement with power
projects. With the growth in the notion of privatization, the IFC has begun to review 
private power project proposals. 

The IFC reviewed the geothermal project in Indonesia, but was not willing to invest
because the Indonesian government and Union Oil Company did not have a satisfactory
electricity pricing agreement. The IFC has also considered projects in Jamaica and St.Kitts, but none has proceeded because of problems in obtaining the electricity supplyauthority agreements on electricity purchase rates and the terms of supply. 

The IFC also recently initiated a program that may have an impact on private-sector
investment in power projects. Under the Guaranteed Recovery of Investment Principal
(GRIP) program, the IFC essentially guarantees the equity position of an investor. 
return, the IFC shares in the dividend income and capital gains. Under the GRIP 

In 

program, tle investor deposits an amount with the IFC for a specific investment. TheIFC guarantees the principal at a specific maturity date, and in turn invests the money
in the project. Both parties share in the benefits. Before making a commitment, the
IFC performs a complete financial and technical evaluation of the project, which can

add to the attractiveness of the investment.
 

The GRIP program is new and has not yet been used for energy projects. 

REGIONAL DEVELOPMENT BANKS 

Although the World Bank is the largest multilateral lending agency, othei regional

development banks are important sources of financial assistance. 
 The two most

important regional development banks are the Inter-American Development Bank

(IDB) and the Asian Development Bank (ADB). 
 Other regional banks, including theAfrican Development Bank, the Caribbean Development Bank, and the European
investment Bank, as well as some offices of OPEC, have provided assistance for energy
projects. 

The IDB has lent a total of $8 billion through 1985 for energy investments. The ADBhas provided loans of $4.3 billion for energy. Most of these resources have been
devoted to the power sector. The loans are shown by country in Exhibits C.2 and C.3. 

The regional development banks can provide financing for particular projects and mayhave an impact on specific private power projects. Loans are generally made to 
government entities. No experience with private power investments has been 
identified. 



Exhibit C.2
 

Cumulative Energy Lending, By Recipient Country,

of the Inter-American Development Bank Through 1985
 

($ US Thousands)
 

Country Amount
 

Argentina 1,476,977
 
Bolivia 331,941
 
Brazil 1,473,711
 
Chile 751,925
 
Colombia 1,249,799
 
Costa Rica 253,978
 
Dominican Rep. 276,688
 
Ecuador 507,650
 
El Salvador 192,871
 
Guatemala 278,711
 
Guyana 16,100
 
Honduras 195,470
 
Jamaica 42,660
 
Mexico 0
 
Nicaragua 52,014
 
Panama 209,893
 
Paraguay 147,379
 
Peru 135,165
 
Uruguay 57,189
 
Venezuela 370.377
 

Total 8,020,498 

Source: Petroleum Finance Company, "Mobilizing Foreign Investment for
 
Petroleum Products in Developing Countries," 1986.
 



Exhibit C.3
 

Cumulative Energy Lending, Asian Development Bank,
 
Through December 1985, By Recipient Country
 

($ US Millions) 

Country 

Bangladesh 
Burma 
Fiji 
Indonesia 
Korea 
Laos 
Malaysia 
Nepal 
Pakistan 
Papua New Guinea 
Philippines 
Sri Landa 
Thailand 
So. Pacific Islands 

Total 

Amount 

538.35 
31.80 
36.90 

647.05 
234.38 

16.32 
217.50 
1)3.40 

1,047.67 
14.95 

566.35 
52.65 

768.90 
7.15 

4,283.37 

Source: Petroleum Finance Company, "Mobilizing Foreign Investment for
 
Petroleum Products in Developing Countries," 1986
 

http:4,283.37
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ANNEX D: EXPORT PROMOTION ACTIVITIES OF SELECTED
 
INDUSTRIALIZED COUNTRIES'
 

This annex briefly uiscusses the programs of the major industrial countries based
primarily on their official descriptions. The role of mixed credits, political support, and 
non-official support activities are not included. 

JAPAN 

Official Export Credit and Direct Foreign Investment Programs 

Japan's governmental institution that provides official export credits is the Export-

Import Bank of Japan (JEXIM). JEXIM provides four basic types of credit:
 

o 	 Export Suppliers Credit -- credits for domestic companies enabling them to
 
cover their deferred payment credits for exports, such as plants, equipment,

ships 	and aircraft as well as technical services to foreign customers. 

