
AAy-C-YL 
Memorandum 

'-f 8 f y ( 

I 
TO GIENVIEET, Samuel Schweitzer 

FromRocation EPDF, Virginia Orben . 
Date February 13, 1995 

Re Independent Power Seminar in Guatemala - January 17 - 20, 1995 

Through the Energy Project Development Fund, USAID sponsored an introductory 
seminar on the principles of soliciting and contracting for power from independent 
power projects for the Instituto de Nacional Electrificacion (INDE). The seminar was 
presented by Price Waterhouse LLP with the assistance of Commonwealth Power 
Corporation during the period January 17 to 20, 1995 at the Ramada Conquistador 
Hotel in Guatemala City, Guatemala. 

There were 35 participants at the seminar which included utility representatives from 
Guatemala, Nicaragua, Costa Rica, and Panama. A listing of participants at the 
seminar is included as Appendix A. 

The seminar was conducted over a 4 day period under the guidance of Edward 
Monahan of Price Waterhouse. Messers. Peter Lalor and Bill Daley lead the 
presentation and discussions on legal and project development issues. Mr. Gary 
Edwards handled the presentation and discussions related to issues and policies 
involved in solicitations for new power supplies. Mr. John Sachs lead the presentation 

and discussions regarding international limited recourse financing structures. A copy 
of the seminar presentation schedule is included as Appendix B. In addition, a copy of 
the slides and presentation materials is included as Appendix C. 

The response from the participants was excellent. There were questions directed at the 
session leaders throughout the seminar. The highlight of the seminar was on the third 
day when the seminar participants were divided into small teams for two case studies. 
The case studies were for the development of a hydro project and a thermal project by 
independent developers. One team represented the developers and a second team 
represented the utility. The teams developed their negotiating strategies and conducted 
their negotiations before the remainder of the participants. 

Feedback from the participants indicates that the seminar has provided valuable 
information and knowledge for their future use. The participants from Panama 
indicated that their country's energy sector would benefit greatly from a similar 
seminar. 
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SE~IISJWIO SOBRE ELABORACION Y NECOCIACION DE CONTRITOS 
DE COhIPRA-VEhTA DE ENERCIA ELECTRICA CON 

PARTlCIPACION PRIVADA 

Cuntemnla. 17-20 de enero de 1995 

Martes 17 de enero 

08:OO - 08:30 Inscripcion 
08:30 - 08:40 Observaciones Prelinlinares y Temas a tratar en el Seminario 
08:40 - 09:40 Presentaci6n: Perspectiva General de 1as Opciones Independientes de 

Energia Elictrica para Guatemala 
- politica y marco institucional 
- fuentes financieras y estructurales 
- factores claves para alcanzar el Cxito 

09:40 - 10:30 Discusion sobre la Situacion Regional en cuanto a1 Tema 
10:30 - 11:W Receso Llv\ 

11:W - 11:30 Ceremonia de Inauguraci6o 
11:30 - 12:30 Presentaci6n: El Rol de 10s Participantes: Promotores, Patrocinadores, 

Contratistas y Oficialcs PGblicos 
12:30 - 0200 Receso 
02:OO - 03:OO fiesentacion: La Dinhmica en el Proceso de Solicitud y Negocincio~~; L;is 

Metas de 10s Participantes; Prcsentaci6n del Caso de Estudio 
03:OO - 03: 15 Receso 
03: 15 - 03:dS Preguntas y Discusion. 
03:45 - 04:45 Presentation: Las Perspectivas y hletas de las En~presas Electricas en cl 

Proceso de Solicitud y Negociacion 
04:45 - 05: 15 Preguntas y Discusion. 

