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Executive Summary

Public Private Partnerships (PPP) refers to arrangements in which the private sector
supplies both infrastructure assets and services that have traditionally been provided by the government. As
a result, PPP project would be executed and financed by the private sector and significant risk would be
transferred from the government to the private sector. However, PPP can also be used as a government’s
tool to move public investment off budget and debt off the government balance sheet. Further, due to an
accusation on business confidence, the contract between public and private sector might not be disclosed to
the public and that would cause a lack of transparency. Consequently, an in dept analysis on fiscal risk and
burden from PPP should be done so as to clarify any “direct liability” and “contingent liability” which
might be explicitly or implicitly acknowledged in the contracts or regulations. The government would then
accurately equip with a comprehensive risk management strategy.

The Independent Power Producer or IPP — a Build Own Operate (BOO) PPP is raised as a
case study in this study because IPP in Thailand was commenced since 1994 so that sufficient information
could be obtained for further analysis. A Power Purchase Agreement (PPA), a long term contract between
Electricity Generating Authority of Thailand (EGAT) and the IPP, is a key element determining a structure
of fiscal risk and burden. Most PPA has a tariff structure of “take — or — pay” contract so that in the event
of low demand in electricity, EGAT obligated to pay to IPP. The IPP tariff structure comprises two parts
namely the Availability Payment (AP) and the Energy Payment (EP). EGAT has to pay AP when IPP is
ready to generate the electricity regardless of dispatch. When IPP are requested to dispatch, EP will be
paid to IPP according to the generating volume. AP and EP, together with other cost of electricity
generation, would be the most important cost that passed through to the electricity’s end user. In theory,
the tariff charged to end user would be adjusted from time to time to include all relevant cost from
electricity generation by the automatic adjustment mechanism - so called “F,”. However, in practice all
cost could not totally be passes to F, because of the government policy to decrease cost of living for Thais.
That means that EGAT has to bear that cost which effect to EGAT’s financial performance.

In this study, the Fiscal Risk Model developed by International Monetary Fund (IMF) was
applied to analyze fiscal risk from IPP to public sector (government and EGAT) during year 2009 - 2014.
Three key financial indicators were utilized which are 1) Net flow from the budget 2) Net debt and 3)

Gross financing needs. The projection on IPP purchasing and key indicators were made in 3 scenarios
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(base case, optimistic case and pessimistic case) by changing a set of macro economic indicators such as
GDP growth, FX, inflation, gas price and coal price etc. Two stress test scenarios (Baht depreciation and
high inflation) were also done as well.

Within the framework mentioned above, four main fiscal risks were determined and
analyzed as followed.

1) Expense from IPP purchasing increases in every case because of higher demand, higher
unit cost and increase number of IPPs ( more three IPPs in year 2011 onward which made ten IPPs in our
scope of analysis). In all cases, net flow from the budget is positive with upward trend. Net debt increases
along with an increase in investment. A crisis in Baht depreciation makes EGAT experiences the highest
net debt. Finally, EGAT is able to generate net profit in all cases but those profits would not cover a need
for investment. Hence, a borrowing from both domestic and foreign market is obtained.

2) Fiscal risk from inability to pass all generating costs to F, is observed in this study.
However, by applying an incomplete cost pass through to end user assumption, we find out that there
would be no significant impact on EGAT’s financial performance.

3) Fiscal risk from Force Majeure is studied. We find out that Force Majeure in PPA
would cover almost all of the possible events that could cause uncertainty in operation of IPP and risk for
EGAT. As aresult, in circumstance that force majeure occurs, the party claiming the force majeure would
notify the other counterparty and identify the nature of the event. Both parties, then would use all
reasonable effort to cope with the problems and figure out the solutions.

4) Even a high number of the government loan guarantee, EGAT loan would not be a
major source of fiscal risk for the government since EGAT has a sound financial performance and good
proven track record regarding liquidity and ability to repay debt burden.

In summary, IPP would not create a significant risk to EGAT and the government. On the
other hand, it would normally be a major source of power generation with effective cost control.