" 	 Import Credits -- long-term credits to importers (if natural resources or
 
items for the purpose of supporting development of natural resources which
 
can be imported to Japan.
 

* 	 Overseas Investment Credits -- funds for equity participation in foreign
companies; long-term loans to foreign entities for projects overseas; loans to 
foreign entities for financing their equity investments in foreign firms which 
have equity participation from Japanese entities; equity participation in 
another Japanese entity whose sole function is to make overseas 
investments: funds required for projects overseas directly operated by the 
borrower. 

" 	 Overseas Direct Loans -- buyers credits and bank-to-bank loans both tied
 
and untied.
 

JEXIM is involved in a number of activities. It cever; programs comparable not only to
the U.S. Export-Import Bank but also to the Overseas Private Investment Corporation.
Furthermore, JEXIM reportedly works ver, closely with the Overseas Economic 
Cooperation Fund (OECF), the Japanese counterpart to USAID in charge of official 
development assistance. In fact, OECF originated as a part of JEXIM and the two 
organizations share the same headquarters building. 

This review was prepared by Arthur D. Little, Inc. for A.I.D.'s Office of Energy, November 1987. I 
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EXPORT PROMOTION ACTIVITIES OF SELECTED INDUSTRIALIZED
COUNTRIES 

Official Development Assistance 

The Economic Cooperation Bureau of the Ministry of Foreign Affairs oversees Japan's
official development assistance. Within the Bureau, there are two agencies: 

" Overseas Economic Cooperation Fund (OECF) 

The OECF provides loans on concessionary terms to governments companies
involved in development projects. Over 90 percent are government loans.
Loans to governments for which the grant element exceeds 25 percent are
handled by OECF; otherwise, they are handled by JEXIM. Most loans are
untied which means grants must be contracted with a Japanese firm or purchase
supplies locally or from a third country. 

Japan is the leader in total exports supported by official finance with over $40
billion -- U.S. at around $10 billion. OECF also makes a concerted effort to 
support projects that are of developmental importance to the host country as 
well as national economic importance to Japan. 

* Japan International Cooperation Agency (JICA) 

JICA isvery similar to OECF in that it supports economic development in
developing countries; however, its emphasis is on technical cooperation. JICA
sponsored technical cooperation involves training participants from developing
countries in Japan, recruiting and dispatching Japanese technical experts todeveloping countries to train and conduct studies and surveys, and supplying
equipment necessary for technical training. Also, it provides long-term lowinterest loans to promote experimental development projects or surveys. The
Survey on Overseas Development Program provides, on request by the host 
country, planning and surveying cooperation in development projects. Some of
these projects have involved hydropower and geothermal energy. The
Development Cooperation Program, at the request of Japanese companies doing
developmental work, will survey infrastructure "related to the development
project and investment environment." Surveys cover availability of roads,
transportation, ports and water supplies and may result in financing to the
Japanese company of new road, communication systems, schools, and housing
required to make natural resource projects or plant development effective. 

Export Promotion Programs 

The official Japanese government body involved in export and import promotion is theJapan External Trade Organization (JETRO) which is under the jurisdiction of MITI.
It is, in effect, the counterpart to the U.S. International Trade Association. JETRO 
promotes two-way trade, personnel and technology exchanges and industrial
cooperation. It also assists exporting and importint companies by preparing market 
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information, identifying and contacting local distributors, and providing information ontariffs and trade policies of other countries. JETRO facilitates these programs through
31 offices in Japan and 77 offices in 58 countries overseas including 10 in Central and 
South America, 1 in Asia, and 11 in Africa. 

As a result of continued outside pressure on Japan to open its markets, JETRO has 
provided information to companies on exporting to the Japanese market. For example,it has provided a pamphlet (in English) entitled "Your Market in Japan: Solar Energy
Utilization Apparatus" discussing the market and potential applications in Japan. 

FEDERAL REPUBLIC OF GERMANY 

Official Export Credit and Direct Foreign Investment Programs 

'he Federal Republic of Germany (FRG) provides official export credit through three 
programs:2 

" 	 Hermes is a private insurance company that acts as agent for the FRG
 
government and provides common and political risk insurance. Hermes'

insurance is required for the two other programs, AKA and KfW (described
below), and covers up to 85 percent of the contract value which is paid by
the exporter. 

* AKA (Ausfuhrkredit GMBH) is a private limited company which operates 
as a syndicate for over 50 German banks to finance exports of more than 
one year. It has three lines of credit available: 

- supplier credit at floating deutsch marks on repayment period of up
to 10 years for 70-75 percent of the contract value. 