Mitrcoles 18 de enero de 1995 

09:OO - 09:30 Discusibn y Resumcn de las Prssentaciones de 10s Dias anteriores 
09:30 - 10:30 Prcsentaci6n: Logro de las Metas de las Empresas ElCctricas -- Selecci6n y 

Evaluacibn de Propuestas 
Factores de Precio y no Precio 
Riesgo de las Inversiones 
Seleccidn de Propuestas 
TCcnicas y Mdtodos 



10:30 - 10:45 Receso 
10:45 - 11: 15 Preguntas y Discusibn. 
11:15 - 12:15 Prexntacibn: Seleccibn y Evaluacibn de Propuestas (Continuacibn) 
12:15 - 12:45 Preguntas y Discusibn. 
12:45 - 02:00 Receso 
02:OO - 03:W Presentaci6n: Negociacibn de Contratos Financiabl( . Politicas y Principios 
03:00 - 03: 15 Receso 
03:lS - 03:45 Preguntas y Discusibn. 
03:45 - 04345 Presentacibn: Negociacibn de Contratos Financiables (Continuacibn) 
04:45 - 05:15 Preguntas y Discusibn. 

Jueves 19 de enero de 1995 

09:00 - 09:30 Discusibn y Resumen de las Presentaciones de Dias Antenores 
09:30 - 10:30 Discusi6n del Caso Estudio 
10:30 - 10:45 Receso 
10:45 - 1l:lS Preguntas y Discusi6n. 
11: 15 - 12: 15 Caso de Estudio (Continuaci6n) 
12: 15 - 12:45 Preguntas y Discusi6n. 
12:45 - 02:OO Receso 
02:W - 03:W Presentaci6n: El Papel del Gobierno en la Contratacibn de Energia Elkctnca 
03:OO - 03:15 Receso 
03:15 - 03:45 Preguntas y Discusi6n. 
03:45 - O4:45 ~resentacibn: El Papel del Apoyo Crediticio; Instituciones y Requerimientos; 

lmplicaciones de divenos factores en las estructuras y ciilculo de tarifas 
O4:45 - 05: 15 Preguntas y Discusi6n. 

Viernes 20 de enero de 1995 

09:00 - 09:30 Discusi6n y Resumen de las Presentaciones de Dias Anteriores 
09:30 - 10:30 Presentaci6n: Financiamiento Internacional para proyectos de Generaci6n 

ElCctrica 
10:30 - 10:45 Receso 
10:45 - 1 1: 15 Preguntas y Discusi6n 
11:15 - 12: 15 Presentaci6n: Lecciones Aprendidas de 10s Exitos y Fracasos en Otros Paises 
12: 15 - 12:45 Pitguntas y Discusibn 
12:45 - 02:W Receso 
02:00 - 03:W Presentaci6n: hccioncs Aprendidas de 10s Exitos y Fracasos en otros Paises 

(Continuaci6n) 
03:00 - 03: 15 Rcceso 
03: 15 - 03:45 Preguntas y Dixud6n 
03:45 - 04330 Resumen y Conclusiones 
04:40 - O5:OO Clausura 
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GUATEMALA SEMINAR 

JANUARY 17 - 20,1995 



GUATEMALA SEMINAR ON INDEPENDEN-I POWkK 
JANUARY 17 - 20,1995 
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GUATEMALA SEMINAR 
ON 

