AV




These Training Modules have been prepared by the Investment and
Technology Promotion Division of UNIDO.

The designations employed and the presentation of material in this
publication do not imply the expression of any opinion on the part of
the Secretarial of the United Nations Industrial Developmernt
Organization concerning the legal status of any country, lerritory, city
or area. or of its authorities, or concerning the delimitation of its
[frontiers or boundaries. The mention of company names or
commercial products does not imply that any such company or
product is endorsed or recommended by UNIDO.

This document has not been formally edited.

]

Copyright © Uniled Nations Industrial Development Crganization, 1995




fixed price turnkey contracis. praviding for performance

- bond and liquidated damages, real cstate mongagpe, de-
fault clauscs, assignment of insurance contrcts clc. Scc-
ond. by safeguards specific (o BOTprojects, such as
guarantecs by govermnments for the perfarmance of gov-
ermment agencics, agreements on conlingency loans for a
limited period. escrowing agreements and sharcholders
and sponsors support agrecments. The loan security sinic-
ture will be included in the Credif Agreement.

Normally the Project Company will enter into an Op-
crating/Management Contract with a profession] opcral-
ing company. The Operat ingManagement Contrac spells
out operation specifications, mainicnance standards, op-
erating costs. incenfives. ctc. for the aperation periad

An adequate insurmnce programme (insnrance poli-
cies) must be arranged for both during the constniclion
and operation of the project. The Project Company usnally
has little cushion to fall back onin the cvent of a casunlity
loss except for insurance proceeds

The contractual framewark of a BOTproject as oni-
lined here, is of coursc nol exhavstive. Escrow agree-
ments. service agrecmens, energy supply agreemenis,
supplementary loan agrecments, efc.. can also be part of
the legal framework goveming a BOTinlmastructure pro-
Jject.

The phases of a BOT project

he case of a railway project can illusirie (he BOTon-
cept and its application In the first phasc a letier of
intent is signed by the local milway anthorities (apency)
and a group of polential private sponsors. followed by a
detailed feasibility study of the proposed rilway projecl

In the second phasc a project company is established
with the following sharcholders:

A consortium of constniction and cquipment compa-
nies, some domestic and forcign commercial banks, IFC
and The National Railway Agency

In the third phasc the Implementation Agrecments
between the Project Company and (he Railway Apcncy is
signed as the basis from which the other project; apree-
ments are developed and signed. »

The fonrth phasc is raising of funds, where (he lenders
are banks and the borrower is (he Project Company

The construction of (he milway is phasce five

Phase six covers the opermtion period when the railway
is run by the Project Company or its operator, and v hen
the company cxpecis (o have a'retirn from the raihway
lares which covers its debis, opcrating costs and dividends
to the sharcholders

Phase seven is the end of the opcration period when (he
shares of the Project Company are transferred 10 the
National Railway Agency -which cantinnes the opcmbion
of the milwayv . Henee the term-"Build-Operie-Transfer
2

FIELDS OF APPLICATION: RECENT
DEVELOPMENTS

he BOTconcept is not a new financial mechanism

Vanations on the BOTapproach. aficn known as
“concessions™ have been in use for a long time in the
industrial and mining scclors of Furope. especially in
France. Germany and (he Scandinavian countries.

Inmaore recent lime varions modcls of project financing
with ROTchamcienstics lvive been applied 10 infmsinic-
ture projects as different s (he larpe EURO-Channcl
Tunnel and Circat Belt Tunnel projects in Furope. power
plants in England. the United States and on Greenland,
and prajects in (he petroleum indusiry. The capital infen-
sive and high risk North Sex projects on the Norwegian
scclor, have all been suceesshully financed. buill and
operaled by private sponsors. and are now in the process
of being gradually transferred 1o a Rovernmenl agency.
Dunng the BOTprocess. national technology and skill has
heen developed (o a lairly high and competilive level.

From the early 19807 (he BOTeconcept has been intro-
duced in a number of developing countries as an aliema-
tive way (o finance infrmstmicture projects. Such projecls
inclnde road projects. power plants, port Tacilities, (cle-
communications, indusi(rial eslales. water supply and
freatmenl systems, aimports, metro railway svsiems, elc

A pressing need for infrastruciyre facilitics as a condi-
tion of economic grow(h in many developing countrics.
the third warld debt crisis and the present trend fo develop
the privaic scctor, have heen cited as reasons for the
interest in the BOT conceplin some develaping countries
However thai may be, lel us have a look at some of the
advantages and consiminis of the ROT concepl as a fech-
nique of Minancing infrasirucinre prajects in (he develop-
ing world.

SOMFE. ADVANTAGES OF THF, BOT CONCEPT:
PROBLEMS AND CONSTRAINTS

Advantages of the BOT concept

developing country might adopt the BOT concept
Rwith scveral abjectives in mind Amang thesc are:

* It contribules 10 expedite the construction and
improvement of much needed infrastnictural fa-
cilitics. which would otherwise not have come
onstream and whose absence ar delay would con-
stmin econamic development 1n ather words: ifa
developing couniny ic nng able 1o Minance iis
needed infrasimictuie on (he basis of budpetary
heans or sovereipn borrowings. or prefers (o use
is resources for ofher needs, such as health and
cdneation, the BOTeancept is an aption to be
considered

* Iattracts forcign capital 1o the country. both cq-
iy and loan

* Since the barmwer s o privale company. it shif(s
the debt burden fram the povernment fo the privale
N7« ‘ancept Ixperiences in I)r'\-r’.fn,rmrrg Countries



- THE BUILD-OPERATE-TRANSKFER (BOT)
CONCEPT: AN OVERVIEW

e Steen-Olsen ™

THE BOT CONCETT

OT stands for Build-Opemte-Transfer. The BOT
Bconccpl has a number of variations All however,
involve the establishment of a privale sector project com-
pany as a vehicle for ownership, financing, constriction,
mainicnance and operation of an infrastructure projecl for
a certain period. Thereafter. ownership is nsually trans-
ferred to the public sector.

During the operation penad the Project Company will
charge prices, folls. fees, etc.. sufficient to pay back the
project debt and provide dividends o the sharcholders of
the Project Company. Financing, is raised by the Project
Company from commercial banks, somelimes backed by
export credil agencies, and by multilateral and bilateai
lenders. The financing of BOT projects are normally on
“'aproject financing” or "'non-recourse’ basis. The lend-
ers are supposed to look at the cash Mows and camings of
the Project Company as the only source of funds from
which the loans will be repaid (and to the asscts of the
Project Company as collateral for the loans) Relatively
few BOT projects. however, are so completely sclf-sup-
porting that they can be financed without any puarntecs
and safeguard underakings by fhe interested partics in-
cluding the Host Government Normally, governments
will nol provide sovercign gnamnices or borrow anv
money on behall of the sponsors, but support from hosl
governments may inclnde assurance of minimum reve-
nuces, shanng of project nsks. guaranices of the perform-
ance of government agencics tvolved i the project. elc

THE STRUCTURE, AND PHASES OF A BOT
PROJECT ,
v
The BOT contract package

Thc stmcture of a typical BOT project can be described
through the building blocks of the BOT conlract
package as shown in table 1.