- supplier credit for developing countries and state trading companies 
over a one to four year term for 70 percent of contract value. It has
recently been expanded to non-European Community developed
countries such as the U.S. 

- supplier credit for up to ten years 

KfW 	(Kreditanstalt fur Wiederaufbau) --government development bank
provides 50 percent financing of exports combined with financing by a 
commercial bank for supplier or buyer involved in sales to developing 
countries. 

2 "Natural Export Credit Programs," First National Bank of Chicago, Trade Finance Division, Sept. 
1.983. 
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o':Ticial Development Assistance 

The FRG primarily emphasizes renewable energy technology in its overseas

development assistance programs. 
The largo-scale technologies that are associated with
urban power supplies are not a focus of German official development assistance efforts.
The Ministry for Technical Cooperation has supported a Special Energy Program which
emphasizes technologies appropriate for rural areas in developing countries. These
include solar heating and cooling, photovoltaics, hydropower, wind energy, biogas, and
direct and indirect biomass combustion. Some programs are open to potential world 
partners for cooperation. 

The Germany Finance Company for Investments in Developing Countries provides
financing and consulting services. It sets up joint ventures between German and host

firms. 
 Also it provides investment assistance in form of equity contributions to host 
country firms. It's FRG Subsidiary Companies Program refinances loans to German
 
companies investing overseas.
 

The Federal Ministry for Cooperation offers grants with concessional terms to small
 
and medium-sized companies seeking to make direct investments in developing
 
sotntries. 

FRA,*NCE 

Official Export Credit and Direct Foreign Investment Programs 

Because a vast majority of the French banking sector is nationalized, the arrangement
of export credits usually involves negotiations between several state agencies: 

- Banque de France 

- Banque Francaise d'Assurance pour le Commerce Exterieur 
(COFACE) French foreign trade insurance company 

- Direction des Relations Economique Exterieures (DREE) --
External Economic Relations Directorate 

DREE coordinates the public support of exports of the above as well as the Ministry of
Economic Affairs and Finance, the Ministry of Foreign Affairs, the Ministry of Trade
and Industry, and Credit National. The French government does not have difficulty
combining trade interests and aid programs. 
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Official Development Assistance 

The Agence Francaise pour ]a Maitrise de l'Energie (AFME) and the Ministry of 
Cooperation provide most of the foreign aid related to the energy factor. Most of the 
aid goes to former French colonies -- French Overseas Dparments and Territories. In
1'84, seventeen of twenty leading recipients ot French aid were former colonies or 
protectorates. Former colonies receive over 75 percent of all French overseas 
development assistance (ODA). 

Export Promotion Programs 

The AFME sponsors and coordinates several trade missions abroad. Furthermore, it
will arrange and partiaily subsidize French participation in trade shows overseas as well 
as in France. The AFME allegedly finances export-related inventories for French 
manufacture rs. 

International Technical Cooperation 

The AFME has technical cooperation agreements with a number of developing 
countr;es and deve"loped countries. As is the case with ODA, the majority of the 
technical cooperation is with former French colonies and protectorates. Although
France is not a member of the IEA, the European Community (EC) has been invited to 
participa'e in ica-ie of the 1EA projects. Because France is a member of the EC,it has 
access to information derived from the lEA projects involving EC cooperation. 

DENMARK
 

Unlike the countries mentioned above, I)enmark is not competitive in a large variety of 
pc ver generating equipment. The one technology in which Denmark has strength is in
wind technology. The Danish government has focused on commercialization of its wind 
tech.iology and in recent years the domestic and export markets for Danish 
manufacturers has improved. In 1981, out of a total of 11,330 shipments, only 4.9 
percent were exports. In 1984, however, exports were 78.6 percent of a total of 77,000
wind machines. The majority of those exports were to the U.S., in particular California. 
There is currently an aggressive effort to market this technology to developing 
countries, 

Official Export Credit and Direct Foreign Investment Programs 

There are two Danish agencies involved with financing exports: the Danish Export
Finance Corporation (DEFC) and the Export Credit Council (EKR). The DEFC, 
established by the Danish Central Bank and the private banking sector in1975, 
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provides medium- and long-term credit instruments which normally have a repaymentperiod of betwe-en two and five years. A'hen the exports are to developing countries,maturities mav exceed five years. A cash down-payment of between 15 percent and 20percent is required for the two types of transactions: 

Supplier Credit: direct financing of Danish suppliers on minimum contracts ofKr. 500,000 (about $3.5 million at the current exchange rate -- August 28, 1987)
at the minimum consensus rates. 