INDEPENDENT POWER 

JANUARY 17 - 20,1995 

EQUITY INVESTORS 



GUATEMALA SEMINAR 
ON 

INDEPENDENT POWER 

JANUARY 17 - 20,1995 



GUATEMALA SEMINAR ON INDEPENDENT POWER 

Project Risk Matrix 

H - MAJOR RISK M - MODERATE RISK L - LOW RISK 









UTILITY MAKE- UP 

FORECAST OF LOAD 
Existing Resewe Margins 

Desired Resewe Margins 

Type of Generation Desired 

TRANSMISSION PLANNING 
Ability To Interconnect 
Cost To Interconnect 

Location Priorities 



POLITICAL ~. . CONCERNS 

PROCUREMENT POLICY 

PROPOSED CHANGES TO POLICY 

COMMZTTMENT FROM LEADERS 

ACCEPTANCE BY REGULATORS 



COMPETITION 

THE GOAL OF COMPETITION 

IS TO IMPROVE ECONOMIC 

EFFICIENCY IN THE SUPPLY 

OF ELECTRICITY 



THE RFP DOCUMENT 

PROVIDES FOR THE SELECTION 
OF CAPACITY BY BALANCING LOW 
COST WITH NON-PRICE FACTORS 

PROVIDES THE BEST MEANS OF 
FOSTERING ECONOMIC 
EFFICIENCY IN FREE AND 
FAIR MARKETS 



THE RFP D P E N T  
INSTRUCTIONS TO BIDDERS 

Intent of Solicitation 
Capacity Requirements 
Bid Preparation 
Contacts 
Notice of Pre-Bid Meeting 
Bid Submittal Requirements 
Evaluation and Selection 
In formation Required 
Model Agreement 
Required Copies of Bid 
Confidentiality 
Bid Modifications 
Amendments 



THE RFP DOCUMENT 
PROPOSAL FORM 

General Requirements 
Project Schedules Provided 
Authorized Representative 
Facility Description 
Pricing Provisions 

= Energy 
- Capacity 

Terms and Conditions 
No Collusive Arrangements With Others 
Prior Project Experience 
Term and Schedule Commitments 
Fuel Utilization 



THE RFP DOCUM_ENT 

NOTICE OF RECEIPT 
OF 

REQUEST FOR PROPOSAL 

INTENT TO BID 
FOR POWER PURCHASES 







CAPACITY SOLICITATION 
PROCESS 

Key Activities 

Total Process Time Is 11 - 12 Months 







OBJECTIVE 

TO IDENTIFY AND SELECT THE GENERATION EXPANSION 
PLAN THAT BEST MEETS THE FUTURE NEEDS OF VIRGINIA POWER'S 
CUSTOMERS AT THE LOWEST EVALUATED TOTAL SYSTEM COST 
BY SELECTING THE BEST COMBINATION OF ALL AVAILABLE SOURCES 
OF GENERATING CAPACITY. 







CAPACITY SOLICITATION 
PROCESS 

Responsiveness Screen 
Bid Received By Due Date 

Bid uired Form 

Policy 



STEP 2 
FROM STEP 1 

f 
Evaluation #1 Evaluation # 1 

CostIDP 

Evaluation # 1 - 
Document 
Rejected 

Mana ement ReviewITT __I 

Screen -- 

I Executive ReviewIMRT ] 
I 

Document 
Rejected 

- Pro~osals - CA 

TO STEP 3 





STEP 3 
FROM STEP 2 

Calculate Non-Price Score - CA I 
I I 

Screen 

Final timization & 
l ~ i s k  assessment - GP I 

TO STEP 4 



Pqiect  Viability Fuel & Fuel Diversity 
Finan cia1 Capability Origin 
Level of Development Market Stability 
Experience Multi-Fueled Plants 
Security System Fuel Diversity 

Other Factors 
Societal/Economical Benefits 
Use of Local Resources 
Steam Commitment To Host 
Operating Flexibility 
Location 



CRITERIA FOR NON-PRICE EVALUATION 

CRITERIA 
PROJECT VIABILITY 

LEVEL OF DEVELOPMENT 

SECURITY 

FINANCIAL STATUS 

EXPERIENCE 

TECHNICAL ASPECTS 

FUEL AND FUEL DIVERSITY 

PRICE STABILITY 

SYSTEM FUEL MIX 

MULTI-FUEL CAPABILITY 

VIRGINIA/NORTH CAROLINA FUELS 

OTHER FACTORS 

DISPATCHABILITY 

OWNERSHIP 

LOCATION 

CAPACITY PAYMENT STRUCTURE 

QUALIFYING FACILITY STATUS 

WEIGHTING 





x
x
x
x
x
 



CONVERSION OF PLAN COSTS 
TO COST SCORES 
(for illustration only) 

LOW COST 

CUTOFF 

TOTAL SYSTEM 
PLAN COST ($MILLION)- 

COST 
SCORE 

"ORE = 
(PLAN COST - LOW COST) 

- (HIGH COST- LOW COST) 
~ -.. 