The primary contract is the Project Agreement (Imple-
mentation Agreement — Concession Agreement). This is
the contract between the Host Government and the Project

* Professor of Law and [cgal Advisor to the

orwegian Parliament.
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Company. It entitles the Project Compamy ta build and
opcrate the project [acility, and imposes a number of
condifions as to desipn, constmiction, opcration. mainie-
nance. cfc. of the project. It fixes the operation penod, the
payment for the usape of the facilily, the way in which
pavment should be effected and so on. In short: the Projecl
Agreement is the key contract of a BOT project, and the
contractual basis fiom which the other contracts are de-
veloped

The subscription ol the shaic eapital and the contrac-
malamanpements between the sharcholders are contained
in a Sharcholders Agreement The majnnty shareholders
of the Project Company are normaily the privale project
spansors, who in furn might be privale constriclion com-
panics. cquipment suppliers, intcmational trading compa-
mes and the lenders. The participation of the Host
Government as a sharcholder (equily imveston) is nol
unusual in some conntries and in some fields soch as the
petroleum industry

The Construction Contract is normially a fixed price
turnkey constmction contrct covering all the work 1T the
ROT infrastricture project involves larpe construction
work and the supply of heavy machinery and equipment,
the Project Company will nepatiate the constriction con-
tract with a consortinm of experienced building compa-
nics and equipment supphers to assure the timely and
proper completion of the project facilitics. ETectivencss
of the turnkey armnpement might be a candition precedent
fo lenders

In case the Host Government or a govemmen! apency
is the only customer of the infmsiricture project, the
Project Company will negolinale a separate Purchase
Agreement with the government. The agreement pravides
the company with an assurance of a minimum purchase
by (he government_and armnges Ihe price structure —
often on atake or pay basis. That means that as long as the
government pays the fecs. the Projeet Company is assored
of sufficicnt funds to service ils debt, cover its projected
cosls and make a profit ‘

B

A Nifth major contmact of a BOT project is the Credit
Agreemient between the Project Company and the fenders.
There is an almast infinite number of conditions, types of
loan and instruments used in BOT financing

The nisk of non-repayment of loans is usually covered

in two ways. First, by standard tvpes of safepuard, such as

e
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A supporting legal and administrative envi-
ronment

n the absence of legislation for privale participation in
Ipublic seclor projects. numerons approvals, permits,
licences ete. from government agencies and local anthori-
ties arc essential for the development and operation of a
BOT project. In some cases even limeconsuming lcgis-
lation in the National Parliament has been required fo
implement a BOT project

The Host Govemment, therefore, must pravide a com-
petent administrative feam with decision making author-
ity to ensure and expedite passage of necessary planning
approvals, permits and regnlations throughout the operi-
tion period. The Hast Government must also cnsure that
approvals, permils. licences. etc. will be granted in a fair
and objective manner. based on laws and repulations
ascertainable at the outset of the project development

A general legislation to adopl a suitable policy frame-
work for private sector imvestment in public scctor pro-
jects, might however streamline the development of BOT
projects considerably.

The financial viability of the infrastructure
project within a BOT structure must be
shown to potential equity investors and the
lenders

feasibility study must conclusively demonstrate that

the project is technically feasibic and fGnancially and
economically viable. The study must show anassured and
reasonably certain sonrce of revenue over the projecied
operation period. sufficient to cover the debland aperating
expences, and lo provide a fair rate of retern for equity
investors. The cash low projections must be sufTicient 1o
service any debl contemplated. provide for cash nceds,
pay operating expenses and still provide an adequale
cushion for contingencies

Assumplions used in the leasibility study nmst. of
course, be realistic. The leasibility study can be conducted
by a government agency. the bidder or an outside consult-
ant. The study will reflect the professional ahility of the
government and the degree of serionsness the povernment
assigns to the project.

A BOT project must have a satisfactory
economic incentive for the private sponsors

he private sponsors should be entitled (o a retum

commensurate with their long ferm project risk if they
succeed in meeling the BOT projects economic and con-
tractual objectives. The Host Government should ahwavs
remember that there is no betler incentive for the snccess
of a BOT project than to give the privale sponsors (he
possibility of an attractive return on their imvestment
Potential lenders cerlainly want to make sure that the
project has a satisfactory economic incentive for the Pro-
ject Company.

Assurance of logistical support — at a cost
consisten{ with the linancial projections

nmost BOT projects host governments will provide the
]nmjccf sile, energy supplics. supplics of mw materials
and huilding materials. adequaic communications, clc¢
Such lopistical support must be assured throuph the whole
operation perind. and at a cost consistentwith the financial
projections. A BOT project mipht pet into serions linan-
cial trouble if the project apreement fails to protect the
Praject Campany against rising lopistical cosls

An eflicient risk allocation: pricing of risks

AI all stapes BOT infrastmctnre projects arc expased
Y (o risks. some of which can have scrnous consc-
quences for the project

The nisks arc narmally divided into iime frames in
which the rsk cxposnre assume different chamcleristics.
The engincering and constmiction phase, the test period or
start-up phasc and the Minal opcrating phase. arc the tradi-
tional time frames. A wide mngpe of safcgnards and under-
takings by different contractors and contracts, arc uscd in
each time frame 1o handle (he nisks

It is advisable 1o address the nisk exposure prablems at
an early stape of the BOT proceedings What (ends (o
happen is that when the project nisks have heen identificd.
the privale seclar 1s so concerned (o reduce its exposure
risks and the Hos( Government so concemed 1o transfler
all risks to the pavale scctor, that the partics arc unaware
of how much the project in its enlitely 1s paving for a
pariicular nsk allocation

A fair and objective hidding procedure

private company cannal be expecied to invest con-
siderable time and resources to prepare a BOT pro-

ject if the process for rewarding propesals is not

reasonably orderly and based on normal competitive cri-
teria. Lack ol integrily ar too much shopping around afler
the initial bids might have hurt the credibility . and thus the
BOT perspectives of al least one conntry, considerably

Sclection of experienced and reliable spon-
sors and operators

]’1 is commonplace. bul very imporant that the experi-
ence, Ninancial strenglh and pood reputation of the
private sponsors are well established Lenders to a ROT
project seem o be extremelv concerned about the chaice
of spansors and their ahility to manage and support a BOT
project. The contract in a BOT project shonld thercfore
not be awarded an the basis of the lowest bid unless the
low hidder satisfies this crileria

Lenders also scem (o prefer that af least one of the
spansors has the technical expertise to operale the BOT
facility I, alternatively, an independent company is cin-
ploved (o opemice the Tacility, the Operating Apreement
must be structured to provide the opertor with strong
financial incentives to achicve the gmarantecd perform-
ance

ROT Concept & Ixperiences in Developing Countries



Adequate equity contribution and assur-
ance of commitment

ttracling an adequate amount of equity is onc of the

key issues of a BOT project. Normally the long term
dcblequity mtio varies from 90: 10 (0 60-40. Govermmenls
and lenders will require the privale sponsors o have o
sufMicient Ninancial intercst in the project throuphout the
operation period or lifc of the loan (c.g a minimum
paid-up capilal in the Project Company). so that it will be
difficult for the sponsors (o abandon or ignaie the ROT
projecl. Sponsors of BOT projects arc often international
construction companics. Such companics are consiantly
seeking new opporiunitics. Should anc of their mvest-
ments nol work as well as expecled. the fcmptation (o
ncglect (he project in order to concentrale on a new onc,
could be strong. Governments and lenders should not give
the sponsors that option.

It is also of particular concern to governments and
lenders that the Sharcholders Agreement contains satis-
faclory provisions on (ransfer of shares. obligations of
sharcholders to cach other, elc.

Independent partners in the Project Com-
pany in casc of conflicts of inferest

As noted. international constrmiction companies and
supplicrs of cquipment. machinery, cic have a natu-
ral business interest and ability to promote BOTinfrastme-
ture projects. Their dual roles of sponsors and cantractors.
however, presents the Host Government (and the lenders)
with the problem of handling the resulting canflicls of
interest

Equily participation by the host governments or by
“independent” privale imvestors not otherwise engapged in
the projects. an obligation for the sharcholders to appoin
at least onc government nominee (o the board of fthe
Project Company or the appointment of dn independent
engmeenng Nnancial consultant to the board are mecha-
nisms 1o reduce the very real concem on conflicls of
interesl

Adequate insurance arrangements

dequale insnrance coverage. including assipnment of

relevant insurance policies lo lenders, mmst hﬁ} avail-
able both during the construction phase. the start-up phase
and the operation phasc of the pmject An unminsnred
casually loss can be a disaster for all concerned.

