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Private Power: Enormous achievements in the 1990s

Cumulative New Capital Expenditure in Private Energy Projects
(US$ billions)
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ECA played a relatively minor role
Power Investments by Region (1990 — 2000)
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The Old Model is Fading

¢ Almost all N. American firms withdrawn

¢ Few E.U. utilities enthusiasm left for EMs

¢ Govs feel IPP model may offer a bad deal
¢ Investors feel risk mitigation offered illusory
¢ Distribution also difficult and disappointing
¢ New regional players are emerging



Some Lessons from the Boom

¢ Private participation brought improvement

¢ Of 2500 private infrastructure schemes
- Only 48 have reverted to the public sector

¢ Recognition merchant model pushed too far
¢ Privatising, competition iIs a means not an end
¢ Better Regulation

¢ Contract design

¢ Transparency

¢ Local financial markets

¢ Less risky structures are needed in EMs



Some Important Differences in EE

¢ Dynamic region with good growth prospects
¢ Investment wasn’t needed to keep lights on
— Finally excess capacity Is disappearing

¢ DH offers unigue co-generation opportunities
¢ EU pull raising environmental standards

¢ Directives forcing “unbundling” — distr. Sales
¢ Slow earnings growth in EU will draw inv out
¢ Big progress made on tariffs, regulation etc.
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Financing Generation

¢ |IPPs:Secure some form of capacity payment
¢ Pools of assets — benefiting from sunk costs
¢ Carbon finance — critical for renewables

¢ Co-generation can benefit too

¢ Integrated utilities — on the menu again



Distribution

¢ Requires greater gov. commitment

¢ Investors remain very cautious

¢ Subsidy mechanisms to ensure affordability
¢ Arrangements for payment by Gov./ SOEs
¢ Where high technical losses — attractive

¢ Poor collections: Gov. may have to fix first



Key Success Factors

¢ Political leadership —sector reforms

¢ Political commitment to project agreements

¢ Most In vertically integrated or single buyer markets
¢ Domestic capital role — debt / equity / cash generation
¢ Generation: IFI support; (IFC’s power portf. strong)

¢ Distribution.
— Prior tariff increases
— Prior improved collections



Higher Risk Contexts

¢ PPPs: Greater Government involvement
¢ Concessions: regulation by contract
¢ Longer term Management Contracts
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Distribution

¢ Bulgaria: distribution sale has 5 bidders

¢ Romania: First two sold to Enel

¢ Second round will follow — bigger interest

¢ Poland: G8 sale illustrates challenge for seller
¢ Baltics, Croatia etc. similar issues

¢ More supportive frameworks needed elsewhere



Generation

¢ Romania: 3 lignite-based complexes

¢ Municipal Cogeneration: many opportunities
¢ Russia: Captive power plants for industry

¢ Industry may also offer PPAs to energos

¢ Environmental clean-up; waste to energy etc.



Private Power in a high risk context

% Concesion Approach allows rapid implemenation
% IDA funds allows taritf which can repay investors

% Social protection element a Gov. responsibility
% Gov. “spread” on IDA earmarked for Lifeline

+ IDA participation can attract other grant finance
% IDA participation helps maintain Gov. support

PPP model for most challenging contexts



Moldova: An Example...

¢ Losses down from 40% to 28%

¢ Supply interruptions have ceased

¢ Collections up from 80% to 99%

¢ Cash up from 85% to 100% of collections
¢ Operating costs are down

¢ Affordability Is proving to be an issue