X 10 



CAPACITY I SOLICITATION 
1 PROCESS 

Risk Assessment 
Higher Than Expected Load Growth 
Lower Than Ex ected Load Growth 
Deterioration  xis st in Units $ %eJlected Demand Side rograms 
Unstable Fuel Prices Of Some Plants 







CAPACITY I SOLICITATION 
I PROCESS 

Selection Of Winning Plan 
Review To 3 - 6 Plans 
Pro ects ommon To All Plans t' cP 
De ermine Least Sensibve Plan 
Make Selection 
Notify Project Winners 









The Purchaser needs an enforceable contract. 

Lowest price that will yield a fair return to the supplier recognizing 
the risks he is assuming 

Clear performance standards and appropriate penalties for non- 
performance. Performance standards include: 

I. Milestone schedules 
2. Capability audits 
3. Unit availability 
4. Posting of security 
5. Maintenance of licenses, etc. 

= Penalties that fairly compensate the utility for the damages resulting 
from non-compliance 

Security in the eventuality of penalties or to protect against over- 
payment in the early years of the contract 

As much dispatchability and control over unit operations as is 
feasible 

= Clear metering, intermediate and relaying requirements 



The Developer needs an enforceable contract. 

clearly defined and technically feasible obligations to perform; 
reasonable penalties for failure to perform 

fair price 

purchaser obligation to pay if developer meets his obligations 

assurance that return on and of investment capital can be converted 
and repatriated 

excuses to performance for force majeure events 

rn fair allocation of risk 

fair process of evaluation and negotiation 





Standard Offers are form contracts, including price schedules, which 
prospective developers need only sign and return to the utility to create a 
binding long-term contract. They are administratively the easiest, but 

1) they should be limited to smaller projects 
a) which have little impact on system economics or reliability, 

and 
b) which cannot afford project-specific negotiations with the 

purchasing utility 

2) pricing, as noted above, must be carefully structured to avoid 
perverse incentives 

3) dispatch capability is not economic for smaller projects, so capacity 
reliability is less certain 



Standard offers were used extensively in the early evolution of many U.S. 
jurisdictions for large and small projects. However, 

4) accurate estimation of "avoided costs" has been a recurring problem 
a) overestimation in some jurisdictions has resulted in higher 

costs to users 
b) underestimation in other jurisdictions has resulted in 

suppressing the market, and higher costs to users 

Standard Offers using administratively determined "avoided cost" continue to be 
widely used for small projects satisfying criteria l(a) and (b) above. Contracts 
for larger projects result from project-specific negotiations described below. 



Competitive Negotiation, in which the utility does not issue any 

I 
I formal bid request, but selects one or more project proposals for detailed 

contract negotiations (this might include BOT proposals for specific pre- 
engineered projects) has certain advantages: 

1) there is much less administrative burden on the purchasing utility 

2) the purchasing utility has a great deal of discretion in selecting 
prospective projects for negotiation 

3) it is particularly well adapted to systems which 
a) have few suitable sites 
b) are considering purchase of significant increments relative to 

the size of the existing system 
c) for other reasons the purchasing utility needs significant 

control over the implementation of the independent project 

This form is particularly well suited to intermediate phases of independent 
power development programs for the above reasons, and also because the 
developers of the project(s) selected for negotiation have greater comfort that 
the purchasing utility is serious. 

However, this form of solicitation also has drawbacks: 

4) it does not encourage an active market due to concerns over the 
fairness of the evaluation and selection process 



5 )  it requires a good working relationship between the utility and the 
regulatory commission, because there is no objective market 
discipline on which the regulators can rely for confirmation of 
competitive price levels. 

Competitive negotiation has been successful in numerous U.S. jurisdictions but 
is not now as widely used as competitive bidding, by reason of the foregoing 
drawbacks. 



Competitive Bidding can take a variety of forms 

1) the utility can identify the type, size and other characteristics of 
desired generating resource additions, or 

2) it can identify a number of MW of incremental capacity needed, then 
optimize the set of responses meeting the utility's threshold criteria 

System (2) is theoretically and practically preferable to system (I), as the pre- 
selection of generation alternatives limits the flexibility of developers to propose 
other alternatives which are more cost-effective than the assumptions used by 
the utility in the optimization. Whether the utility uses system (1) or system (Z), 
it can identify the most promising projects (using the criteria described in the 
following section) either by: 

3) use of a more or less mechanical "self-scoring" system, or 

4) use of a more subjective scoring system, with accordingly greater 
discretion in the utility. 