Note that the traditiomal industry insurance policics,
including standard busincss intermiption insurance. is not
fully appropriate for insuring a BOT project

Anticipated default arcangements and safe-
guards

ne ol the challenpes of developing a1 BOT projeet 1s
to provide adequate sccunity 1o the fenders nider a
project Nnancing concept I the Project Campiny defanlts
the lenders will have no recanrse to the sharcholders or
the government. Few lenders will consider scenrity i a

BOT Concept & Fxperiences in Developing (Couneries

partly bnilt oad on Gieenland o1 in a slightly defective
space rockel svstem, as adequale

Varions techmiques designed to anticipate or prevent
companics’ defanlt should therefore be baked inlo the
BOT arranpement with the support of the Host Govern-
ment. Snch fechniques might include off-share escrow
accounts, assipnment of the benefite of vanous contracis
{c g Inmkev contracts with performance bond. insurance
contracts. supplicrs warrantees. clc ) to the lenders and the
right 1o take over and excrcise the npht of the Project
Company well in advance of a default under the loan
agrecments

The aperation period — huy-ou( (erms

he operation period must be fora fixed term snfficient

ta pav back the project debt and cquity investinent
with a reasonable refurn. The Project Agreement should
contamn satisfactory provisions on extension of the opera-
tion period. for example if the projected retirn to the
sponsors have not heen reached because of the Hosl
Government's defanlt on ils contractual ohlipations

The Host Government mipht reserve a right (o by ont
Ihe private sponsars hefore the end of the aperation period
orfo adjust certain terms in the Project Apreement. This
tonches on the very tncky problems of wind(all profits

A careful structuring and drafting of the
contractual lramework

he contractual fmmewark poverning a BOT project

is very complex. The deveiopment and integration of
the legal documents and tatloring their terms and condi-
tions1o meel the objectives of the Tlast Gavernment while
sahsfying the need of the sponsors and lenders. 15 a
fimeconsnming and sophisticated challenge with many
pitfalls along the road. That the Host Government must
use quatified legal connsel on this journey goes without
savinp Normallv it is advisable that the basic lerms and
canditions of the Project Apreement are outlined as carly
as possibic in the BOT process, prefembly i the offering
proposals from the povernment, subject. of course. lo
nepotiation and clanfication

Atall stapes and at all contractual levels it is cssential
to avoud sumprise terms in the contracls

Thesce are same of the issnes thathave 1o be satisfacto-
rilv resolved i a ROT project is to move beyond the
planning stape

Discnssions of the ROT concep!t sometimes tend (o
focus on large and complex in{rastmciure projects This
mipht lead one to the conclusion that the BOT cancepl and
the enlena discussed in this paper. have little relevance
for emall. ardinane infrastiictire projects. This, however,
is nol the cnse The ROT concept can be used to Ninance
and opemte 2 majer channel funnel pmject as well as a
minar road project Indeed. a government should he can-
tions about selecting a very larpe scheme as its firet BOT
project '



SOME CONCLUDING REMARKS

he BOT concept is a relatively new formula for
Tﬁnancing infrastricture projects in developing conn-
tries. Being a new concepl. its advantages and limitations
— and criteria for a successful development — have nol
always been well understood or adopted.

A few unsuccessful and very expensive atfempls to
negotiate BOT deals in some western parts of Asia. how-
ever, hardly deserve (o be canonized as typical of the BOT
approach. As noted carlicr, BOT projecis have been suc-
cessfully implemented and are operating well in other
parts of Asia. as has been the case in Enrope and in the
Uniled States of America.

For countrics with a reasonable credit worthiness and
a willingness to applv financial, administrative and legal
criteria as outlined above, the BOT concept appears lo he
aworkable oplionto conventional financing and opemtion
of infrastructure projects

The implementation of a BOT project. is certainly
more complicated and time-consuming than the more
traditional approach. Mainly because all project financ-
ings tend to be complex.

In some cases the cost of borrowing funds may also be
somewhat higher than financing of infrastructure projecls

with sovercign bormowings.

However, the advantages of the BOT concept might
Justify the problems in stricturing, financing and opcrat-
ing these projects.

A government considering a BOTinfmastrociure project
should also learn from financing methods with BOTclar-
acteristics vsed in other industrics. Some industrics, such
as the petrolenm industry. have successfully been using
various project financing methods with BOTcharacteris-
tics for many years. Despile imporant difTerences il ap-
pears that some techniques used in the petroleum industry,
forinstance such as technology transfer. have not yel been
Mlly exploited in BOT infmstrucinre prajects in the de-
veloping countries. The privale sponsor’s commitment of
substantial equity and operational management to the host
country over a long peniad provides an excellent platform
in some fields for technology cooperation between the
sponsors and the Host Government

All new creations have tecthing traubles. As the stric-
tures, issues and pofentials of BOT projects are betler
understoad. ic. systematically identified and analysed,
and guidelines for solution of common issucs are devel-
oped. the BOT concept should become somewhat easicr
to implement and a uscful alternative (ool for financing
needed infrastructure projects in the developing world
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MALAYSIA’S EXPERIENCE IN THE
BUILD OPERATE AND TRANSKFER (BOT)
METHOD OF PROJECT DEVELOPMENT

A Mohd Tajuddin Mohd ¢ihazali®

INTRODUCTION

OTs represent an imporant feature in Malaysia's

privatization programme. Belore elabarating Malay-
sia’s experience in undertaking BOT projects in morce
detail, an appreciation of the hackgronnd ta the privatiza-
tion policy in Malavsia is perhaps quile usclul

PRIVATIZATION POLICY/PRO-
GRAMNMTL,

he Malayvsian Governmen( enunciated its privatiza-

tion policy in 1981 and hepan to implement it in a
canceried manner in 1985 The policv was adopted with
several objectives in mind Among these are the foflow-
ing’

(1Y Relieving the financial and administrative barden
ol the Gavernment.

(i) Reducing the sive of the pubhic seclor
(i) Raising cfficicncy and privatization, and
(iv) Accclerating prowth

The Governmen('s cammitment in mccting develop-
ment targets and cconomic growth has imposed a heavs
strain on its financial resources. This has prompled the
Government to find new approaches in rehicvimg iis finan-
cial burden. Privatization was considered ane ofdhe most
feasible allernatives

Public sector expenditure, both opemating and develop-
ment. rose rapidly since the 1970°s to meet the overall
development objectives and public seclor revenoc was
never sufTicient 1o finance both these expenditines In
1986, revenne fell shor ol expectation, therehy making 1t
necessary for Government 1o borrow Io finance cven pard
of its operating expenditures

* Head of Projects Privatization Unit, Feonnmic Pla-
ning Unit of the Prime Minister's Department, Kuala
Lumpur, MMalavsia
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There has been widespread dissatisfaction with (he
clMiciency of State agencies and enferprises Profection of
scverml public enterpriscs from markel {orces has bred
camplacency and resulted ininefficiency and low produc-
tivity. The disciplines of the financial marketplace and the
need 1o provide satisfctony retnms 1o invesiars imposc
mare cconomically mtianal check on performance of a
company_ compared (o the aften inconsistant lending and
inestment policy of the Government which are some-
times infinenced by short term faclors mather than lonp
term cconomic ratienality: FEiMiciency will be further pro-
mated by miradncing competition where possible,

The prvatization policy also aims (o reduce the size of
the ~uhlic sector through the withdmwai by Governiment
from active and direct participation in ecconomic aclivitics
Governmen!'s parhicipation m the cconomy has increased
rapidiv as o resalt of s poal io redress the cconaImic
nnbalances in the county Tt invalvement extended be-
vond the tradibonal areas of public paad and social serv-
ices Inereasinply expanded mmto the area of commerce
and andustry, resulting in a huge public sector and 1o a
cerain extent. crowding onf private scclor mvestments
Inaddiion, many of these Government undertakings have
metwith mther miscrable failures Thwas felt that this trend
was nat healthy for the cconamy as a whole and (he
siraticgy of Government mliback was seen 1o provide a
hetier alternative sinee the services will not be terminated
or reduced, the warkers will nol loose their jobs and prices
will not be allowed fo increase freely in the case of
privatization of monopalics