However, some recommendations are made for [PP, EGAT, government and concerned
regulators.

i) IPP

1. PPA must be prepared with caution especially in the area of risk identification and

risk responsibility.



-%-

2. Environmental examination and community preparation must be done cautiously

prior to construct a power plant to avoid undesirable dispute.
ii) EGAT

1. The burden from inability to pass through all generating cost to end users which are
now hold in EGAT financial statement by approximately 20 billion Baht should be gradually removed or
compensated by the government budget.

2. The determination of AP when making the PPA must be done cautiously since the
nature of AP is a take — or — pay tariff. Moreover, the electricity demand - supply management should also
be done precisely to avoid an excessive cost.

3. People awareness regarding electricity consumption should be continuously
promoted to minimize energy expense.

4. The diversification of sources of power generation and substitute energy should be
promoted.

5. The electricity authorities should maintain and extend ability to manage their
efficiency in operation and administration to minimize cost passed to end user.

iii) Government, regulator and concerned agencies regarding PPP

1. The process of selecting, supervising and examining the IPP should be done under a
good governance and transparent manner.

2. While waiting for an establishment of PPP unit, Ministry of Finance or concerned
agencies should consider a possibility to set up a mechanism to monitor and integrate fiscal risk from all

PPP projects since they become more and more important tool for government.
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a a ¢ o a Vo A =
A9 5.2 AHHAFIHUDIADIUNTUDINDY l!ﬁ&ﬂ1’33’3ﬂ€]ﬂ11~!ﬂ15ﬂ‘§$u1mmiﬂﬁ‘]]"lii’)"lﬂﬁ1®1ﬂ IPP ‘1.] 2552 - 2557

#arunisailnd usa nsaigiu (Beseline) anunisaififiga (Optimistic Scenario) anunsaiutiiign (Pessimistic Scenario)
AuNAFIUAOIUNITAIRADY
(Scenarios Analysis)
2552 2553 2554 2555 2556 2557 2552 2553 2554 2555 2556 2557 2552 2553 2554 2555 2556 2557
Suufisrufulsmaasssanvaaisda
Faruanildou (umeia USD, mé‘iﬂﬁoﬂ) 36.2 38.0 38.0 38.0 38.0 38.0 36.2 36.5 37.0 37.0 37.0 37.0 37.0 39.0 40.0 40.0 40.0 40.0
fandudarhlluasive (Fanag, wdniel) 050 [ 200 | 250| 300| 300 300 -1.00 150 | 200 | 250| 250]| =250 000 | 250 | 3.00 3.50 350 | -0.50
dasduiiailluasanszs (Sauas, waued) 1.4 1.6 2.1 23 2.3 23| -08 2.2 1.8 2.0 2.0 20| 1.9 1.1 3.3 3.6 3.6 1.4
suudsrunantdaindelunisudaivihaas IPP
AT (APSP, USD sia u1515R) 60.50 74.50 83.86 83.32 88.19 90.80 60.50 74.50 80.46 82.07 82.89 83.72 67.92 84.90 93.39 | 102.73 | 113.00 | 124.30
e (Gas Price, U gia audifie) 208.8 226.8 232.5 232.2 234.9 236.3 208.8 219.8 225.8 226.7 2271 227.6 216.0 236.2 245.7 250.7 255.7 260.8
siaaudiu (USD sia 6iu) 74.3 73.5 75.0 76.5 78.0 79.6 70.8 67.3 68.6 70.0 71.4 72.8 88.5 101.8 106.9 112.2 117.9 123.8
ANUFNUKNIUIINANTIAUA DY m'mﬁuw’aumnmiﬂ%pﬁmaﬁumm
_ _ Sasuanildauy aas13uidanial
ANNAFIUATNAIALANZINOH
(Stress Test)