System (3) imposes great constraints on the purchasing utility's flexibility in 
selecting beneficial projects; on the other hand, the more subjective systems 
share the drawbacks of competitive solicitation systems. 



Define your objectives in purchasing from IPPS. Typical 
1 objectives include: 
i 

1) Least net present value cost over the term of the contract 

2) Project viability, both short and long-term 

3) Fuel, geographic and size diversity 

4) Operational control - AGC, economic dispatch, turn-down ratio, 
maintenance scheduling, etc. 

5) Options to advance or retard project development schedule. Buyout 
options. 
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I 
1 ACUERDO DE IMPLEMENTACION 

F Derecho exclusivo para construir la planta elCctrica 

t Desgravacibn de impuestos y derechos de aduana 

Ayuda con permisos 

F Compromisos de divisas 

t Protecci6n contra fuerzas mayores 

t Definicibn de incumplimientos y recursos I 

Procedimientos para la resolucibn de disputas 

Gar antias gubernament ales 

LATHAM & WATKINS 









RIESGOS ASOCIADOS CON LAS DIVISAS 

PROBLEMA: El promotor debe pagar a 10s prestamistas, 
inversionistas, contratistas y proveedores extranjeros en 
moneda extranjera, per0 10s pagos por la electricidad se 
hacen en moneda local. 

a. El tipo de cambio fluctiia despuCs de que el monto de pago en 
moneda local sea acordado o pagado. 

b. Resewas insuficientes de divisas para convertirlas en moneda 
local. 

c. No se permite transferir las divisas fuera del pais. 



RIESGOS ASOCIADOS CON LAS DIVISAS (Cont .) 

Asignaci6n : 

a. Fluctuaci6n en 10s tipos de cambio. 

(1) Pagarle al promotor en divisas. 

(2) Venderle a1 promotor seguro contra riesgos de cambio. 

(3) Indizar el monto de moneda local. 

b. Reservas insuficientes de divisas. 

(1) Atar el negocio de la planta elictrica a algun negocio de 
exportaci6n que genere divisas. 

(2) Acceso prioritario a divisas. 

LATHAM & W A ~ N S  
I 











RESOLUCION DE DISPUTAS 

r Tipos de resoluci6n de disputas 

r Procedimientos de arbitraj e 

r Renuncia a la inmunidad soberana 

r Nacionalidad de 10s airbitros 

For0 

Ley gobernante 

Diligencia de emplazamiento 





Independent Power Market Abroad 

TOTAL 

654 Initiatives 
68 Countries 
272,620 MW 

Source: RCGlHagler, Bailly, Inc., February 1993. Reflects announcements over last 36 months. 





PROYECTOS DE PLANTAS ELECTRICA PRIVADAS CON EXIT0 
I 

r Proyecto de Diesel de Rockfort (Jamaica) 

Proyecto El6ctrico Mamonal (Colombia) 

Proyecto Pagbilao (Filipinas) 

r Proyecto Elkctrico Hub (Pakisth) 







+ 

PROYECTO DE DIESEL DE ROCKFORT 

Razones del &xito 

t Apoyo gubernamental unhime 

El Gobierno se organiz6 antes de las discusiones con 10s 
patrocinadores. 

t Us6 una solicitud de propuestas para definir las ofertas y limitar las 
negociaciones. 

F Seleccion6 patrocinadores experirnentados. 

t Apoyo considerable del Banco Mundial y del BID. 

Financiamiento relativamente pequeiio. 