An important considermtion helimnd the policy is the
need (or the country to attain higher growth. Increasing
the role of the private sector in development would con-
tribute towards achicving this ohjective. The commercial
and profit onentation of private enterprises is expected 1o
provide the thmst for irther growth In the case of priva-
tization of cxisling projects, Turther prow(h will be cf-
lected through cfficiency *paing and further innovalions,
bn addition. privatization of new projects will, il is envis-
aped. resoll in further prowth Without giving the private
scclor the opportunity 1o underiake projects are tradition-
ally undertaken by the public sector, these projects might
have 1o he shelved Tor tive time being due 1o financial
constrints faced by the Government. and will deprive the
conntry of the benefits therefrom



For implementation purposes. the Malavsian Govern-
ment defines privatization rather broadly. It is defined as
the transfer of the Government's obligations in providing
goods and services that are traditionally within it domain
to the private sector. In the process, the Government
transfers its ownership of assets or right (o nse thereof (o
the private sector together with its concommitant ofher
rights and liabilities, as the case may be. Based on fhis
definition, various modes of privatization arc being con-
sidered by the Government. Generally. the accepiable
modes include divestment of Government's inferest leas.
ing, contracling out and (he management of Government
entities. These modes are generally implemented for cx-
isting projects or activities. For new prajects, the Govern-
ment is amenable (o the idea of ‘Build-Operate-Transler’
or ‘Build-Operate-Own' modes

As to the beneliciarics of the policy. although (he
Malaysian Government encourages widespread owner-
ship by the Malaysian public through ‘offcer-far-sale”

mode of divestment, it docs not preciude forcigners fram

participaling in privatization projecls

Thus far, the Governmenl has privatized 19 projects
These include amang others. a container lerminal, (he
national airline company . a national shipping company.
road projects. a new ftelevision station. the Air Foarce's
aircraft overhauling depol. a water supply project and a
pawer transmission project.

ELEMENTS OF BOT
(a) General

OT renders governments the opportunity of financing

their developmental projects ofT its balance sheet
These projects. which arc essential to the development af
the country, can be realised without increasing the sover-
eign debt of the government

This method of project development is generally apph-
cable to infrastructural projects traditionally wunderiaken
by the public sector. It involves privale seclor companics
not only in building, but also in designing. operating and
owning such projects. Usually, these processes. which
may be undertaken by severl entities. are infegrated and
handled by one company. oficn known as a concession
company. to which a concession will be granted by .the
govemnmenl fo operate the project. A normal BOT ‘ar-
rangement is shown in Figure 1. At the end of he cances-
sion period. the ownership of the project and the right 1o
operale it reverts 1o the government. which may then
choose cither to let a new concession or 1o operate the
project itself. A number of variations of the method are
possible, e.g. Build-Own-Operate. Build-Onwen-Sell, etc

(b) Financing

Unlike traditional public scctor projects whose capital
costs are financed by loans mised on the creditworthiness
of the borrowing country (particularly in (he casc of
budgel-deficit governments), BOT projecls arc normally
financed by a combination of debt and equity capital The
ratio between the two types of capital varies from project
8

to project. The providers of these (wo forms af capital are
paid solely from (he project revenues so that capilal cosls
are normally Minanced with recourse normally limited (o
the project’s revenue sircam Hence., the private seclor
bears a greater share of the risks. The revenues can cither
be contract-led or markel-led. Markel-led revenics are
revennes of a service directly delivered 1o the cuslomer,
Contract-led revemics are revenies of a service not di-
rectly delivercd to a specific consumer. but through an
intermediary, usually a public sector agency opemling a
nehwork of service The Iatter will have 1o undenvrile a
minimum delivery. This form of contract is pencrally
known as a “takc-or pav contrmet™ Comparcd lo con-
tracted revemics, market-led revenuces impose higher risks
to the concession comparry

Fimancing of BOT has the lollowing chamcieristics:

*  mainly the responsibility of the concessian com-
pany:

¢ the shareholders of (he concession company will
provide a portion of the finance of the project in
lcoms ol ils equity contribution:

* thelenders will provide a portion of the finance of
the project; the financial commitment ol the sharc-
holders will depend on the amonnt of lending to
be given by the lender. ie the gearing for the
project will depend on the lender:

* in addition to that the repayment of the loan (o
lenders and the payment of dividend to sharchold-
ers depends onthe revenne cashflow of (he project

(c) Risks

BOT projects are expased (o severl tvpes of risks, for
instance. project commercial risks. couniry commercial
risks and political risks

(1) Project commercial risks

Project commereial risks arc nsks that are dircctly
refaled to the project. Under this broad catcgory, three
further tvpes canbe distingnished. i ¢, development risks,
realisation risks and operating risks, each related (o a
different stage in the project process

Development risks are risks assaciated with compeli-
tion accuring in the initial slage of the process. i e risk of
loosing the tender taanolher competitor or failurc (o sign
the concession contracy resulting in the loss of develop-
ment expenditures. Hence, such expenditures mus( be
kept to a minimum.

Realization risks arc risks related lo actual canstruction
of the project, c.g. failure (o complete the project as
scheduled. in accordance with the terms of (he construc-
tion contract, force majcure, clc

(i) Operating risks

Operating risks are risks resulling from varations in
BOT Concept & Fxperiences in Developing Countries



revenue, costs of operation. material supply. elc. As men-
tioned above, markel-led revenues arc mare risky com-
pared to contract-led revenues. Cost risks are related to the
technical and managerial aspecis. Supply risks depend on
the availability and price of mw materials

(iii) Country commercial risks

Country commercial risks are risks related to convert-
ibility of revenue from the project into hard currencics and
risks of forcign exchange and inferest mic Mncluations

(iv) Political risks

Political risks are related to the inlemal and external
political stability, the government's attitude towards pay-
ing profits on infrastructural projects. repatriation of prof-
its, changes in regulation. inlegrily of pavernments. cic

(d) Allocation of risks

These risks nced (o be allocated cfficienthv tn cnsure
the success of the BOT project. The concessian company
represents a mechanism (o allow for such efficient alloca-
tion. Figure 2 illustrates a typical risk allocation solution
foraBOT project. The contmctar constructing the project
will anly be willing to bear (he construction risks. while
the operator. the operating risk. They arc unlikely to npree
to bear joint and scveral liability. The government will
also not accept several Tiability, since this will lead (o
multiple agreements {or the operation and constriction of
the concession. The creation of the concession campany
provides a solution to all (hree partics

Similarly, ncither the authority nor contractor. nor the
operator, will agree to undenwrite the concession com-
pany s financial liabilitics. While the burden of payment
for the capital expenditurc is shifted from the povernment
to the concession company, which relics on the praject
revenue stream as ils source of pavment. the povernment
or consumers may still bear same or all of the risk on the
level and attainmen( of that revenue stream

Many of (hese risks. such as construction risk and
operating risks. can be contained by vanions safeguards.
such as performance guamntees, completion guarmnlees,
warranlies from equipment manufacturers. operating
guaranices, inspection of the facility by the government
authority. clc ¥

The private scctor entitics will normally aceept risks
thatare familiar to them, but will be hesitani 1o accept risks
which are unquantifiabic and which are ontside their
control. such asunlimited demand risk, force majeure. cle.
If the government still wishes to transfer the latter group
of risks to the private seclor. it must be prepared to accepl
the consequent higher cost of services

(e) Advantages of BOT

The BOT made af project development is ntially
beneficial 1o both the pavernment and the private sector
From the government’s perspective, BOT allows it 1o
frecze its position, particularly in terms of capital and
BOT Concept & Fxperiences in Develaping Countrics

operaling expenditure, on a project due to the fact that the
private sector is normally solely responsible for the pro-

Ject commertial risks and bears the brunt of the operating

risks. The experience of governments in developing a
projec! through the Imditional way, has many a time been
marred by serious cost overmim. Such problems, under the
BOT concept are no fonger the concern of the government,
thereby allowing government budgeting to be mare spe-
cific and definite. In addition, the disciplines of the private
scctor will normally result in more elficient and belter
quality services. From the privaie scclor's point of view,
BOTs offer a new opportunity for investment, which
nomally gives o more steady and delinite return,

MALAYSIA'S EXPERIENCE

() Ohjectives

As mentioned carhier. BOTs fonm an integral part of
Malaysia’s privatization progmmme The Govern-
ment’s objectives in pursuing the development of projects
via BOT arc couched in the objectives of the privatization
policy itsclf mentioned above. Apart from these objec-
fives. others that arc peculiar to BOTs may be added.
These are:

(i) Risk transfer and better sk management

The Govemment isable to transfer a substantial portion
of risks to the private scctor. partienlarly thase that lic
within the latter's control. Tn addition. the claser and more
dircct identification of risk-taking with retum possible
through private financing will enconrage especially care-
ful risk management

(i) Comparative benchmark

BOT projects allow the Government to establish 2
henchmark, which can be used to measure the cost of its
own project implementation and management and thereby
éncnurngc the spread of best practices in (he public sector.
il the privale sector proves to he more effective in particu-
lar arcas.