Buyer Credit: direct financing of the foreign buyer or through the buyer's bank
of credits of over Kr. 20 million (about $140 million). 

Credit is usually offered in two parts. One part is financed at the market rate by privateinstitutions and the second part is financed by the DEFC at the OECD minimumconsensus rate -- repayment of the DEFC part begins after the outside loan has been 
repaid. 

The EKR is he agency that guarantees against losses on claims on foreign debtors andDanish bank loans to Danish exporters. DEFC financing of export credits todeveloping countries also require EKR guarantees. The ERKR rarely providesguarantees to the renewable energy industry because of its perception that renewables 
represent an immature industry. 

The Industrialization Fund for Developing Countries (IFU) helps Danish
manufacturers set up joint ventures in developing countries. 
The IFU facilitates thejoint ventures by participating through share capitai and loan guarantees. The IFU willalso provide loans to Danish companies for the preparation of feasibility studies andother forms of survey to establish the viability of a proposed investment. 

Official Development Assistance 

Denmark's ODA is coordinated by DANIA, an agency of the Ministry of ForeignAffairs. Denmark has pa-ticipated in multilateral aid projects including a UnitedNations Development Program-sponsored project involving Danish wind machines inCape Verde. The Danish government recently set up an agreement with Indiainvolvin' :)e development of wind farms in the Indian states of Gujarat andMaharas, ra. Denmark is allocating $75 mi.llion in foreign aid to finance both areplanned to wind and solar energy projects. Through DANIDA, six demonstration windturbines should be set up by the end of the summer of 1987. 

Export Promotion Programs 

The Trade Department of the Ministry of Foreign Affairs collects relevant informationand data on export market conditions of Danish interest. The Danish Trade Fund 
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Secretariat is a separate body that administers the Export Credits Guarantee Scheme 
and can grant aid to meet expenses connected with export drives (e.g., participation in
trade fairs and export consultancy activities). In this context, and of particular interest 
to Danish manufacturers, is a grant covering up to 40 percent of costs related to 
expenses incurred during export promotional activities. The conditions applying to the 
grant are that three companies or more must be involved, in which case the costs of one 
person from each company are reimbursed up to 40 percent. The Federation of Danish
Industries, an organization representing the Chamber of commerce, the Chamber of
Trades and Crafts, the Association of Handicrafts and Minor Industries, and the
 
Agricultural Council, coordinates and organizes promotional activities such as
 
international trade fairs.
 

CANADA 

The government of Canada is active in supporting the export activities of its industry 
particularly in the power sector where Canadian engineering companies and equipment
manufacturers are very strong internationally. Also, the provincial governments in
Canada have active programs of export promotion which are often comparable to those
offered by the central government. The close cooperation of government and industry
at both the central and provincial level make Canada ,,ery competitive in targeted areas 
of the power sector industry such as hydropower. As indicated below, Canada also is 
,ery active in promoting its power sector expertise in other industrialized countries, 
including the U.S. 

Trade Development and Export Promotion 

Ontario Provincial Government 

" Export forums are seminars designed to brief the exporter on market 
areas, tariffs, exporting techniques, documentation and joint ventures. 
(Ministry of Industry, Trade and Technology.) 

" New Exporters to Border States (NEEBS) isa new program designed to
 
help businesses ease into exporting. Small groups of business people
 
are escorted across the Canada-U.S.A. border and given tips on such
 
things as clearing customs quickly, how to label and package products 
etc. (Sponsored jointly by the Province of Ontario and the Federal 
Government.) 
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The 	provincial government sends delegations of business people to 
exhibitions and pay for the exporters display booth, floor space and the 
cost of shipping the products one way. In February of 1988 there will be 
an exhibition for suppliers of heavy power equipment in Boston, MA. 
(Ministry of Industry, Trade and Technology.) 

* Overseas trade missions are arranged by the provincial government to 
countries such as Korea, United Kingdom, France, Germany and India.
The exporter must pay for accommodation - the government pays for 
the economy airfare. 

" 	 Ontario International Marketing Intern Program provides funding for 
exporters to employ a recent post-secondary graduate for on-the-job
training in international marketing. The Ontario government covers 50 
percent of the intern's sa:lary up to a maximum of $15,000 a year over 
two years. 