LATHAM & WATKINS 



JAMAICA ROCKFORT PROJECT 
ORGANIZATION 

Steering Committee 
(Chair, Special Advisor to PM) I 

Jamaica Private 
Power Company 

IA 
PPA 
FSA 

Loan 
Lease 





ROCKFORT DIESEL PROJECT 
FINANCING PLAN 

Additional Total 
Standby Available 

Base Funding Funds Funding 

Pre-Takeout 
2-year Bond Proceeds $41,000,000 $ 0 $41,000,000 
5-year 936 Proceeds $ 81,000,000 $ 4,764,995 $ 8l,O00,000 

Total 936 Issuance $122,OOO,000 $4,764,995 $122,000,000 

Additional Cash Equity $ 0 $ 2,200,000 $ 2,200,000 

Post-Takeout 
WBIIDB Private $81,000,OOO $ 0 $81,000,000 

Sector Energy Fund 
Term Loan 

Term Loan $ 14,000,000 $ 5,800,000 $ 19,800,000 

CDC 
Equity $ 41,000,000 $ 2,200,000 $ 43,200,000 

Total Funding $136,000,000 $ 8,000,000 $144,000,000 





MAMONAL PROJECT 
PROCEDURE AND TIMELINE 

RFP 
Contract 
Executlon 

COD 
End 
of 

Term 



I 

PROYECTO ELECTRIC0 MAMONAL 

Razones del Cxito 

Electricidad comprada por 23 clientes industrides solventes en vez de 
la empresa de servicio priblico naciond. 

t El contratista de construcci6n corri6 el riesgo de la construcci6n. 

t Pagos hechos a 10s patrocinadores en moneda dura. 

t Plan de fmanciamiento simple. 

LATHAM & W A ~ S  

* 







PAGBILAO PROJECT 
PROCEDURE AND TIMELINE 

End 
of  

Term 

RFP Contract 
Signed 

Financial 
Closing 

COD 





PAGBILAO PROJECT 
I 

I 

FINANCING PLAN 

Debt 
Export Agency Credit 
IFC 
ADB 
CDC 
Other Loans 

Total Debt 
E~uity 

Hopewell Energy International Limited 
IFC I 

ADB 
CDC 

Total Eauitv 

Total 

LATHAM & WATWNS 

US$ Million 
535.0 
60.0 
40.0 
35.0 
18.0 

688.0 





HUB TIMELINE 

I 
! I b 
LO 1's I 

1985 Issued Earnest Negotiation Key Agreements Rebid TKC 
Invitation 1987 February 1989 December 1989 1990 



HUB TIMELINE 

Dii 

/ I I I I 

- Bank - ~ u l f  war Shariat Final Groundbreaking Financing 
jigence Feb. 1991 Decision Agreement Sept. 1993 Closing 
1990 Nov. 1991 Aug. 1992 1/95 

I 

COD 
3/97 

/---I 
End 
of 

Term 
2027 



PROYECTO ELECTRIC0 HUB 

Razones de Cxito 

r Gran porcentaje de la capacidad del pais. 

r Incentivos gubernamentales considerables. 

r TCcnicas innovadoras de fmanciamiento del Banco Mundial. 

LATHMI & WATKINS 





PROPOSED FINANCING PLAN 
(US $ MILLIONS) 

EQUITY 
I DEBT 

I TOTAL 

PROPOSED FINANCING PLAN 
EQUITY 

FOREIGN 

HUBCO & Other Committed 
Other 

LOCAL 

HUBCO Convertible Bonds 

TOTAL EQUITY 

FOREIGN 

CDC 
PSEDF 
ECO 
ECA's 
Other 

LOCAL 

(US $MiiIions) 

$136 
$144 

PROPOSED FINANCING PLAN 
EQUITY 

(US $Millions) 

$42 
$415 
$360 
$318 
$178 

Banks 

TOTAL DEBT 



TEN COMMANDMENTS 



LOS DIE2 MANDAMIENTOS 

1. No subestimarl. 

2. Organizarais. 

3. Escogerb un equipo bueno. 

4. No enfatizarb la importancia del LOI. 

5. Prepararais con anticipaci6n. 

6. Serais: consistente. 

7. No codiciarais el dinero de tu vecino. 

8. Dividirh 10s riesgos. 

9. No demorarais. 

10. Confiarb en tu promotor. 
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