(iiiy Creation of pionecring equity

Being ncw to the private sector, BOT infrastmictural
projects help fo create pioneering equity and to stimulate
investor inferest in such opportunitics.

(b) Problems and constraints

In implementing BOT projects, scveral constrints
have been enconntered . These are as follows:

(1) Lack of nnderstanding

Rcing 2 ielative a novelty, the BOT method of project
development has not been well understood and therefore
not well recerved, patticularly by government agencies.
The fear of loosing authority aver such projects is another
reason lor resentment



(ii) Acceptable tarifT levels

The success of BOT projects depends on the revenue
stream generaled by the project in quesiion and hence
ultimately in the tari(T structure proposcd. Frequenily, the
project will operale as a monopoly. thus the Government
will have to regulate the tanfT and ensure that it is justifi-
able. TarifTs need to be reasonable from (he point of vicw
of consumers so that they are not burdencd by the tarifTs.
as well as inveslors so (hat the company in question is
viable enough to kecp going. Balancing the interests of
these two groups is very a delicale task for the Govern-
ment. However. the Government may decidc lo subsidisc
the service so that the consumer does not bear the Mull cost
of the charge Neverthciess, the decision 1o subsidisc
should be taken on broad social and economic pronnds
and should be independent of the decision o privatize

(iii) Reliability of service

Projects that lend to the BOT mode ol development are
nommally infrastructural projects serving the public. The
service must be continnously available to the consnmer
Hence, the government must be sure that a privale scctor
proposal will allow continuous supply to acceptable
standards.

(iv) Economic distortion

Private seclor resources arc finite, If BOTs arc seen to
offer more attractive caming opportunitics than other
opportunilies, resources may be diveried from other pri-
ority areas of investments, such as manufacturing and
agriculture, which are crucial to the development of (he
country.

(v) Risk allocation

Problems have been faced in allocating risks between
the government and the concession company. Transfer-
ring all risks invariably will result in increasc in pnce of
services. thereby jeopardising interests of consumers
Searching for the right balance poses some difficultics
There are no strict guidelines that canbe followed. thereby
resulting in decisions (o be arrived at on a judgemental
basis.

(vi) Financing v

Being new. tie BOT mode of project development is
also not well understood by local investors and banks.
Local banks particularly . practice very conservative bank-
ing policies, always insisting on collaterals. The fact that
BOT projects are actually tempamarily owned by the pri-
vate seclor companics makes (his kind of sccunty irrcle-
vant.

(vii) Land

The laws on land in the country render the transfer of
the right to use a certain category of land 1o the privaie
sector improbable. This is land that needs to be compul-
sorily acquired for the BOT project. No legal decisions
have been made so ar on such cases, T
10

(c) Involvement of the Government

Fram our expericnee, the lenders would like 1o sec the
commitment and involvement of the project

J.enders require certain commitments from the Gov-
crnment:

1. Support loan in cases where the cancession company
faces a deficit in revenue collection and cannot mecl the
annual payment schedule to the lenders: in cases where
there s a shortfall in the revenue collection the Govern-
ment will give 2 loan (o the concession company (o enable
it to repay the loan: this suppart foan is repaid by the
concession company to the Govermment befare the com-
pany pays dividend to its sharcholders:

2. The Government looks al these requests objeclively:

(1) the Government wanis the project without incur-
TINZ 21y CXPCNSCS.

( 1) ta ensurc that the project will proceed:

(iti) dilutes part of the risk 10 the lenders.

(d) Project implementation in Malaysia

I Competitive bidding for pmjects already idenlified
by the Governiment.

2. Prnvate sector propasal, provided the private scclor
meels the following requirements:

a. The proposal possesses a unique solution o an
ccanomic problem and offers a cost-cfTective solulion;

b Possesses patenl rights on technical know-how,
which becames cssential to the BOT privatization pro-
posal;

¢ The privatization project would not be viable if
privatised on its own and its viability depends on being
linked to anather companent of which the private sector
is already in possession. In such a case, the BOT privati-
zation project would be granted to the privale parly in
possession of the main component

() Progress

As ol 198R ol the 19 projects that have been privatized.
sixarc of the BOT type. Some of these projects have been
compleled while athers are still under construction. The
details of these prajeclts are shown in Table 1. Through
this mode of privatization. the Governmen( had avaided a
total of $4.213 million. in terms of capital expenditure.

B

The debt equily ratio of capital funding for these pro-

Jects varies from 99:1 10 65 .35 Equily halders are derived

from within and outside the conntry. The largest extent of

_ forcign participation is found in the Labuan Water Supply

project. The guidelines on the privatization policy allows

~foreign participation (o a maximum extent of 30 per cent.
-Likeequity capital, loan capital to finance these projects

BOT Conecept & Fxperiences in Developing Countries



is also drawn from both sources. Since revenues are in
Ringgil, projects with a high content of forcign dehi are
exposed o foreign exchange risk during the lifc of the
concession or loan repaymenl period.

Risk allocation varies from project (o project. While
for some, the Govermment undernwrites the forcipn ex-
change risk, for others il does not. For all projects. the
project operaling risks are bone by the respective conces-
sion companies. Some projects, parficularly the road pro-
jects bear higher opemting risks [rom the revenue side duc
{o the fact that revenuces are markel-led instend ol contrmct-
led. However, for most of the road projects. the downside
of the revenue nisk is lixed at a specificd minimam level
through minimum traffic guarantecs by the Government
Most of the utility projects. however. depend on contracl-
led revenue streams. For mast of the pmoijects, inflation
risks arc being amcliorted through tanff cscalation
clauses being built into the concession contract Towever,
the escalation clauses vary from praject lo project Ascan
be seen, there is no consistent treatment of risk allocation
This is mainly duc (o the limiled experience gained in
respect of BOT projects Guidelines on BOT projecis are
being drawn up in order o ensure consistency in the
implementation of thesc projects.

(f) Malaysia’s standing on risks

Several of the risks involved in BOT projects me
country specific. Project commercial risks for examplc,
are affecied by labour market conditions. eMciency of
external trade. particularly where projects iimvolve impors
of equipment and supplics. Malaysia can baast of having
one of the mast peacelul industrial climaies in the warld
Industrial disputes are relatively small in number and
labour strikes arc rare, so that the number of man davs cost
is relatively small. Malaysia posscsses a relatively effi-
cient infrastruciure svstem, particularly tmnsport and
communication, thereby rendering risks in delivery of
goods (o be minimal.