* The Trade Expansion Fund will match out-of-pocket marketing costs,
dollar for dollar up to $15,000 over a 12 month period. The goal of this 
program is to help develop new markets and increase exports. 

Federal Government 

* The Program for Export Mir!:ct Development (PEMD) is the Federal 
Government's major export support program. The program aids the
private sector in increasing marketing efforts by helping companies
participate in export promotional activities that they normally would not 
or could not undertake alone. 

* 	 The Department of External Affairs sponsors and organizes
participation in trade fairs abroad by Canadian firms and coordinates 
the design, construction, erection and operation of the exhibits. 

* 	 Participation in department-sponsored trade missions is by special
invitation of a minister or his delegate. Each trade mission has a clearly
defined trade objective and members are selected to best attain that 
objective. 
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Business Opportunities Sourcing System (BOSS) is a data base that 
compiles Canadian manufacturers and the products they supply. The 
data base isused by purchasers looking for new sources of products and 
by companies that want to supply products to other manufacturers. 

" 	 Export Marketplace '87 is a trade show that gives the exporter an 
opportunity to meet with trade commissioners from Canada's missions 
abroad. The exporter can discuss with the various trade commissioners 
the 	market potential for their products and/or services. 

Developmental Assistance Programs 

Federal Government 

* 	 The Canadian International Development Agency's (CIDA) purpose is 
to administer Canada's development programs around the world. 

CIDA helps Canadian exporters to explore new markets in developing 
countries. 

* 	 Industrial Cooperation Program for Canadian companies wishing to 
investigate industrial cooperation opportunities in developing countries. 
This program provides: 

- funding for travel, profitability and risk analysis, 
product/technology testing; 

- funding for project preparation studies as a lead-in to large 
capital projects; 

- funding for demonstration/test projects as a leao-in to 
technology transfer; 

- lecds and information on opportunities, and on local 
conditions and business practice; 

-	 assistance in locating qualified Canadians to work abroad; and 

-	 specialized training of local employees. 
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Official Export Credit Services 

The Export Development Corporation (EDC) is a Crown Corporation
whose goal is to facilitate and develop Canada's export trade. EDC 
pursues its goals by insuring and financing export sales by Canadian 
companies. For Canadian exporters the corporation provides credit
insurance, surety and performance guarantees and for foreign
purchasers of Canadian goods and services the corporation provides
loans and loan guarantees. 

Examnples 

Combustion Engineering Canada Inc. of Ottowa, Ontario won the contractto supply a 300-megawatt boiler plant, related equipment, services and spare
parts to the Electricit" Generating Authority of Thailand. Crit--al to the
sale was a $42.1 mill. v, llar EDC loan to the Thai buyer. 

The Chamera hydro-electric project in the North Western state of Himachal
Pradesh (India) is being financed by EDC and CIDA, who have jointly putin place $645 million for the supply of goods and services from Canada. 

* The Canadian Commercial Corporation (CCC) is a crown corporation
and the principal contracting agency when other countries or
international agencies want to buy supplies and srrvices from Canada 
on a government to government basis. By responiding to these requests
from other countres and international agencies CCC will identify
Canadian sources, obtain bid opportunities for suppliers and then 
confirm their ability to perform. 

* Canadian Chartered Banks -- The international departments of

chartered banks can advise exporters on such topics as currency

exchange, best terms and forms of payments, etc.
 

* The Ontario Development Corporacion (ODC) piovides financial aid to 
exporters in the form of bank guarantees, terms loans and incentive
 
loans.
 

The Export Support Program provides aid to exporters that are having
trouble financing exports. This program supplements, but does not
duplicate any of the services offered by EDC, the chartered banks and 
other financial institutions. 



D.11 
EXPORT PROMOTION ACTIVITIES OF SELECTED INDUSTRIALIZED
COUNTRIES 

In addition to the programs and organizations mentioned above, there are various 
publications and services available to the company that wants to export goods ad
services. Some of these programs and their services are listed below: 

Export Advocacy Program monitors and identifies the need for 
Ontario's exporters and potential exporters and then recommends and 
advocates policies and actions which are supportive of Ontario's 
exporting interests. 

Information and Publications Center acts as a point of contact for 
business executives. The center provides information and counselling
for all Department of Regional and Industrial Expansion programs and 
services. 

The Department of Regiopal and Industrial Expansion's trade 
development branch can help exporters access a wide range of federal 
government programs and services relating to international trade 
opportunities throughout the world. 