2552 2553 2554 2555 2556 2557 2552 2553 2554 2555 2556 2557
sundsiudinlsmnoasssAauvaiasade
damuanuldey (e USD, Wil 471 | 494 | 494 | 494 | 404 | as04| 371 | 386| 393| 306| 306| 396
danuilavialluasive (5auas, wael) 040 [ 290 | 340 390 | 390 390| o050| 300| 350 400| 400 400
dandudanlduacanise (5asay, ALY
i) -1.4 1.6 2.1 2.3 2.3 2.3 -1.8 1.8 3.7 4.2 4.2 4.2
sundsiunandaindelumsudainihuas IPP
A (APSP, USD sia unsisa) 60.50 74.50 83.86 83.32 88.19 90.80 72.77 90.97 | 101.88 | 114.11 125.52 | 138.07
1@ (Gas Price, um gia &udifie) 263.6 286.2 293.4 293.0 296.5 298.2 2171 237.9 243.7 249.5 255.5 261.6
siAauiiu (USD sia 6iu) 74.3 73.5 75.0 76.5 78.0 79.6 74.3 73.5 75.0 76.5 78.0 79.6

i : Mviualagiinive

NUYLTA : APSP = Average Petroleum Spot Price
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(1) MANUN3OND Y (Availability Payment: AP)

[ 4 1 Y o 1
waawmmmaﬂazmmmim AP mai@ﬁmumammamma dl| ‘]Ji'lﬂ;ﬂu@nﬁ'lﬁ
d' U dy
5.3 dail
~ v d \ Y v Y d o v
MN1319N 5.3 Nﬁﬁl‘Wﬁ‘i]'lﬂﬂ1§ﬂ§$N1€Hﬂ1§ﬂ1ﬂ]1ﬁlw5ﬁ)3~l%1ﬂ (AP) msﬂmamum‘smmammeq

MU2e : A

AAunsanana (AP) 2552 2553 2554 2555 2556 2557 i 57U
nseigIu 33,889 | 34,195 | 34,006 | 37,136 | 41,356 | 43,406 | 37,331 | 223,988
F0umMsaidngen 33,890 | 33,185 | 33,347 | 36,450 | 40,593 | 42,602 | 36,678 | 220,067
asuldsunilasannnsdisiu 1| -1,011 -659 -685 -763 -804 -653 | -3,921
an'mn'lsnfmiﬁqm 34,446 | 34,868 | 35,337 | 38,950 | 45,109 | 49,143 | 39,642 | 237,854
nsuldauuasannnsedigiu 558 673 1,331 1,814 3,753 5,738 2,311 | 13,866
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dmSuaeuMsaiuefige (Pessimistic Scenarios) i1 AP 9240103711 AY

Uszanailay 2,311 A wum Taedian AP Tuniwsandl 2552-2557 iy 2.37 AWM n3egend
1 H A - . (]
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N9 HAANTINMSAATICHEDIUNTAIT1a84 (Scenarios Analysis) NUAIAIN

W3ou11 (Availability Payment: AP) enansonaaseglugil ladalsing lunwunini 5.1

a 1 v \ = Y d o v
UAUNINN 5.1 1J‘§$3J1ﬂ!ﬂ1‘§ﬂ1ﬂ’313~l1/‘l’§63w1£l (AP) ‘l.] 2552-2557 mﬂ“lﬂamumimmammav]

dszananisAiauwianang (AP) o1 2552 -2557 aaldgarunisaldiaageineg
duun
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gaunisaludge
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40,000 -

Foumsaldige
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2552 2553 2554 2555 2556 2557
\ ——nseiigu saumsaliign —— gounsaludiian |

fian : M3 Iihdhendauralszmalne
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d‘ v d \ Y 1 Y a 1
AN 5.4 N’!;1ﬁ‘Wﬁ‘inﬂfni‘lj§$N1mﬂ1iﬂ1ﬂ313~lw5ﬁ)uiﬂﬂ (AP) ﬂ1£ﬂﬂﬂ1’3$]ﬂ€|ﬂﬂ1ﬁ°‘|

W78 A1HuM

ArnIuNTanane (AP) 2552 2553 2554 2555 2556 2557 wa 571
AsglaIU 33,889 | 34,195 | 34,006 | 37,136 | 41,356 | 43,406 | 37,331 | 223,988
AMsaaumAIaaEnsInanl aau 41,473 | 41,923 | 41,625 | 44,943 | 49,851 | 52,170 | 45,331 | 271,986
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