As to country commercial risks, relating fo convert-
ibility of revenues into hard currencics. Malavsia enjoys
a very liberal exchange control regime that is applicd
uniformly to transactions with all countnes except Soulh
Africa and Ismacl. As 1o forcign exchange risk. since 1985
the Ringgit sufTered mther stecp depreciation aghinst the

: ¥
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major currencics. Since then. lo the present day | the Ring-
git has depreciated 117 per cent against the US Dollar,
69.1 per cent against the Japancse Yen. 31.2 per cenl
against the German Deuntschmark and 463 per cent
against the Pound Sterling. However, the vatuc of the
Ringgit at the moment is showing signs of recovery, as (he
balance of pavments posifion sirengthens. Malaysia has
been able to keep inflation at very low levels inflation
rales since 1980 ranged from 0.4 per cenl in 1985 1o 5.7
percentin 1982

Malaysia is politicatly stable. despile its cosmopolitan
population, 1t has a strong and creditable Governiment
The policics ol the Government are stable and reasonable.

Elements of a BOT Privatization Agreement

e delinttions

+ contract documents

s construction of the interconnection concession.
Iand rights, license and authority

e commencement dale

« acquisition of land rights

* permils

* finance

s opermtion. mmntenance and repair

e liability i the event of breakdown

* insurance

s pavment (o the company

¢ customs datics and (axes

e lax allowances

s fcimination clanses

s f(orce majenre

« scitiement of dispute

« vesting

*  future expansion of demand

e appointment of Government agent

CONCLIUSION

Bcing a developing country, Malavsia offers vast op-
portunities for BOT projects. particulardy utility pro-
Jjects. The Governmenl welcomes forcign participation in
the development of these projects. paricularly in arcas
where techmeal expertise ts scarce or nol available in the
country.

I
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BUILD OPERATE TRANSFER (BOT) AND
BUILD OPERATE OWN AND TRANSFER
(BOOT) EXPERIENCES IN PAKISTAN

Dr. S M. Junaid Zaidi*

INTRODUCTION

he changing international economic environment, cx-

cessive reliance on debl instrament, combined with n
number of other factors gave rise (o the debt crisis in 1982
Since then the level of commercial bank lending to devel-
oping countrics has been sharply decreasing As a resull,
governments in the developing countries arc faced with
an adverse cconomic situation. They have therefore been
trying various options fo attract the direct foreign invest-
ment and have been making strong efTorts to altract new
money through new project financing

Pakistan has been able to maintain a steady growth rate
of around five per cent duning the last five years The level
of domestic imestment and savings however. are nol
campatible with this rate of growth. In facl. these arc ar
too low for the ensuing annual GDP risc. One important
implication is (hat considerable capital inflow has been
supplementing domestic investments. This. in turn. has
crealed a number of complications, such as a heavy debl
burden To combat these. the Government has been trving
to change the entire cconomic ervironment thraupgh major
policy announcements. These mange from privatisation
and deregulation of cconomy to relaxation of exchanpe
and payments controls and greater incentives for invest-
ment to domestic and foreign investors

PAKISTAN IS OPEN FOR BUSINESS
Today. Pakistan offers probablv the mast atractivd
terms anvwhere in the developing warld 1o forcign inves-
tors and entreprencurs. 1t is the first country in southem
Asia to bring about:

*  Denationalization of industiy and privatization of
public utilities;

*  Removal of all restrictions on dealings in forcign
exchange. including banking, for both individuals
and companics. forcign or local;

«  Dismanthng of stale capitahism.

The iwitation extended by Pakistan (o the outside
warld ta mvest inits econonmy and share in its growth and
development is backed by a package of measures (ailored
to bring about mapid privatization, deregulation and dena-
tionalization.

Recently the Government lreed e system of debilitat-
ing state controls, providing unprecedented incentives to
private forcign and domeslic enterprises. guaraniecing,
imestment security, rolling back nationalization, privat-
17ang state-held business and industry, including banking,
on a massive scale and allowing (he private sectar com-
plete freedom to realize its full potential.

These revolutionary steps arc without precedent in the
Third World, which is why the Pakisian expericnce is
being followed wilh such inferest in many developing
countrics

Pakistan has realized that the involvement of the pri-

" vale sector is essential for the speedy industrial develop-

ment of the conntry . At present. the privale sector is
accorded highest prionity. All policy initiatives are di-
rected towards developing the private sector The public
seclor is resticting ils role (o only providing nccessary
support services and developing the necessary infrasimic-
ture. Under these nitiatives, all the room which was
previously occupied by the public sectar to install. operale
and manage the industral units have been lefl open for the
private seclor and A massive pmgramme for the privaliza-
tion of stafc-owned industries and commercial unils is
undenway. The privale scctor has also been offered the
opportunity 1o sct up hydro-clectric power stations and
thermal power plants using indigenous coal and gas. fur-
nace oil. imported coal and alher economically viable
TCSOuTCes.

PRIVATIZATIONIN PAKISTAN

The privatization commission sct up by the Govern-
menl is working hard at disposing of a vast range of siate-

* Director of Technology Information Division, National Cen-
tre for Technology Transfer, Ministry of Science and Technol-
ogy of Pakistan

nin enferprises — from banks and insurance companies fo
textile mills, cement manufaciring plants, hotcls and
telecommunications facilitics. Thirty of these units are up
for sale on the market,
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Twao banks held in the public sector have alrcady been
privatized. While the Muslim Commercial Bank. the
fourth largest in the country. has been sold 10 a pnvaie
consorvum of 12 entrepreneurs. the ownership of the

-Allied Bank. a comparauvely-.smaller .entity:--has: been

transferred 10 its emplovees. Over 7.500 of them have thus
become shareholders in a unique arrangement. which has
all the elements of success.

Next in Jine to go will be two of the countn''s larpest
banks — United and Habib. As someonc said. *'Privatisa-
tion Programme 1s opening up the market 1o enable busi-
ness to grow without interference fram the Government. ™

In the aviation sector. in June 1991, the Pans-bascd
Agha Khan Fund for Economic Development has been
chosen from a host of foreign and domestic bidders 1o set
up an airhine in Pakistan. This airline in the prvaie scctor
will compete with the state~owned Pakistan Inicrational
Airhines (P1A)

Twenty-lwo private shipping companies lave already
been granted operating licences. with the numbers cx-
pected to grov These will be competing with the major
slaic-run orgamization. Pakistan Nanonal Shipping Cor-
poration (PNSC) Licences have also been issued 1o 19
payv-phonc card operating companics. thus apening the
iclephone network to the prvate scctor Two cellilar
mobile fclephone companies are working in the prvate
seclor. Bids have already been inviled by the Pakisian
Telecommunicanon Corporation (PTC) from companics
to suppliv and install 200000 telephone exchiange hines on
the basis of Build Operale and Transfer (BOT)

BOT MECHANISM

(a) General

Build-Operate-Transfer (BOT) is an innovauve wa of
financing projects 1tisa form of limited reconrse project
financing. In recem vears. 1t has been apphed in niAm
developing countnies for infrastructural projects BOT
renders governments the opportunity of financing 1ls de-
velopmental projects outside its budget allocation. These
projects. which are essential (o the development of the
country, can be realized without increasing the sovereign
debt of government y
(b) Characteristic

The main characterisuc of BOT is that financi ng of the
project is broken down into separate elements and the rigk
associated with the project is distributed 1o the paruci-
pants, usually in rough proportion to their financial con-
tribution. Natural candidates for BOT financing arc those
projects in which ownership of fixed assets and the right
{0 eamn revenue from them, is vested in the governmen:
The model therefore works best for infrastructural pro-
jects, i.e, link roads, tunnels, bridges, power stations, elc.

The BOT concept and structure as given in Figure 1.
implies the following stages of the project cycle. First, a
jointventure (concession company) is established with the
following sharcholders: a consortium of construction and
BOT Concept & Experiences in Developing Countries

supply companics. the operator of the plant and the gov-
emment through its authority. Second. the implementa-
tion agreement, which scls out the concession and sales
agreement and dclermines the terms under which the

~revenue will be generated. must be signed.-Third, raising”

of funds where the lenders are banks and expon credit
agencies while the borrower is the concession company
Fourth. construction of the plant and start up of the opera-
tion. Fifth. a period during which the project operates
under the management of the concession company and the
company hopes lo receive sufficient money to pav oper-
aling costs. debt service commitments and dividends to
shareholders. Sixth, afier the concession peniod. the con-
cession company is dissolved and the ownership of the
project is transferred 10 the government. which continues
its operation. Hence the term “build-operate-transfer”
(BOT)

(c) Financing

Unlike traditonal public secior projects whose capital
casts arc largely linanced by loans raised by the Govern-
ment. particularly in the case of budget deficits, BOT
projects are normally financed by a combinaton of debt
and cquily capital The miio between the twa tvpes of
capital vances according (o the project. The providers of
these two forms of capital are compensalted solchy from
the project revenues. so that capilal costs are gencrally
financed with recourse normallv limited to the_project
revenue stream. Hence. the private scclor bears a greater
share of the nsks The revenues can either be coniraci-tied
or markel-tied. Market-tied revenues are revenues of a
service which is directlv delivered (o the cusiomer Con-
tract-tied revenncs are revenues of a service which s not
directy dehivered 1o a specific consumer. but through an
intermedian . usually a public sector AECNCy Operaung a
network of services. The latier will have 1o undenvrite a
mimmum dehvery This form of contract is gencrally
known as a “take-or pay contract”. Compared Lo contract
hed revennes. markel-tied revenues impose higher nisks
1o the concession compam

(d) Advantages

There are three main advantages of a BOT scheme
First infrastructure projects are built with the mobiliza-
tion of privale seclor resources and without the direct
mvolvement of scarce budget resources: second. the pOVv-
cmment does nol have to issue a formal guarantee of
repayment of the debt and therefore the project deb! does
not appear as a public scclor deblt, and third. BOT is an
mnovative mechanism for increasing private scctor in-
volvement in economic development in general and
within this context also for increasing the role of the
privale sector as a provider of infrastructure services.
which have traditionally been a public sector monopoly.

(e) Disadvantages

The main disadvantages of the BOT scheme are: first,
it normally implies higher costs than if financed through
government credit, and second. due to the extremely com-
plex financial structure (risk sharing problem), negotia-
tions for arranging the whole financial package are often
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very lengthy.

BOT — PAKISTAN’S EXPERIENCE

(a) Energy Sector

Private Sector Energy Development Fund (PSEDF)

As a comerstone of Pakistan’s energy programme, the
Private Sector Energy Development Fund (PSEDF) was
set up with World Bank assistance. The Fund was estab-
lished with money from the following contnbutors: the
World Bank (lending worth US$ 150 million), Japan’'s
Export Import (lending worth US$ 54 miilion), lalian
government (lending worth US$ 50 million), Canadian-
CIDA (USS$ 30 million loan) and USAID (US$ 125 mil-
lion grant). By the middle of 1989 the Fund had mobilized
around USS 700 million.

The Fund was created to provide long-term financing.
covering up lo 30 per cent of the total costs of the projects
1o be built on a BOT basis. It is administered by the
National Development Finance Corporation. Pakistan’s
principal development finance institution.

The resources of the fund are lent at prevailing markel
rates to BOT projects. with repayment terms of up to 23
years. including an eight-vear grace period. The remaining
70 per cent is lo be provided in equity form {up to 25 per
cent: half from overseas investors and half from domestic
sources) and in local and offshore [inancing i the form
of export credits and commercial loans as suppliers credits
(45 percent) The structure therefore implies that forcven
US dollar provided by the Fund. two will be maised by
equity and debt [inancing. Withsuch a financing siructure.
Pakistan is hoping to implement its encrgy development
programme (eight power generalion projects) Togcther
they would be worth USS 2 billion and have a production
capacity of 2,000 megawatts.

The 23 vears repavment period has a significant posi-
tive effect on the cash-Mow of the project. which 1s ex-
tremely imporiant at least for the period of constructon
and the first vear of operavon Quite a few foreign supphi-
ers and financial instututions have entered into the Pakistan
BOT energy project scheme. The Fund seems Lo be an
innovative wayv to mobilize addiuonal resources for cp-
ergy sector financing in Pakistan. which under traditiond]
schemes. it would not be possible to raise and therefore
the implementation of the Pakistani energy development
programme would be prolonged far into the future.

(b) Telecommunication sector

The importance of an effective communication system
for the community development and economic progress
cannot be denied. [n Pakistan, the responsibility for pro-
viding and maintaining inland and overseas lelecommu-

" < nication faciliticssis=assigned to the Pakistan Telegraph .- =is

and Telephone (T&T) Department which became the
Pakistan Telecommunication Corporation (PTC) in 1991

As of 30 Junc 1989, there were-2.070 tclephone cx-

changes and 812,872 working telephiones and 3.017 pub-_
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lic call offices. The telephone density per 1000 population  * ~

was 7:1 in 1988. Under a crash programme the PTC
decided to increase its capacity.

Telepbone exchange lines

In April 1991, PTC invited bids to supply and install
200,000 telephone exchange lines, including local cable
networks and local junctions (hereinafter collectively
called exchanges) in the cities of Lahore, Faisalabad,
Rawalpindi and Islamabad on the basis of BOT. The terms
and conditions of the bids were:

1. The exchanges were to be built in accordance with
the PTC's standard and specification. for which acompre-
hensive survey was necessary.

2. The BOT contractor, before execution of the project,
was (o get his plan approved by the PTC.

3 The contractor was to transfer the possession and
ownership of the exchanges in good working order and
condition to the PTC, free of any charge or ecncumberance
at the end of the specified period.

4. The contractor was allowed to interconnect his ex-
changes with PTC s system and to operate them in accord-
ance with Pakistan law, [or the penod agreed upon in the
contract with PTC. The quality of service provided by the
contractor o his subscribers had to be international stand-
ards

3 The contractor was allowed to charge the same tan /T
from his subscribers as was being charged by PTC. In
order not to put an extra load on PTC''s system. it was not
permissible for the contraclor to charge a lower tanff than
PTC's. nor Lhe contractor was lo subsidise the calls made
by his subscribers in cash or kind. or by way of rebate or
discount. or in amy manner whatsoever. In case ol amy
abnormal increase in traffic passing through PTC's svs-
tem. PTC was (o have the nght lo investigate the matter
and to ask for such rectificalion as may be reasonable
under the circumstances. The contractor was at all times
to conduct himselfl with honesty in his dealings with PTC
and the public.

6. In multi-exchange areas. junctions between his own
exchanges was the responstbility of the contractor. with-
out any cost 1o PTC

7. To meet the requirements of the contractor’'s ex-
changes. junctions and corresponding interface equip-
ment in PTC's exchanges was also to be supplied and
installed by the contractor at his own cost. No modifica-
tion in PTC's exchanges was to be required.

8. The contractor's exchanges were to be located at
indcpendent sites (not on PTC's land or in PTC's build-

~ings). The cable network was alsodo:be.independent of

PTC's cable network and duct routes. Without any con-
tractual obligation, PTC was to assist the contractor in
finding land for his buildings

9. All exchange buildings of thc contractor were sup-
ROT Concept & Fxperiences in Developing Countries



posed 1o have enough space to accommodate three limes
the initially installed exchange capacity.

10. The contractor was (o provide lo PTC cvery month
trafTic and billing dala, and such ather infonmation as may
from time to time be required by PTC. PTC also desired
to have the Aght. from time to ime. 1o inspect the conirac-
tor’s balance sheets.

11. In ecasc of anv malenal breach of the contract. of
which the Scerctary. Ministry of Communications was the
sole judge, PTC was lo have the right to disconnect the
contractor’s exchanges from its system (il such time (hal
the cause of the complaint is removed. or to take posscs-
sionofl the contractor’s exchanges forthwith. 11 possession
of the contraclor’s exchanges was (aken by PTC under this
clanse. such compensationwas (o be paid Lo the contractor
as may be reasonable under the circumstances, provided
that the compensation did nat cxceed the depreciated
value of the assets calculated at the rate of 10 per cont
stright-linc depreciation per annum: Far the purpose of
the abave calculation, the initial capital cost per exchange
linc. inchnding swilching. cable netwark and junctions,
was laken to be Rs 20.000. Thereafter. tifle to the ex-
changes were to pass to PTC

12. The contractor was aliowed (o keep 100 percent of
the revenue fram outward calls [rom his exchanpes, pro-
vided that he paid to PTC such amount as would have been
payable by PTC to forcign (elecom adminisirations or
carriers, on accouni of outward international (ralfic, origi-
nating from the contmctor’s exchanges

13. No payment was (o be doe from PTC (o the con-
tractor on account of incoming tmfMic. including interma-
tional trafTic.

14 All exchanges included in this tender were to be
ready for cnfover latest by 31 December 1992 Bids seck-
ing extended time for colover were nol (o be cansidered

15, The bidders were to specify the date on which the
exchanges were to be transferred (o PTC. Any bidder who
was not willing to transfer the exchanpes within cight
yvearsof 31 December 1992 was not allowed o participate
in this tender.

Result v

The project caiild not be given oul on a BOT hasis for
many reasons, however agreements were made in princi-
ple with reputed foreign suppliers (o supply and mstall
exchanges on a Build-Lease and Transfer (BLT) basis.

(c) Communication sector

Economic development and the consequent demand
for mobility increases pressure on the communication
system, so that it requires continuous expangion, mainlc-
nance, replacement and modernization Yel this seclor did
not receive adequate priorly in the past due to pressure
from other competing programmes.

BOT Concepi & Experiences in Developing Couniries . -

Roads

Pakistan has about 115.800 kms. of all tvpes of roads,
with an averape density of about 0.2 km. per sq. km. of
arca, which is less lin one third of the generally accepled
standard of 0.5 km per sq. kmfor developing countries
with similar topography and levels of cconomic develop-
menl Fven on existing roads. overloading. mpid growth
of fraffic and induction of heavy duly trucks have ncces-
silated larpe expenditure on road mainicnance and devel-
apment.

The Government is now accarding (op pronty fo opli-
mal utilization of cxisting road system throngh proper
maintcnance, capacily imprmovement and rehabilitation:
construction of a second carringeway along the National
Highway N-5 from Kamchi to Peshawar, concepl ol fi-
nancing roads through tolls and the auction of franchises
for scivice centres alonp highways: development of a
maodern road constmction industry and improvement in
rand construction tcchnology | involvement of the private
seclor in infrstructure development and adaption of new
and innovative mechanisms of financing. such as BOT.
BOO and BOOT. etc. Some of the projects under consid-
eration by theGgovernment, for which bids have already
been collected. are as follows:

Additional carriagesway benveen Kharian and
Rawalpind:

The National Fhghway Authority (NHA) has a plan to
construct an additional carnageway between Kharian and
Rawalpindi (123 kms ) along the existing National 1Tigh-
way N-5 (ic Klanan-Thehim-Gujar Khan-Rawalpindi
Highway) The pmjcct inchides construction of all stric-
tures en roule, including one major bridge over the Jhelum
river al Jhelom. Pavement width of this camiapeway will
be 7.3 metres. This asphalt concrete highway has an
cstimated value of Rs, 1.200 million

The project will be implemented an the following
basis’

Build-Own-Opermite-Transler (ROOT)

Finance-cam-Constiuction: Government guaraniee
shall he available for repayment of the toan in both cascs
as hereunder

1. Scil Financimg: I the consortium arranges financing
lor itselfl the GOP will guaranice the repayvments.

2.MOC/NHA as principal borrower: If the Com-
pany/Consortiim provides aloan o MOC/NHA | thenalso
a GOP puaramcee will be available

lahore-Islamahad Maotorweay
W

The National Highway Anthority have Moalted a tender
to consimct a four lanc, access controlled motorway from
Labare (hyv-passing Sheikhupura, Pindi Bhattian, Bhera,
Kalar Kahar and Balkasan) to Islamabad

Project lenpth: 315 ks (four lane divided motor-
13



way)
Estimated Cost: Rs. 8,512 million
Completion period: 30 months
Financing:

Privale seclor parties have been asked (o arrange the
funding on competilive terms.

The Government of Pakistan would contribulc a maxi-
mum of 50 per cent of the project cost.

Repayment:

The following methods arc being considered lor repay-
ment:

Tolls to be collected by the bidder on the entire motor-
way (BOOT concept)

The NHA ta collect the tolls itsell and guaranice repay-
ment of the loan In this cventuality, however, no repav-
ment would be possible by the NHA or (he Govermment
of Pakistan unlil complelion of the project. a mmimum of
ten years arc required for repaviment of the loan

The project proposals from the inferesicd partics (hath
domestic and forcign) have been collected. The contract
for construction shall be awarded on a design-cum-con-
struct basis. Designs and specifications that conform o
internationally accepled norms are being studied These
designs will then be put forward for formal NITA s ap-
proval.

Proposals have also been callected (o constmict Hus
motorway on (a um-key basis. The proposals (hus col-
lected also include the financing and opemting methodal-
ogy and details of the firm or joint venture. inchiding their
experience, capability. machinery holding. financial
status and stafT proposcd for the prlojcc[

Lahore By-pass

The Lahore By-pass project (estimated at US% 142 56
million) is planned to be completed in two phases aver a
period of scven years and will generally comprisc (1@
provisionofadual two lane highway witha 7 3 mctre wide
camiageway, a lwo meltre wide central median and three
metre wide shoulders. Under this project fivovers, addi-
tional bridges at Ravi and improved Munclions will be
constructed. so as (o ensure a smoath Now of (talfc and
relieve the congestion on exisling roads. The project has
been awarded (o a private concern

Since the Lahore By-pass project is structured as a
Build-Own-Operate and Transler (BOOT) project. il was
therefore necessary (o incorporate a privately owned lim-
ited liability company. The company would be capatilized
to the extent of 25 per cent of the tolal project costs The
contractual structure is given in Figure 2.

The project company would have as ils ohjectives the
16

purchase of the existing bndge over (he river Ravi, in
phase 1. the construction of a new bridge over the river
Ravi, together with the constmiction of a new by-pass
around Lahore crossing the river Ravi at the bridpe and
connecting with the Jaranwala Road: a total of approxi-
matcly 1R kilometres of new roads: phase 1T will comprise
the constriction of a second new hndge adiacent to the
existing onc. upgrading of the Bund Road. flyovers on
cach side of the new bridge and a Miyover over the raihway
crossing on the N-5,_ plus upgmding of the N-5 Highway
through Shahdara town The project would seck a conces-
sion to own and opcmic (he bridges and by-pass for a
mmimm penod of 20 years, with the estimated constric-
tion period of phase | being 36 months from assigning ol
the Concession Agreement. with phase 11 commencing on
completion of phase T and being completed at the end of
the scventh year

Ports

Pakistan has two main sen ports: (1) Kamchi port axd
(1) Port Mohammed Bin Qasim Kamchi Por handles
14 5 million tonnes of cargo. while Port Qasim handles
44 million tannes, For further expansion and improve-
ment 1 parl facilities, the Government has formlated
some madernization projects, which also imealve the pri-
vale sector. Some of the expansion programmes at Porl
Qasim proposed for Minancing under BOT/BOOT
schemes arc as follows:

Confainer terminal

The Port Qasimi Authority has collected expressions of
interest from experienced container terminal operalors for
the Ninancing. maintenance and operation of a container
terminal at Port Qasim. Karachi, on a Build-Opemic-
Own-and Transler (BOOT) hasis

The exishing 600-metre long nlti-purposc berths Nas
S 1o 7 arc proposed for conversion o an intcgrted con-
taner termunal (o be fitted wath unloaders/loaders. modemn
pgantries, cranes, transtainers, otk 1M trucks, elc.. with
handling facilitics for Panamax-class container ships.

The project envisapes civil works, procorcment_ instal-
lation of equipment, operation and mainicnance

Iertilizer Terminal

The Port Qasim Anthorily is also considering expres-
sions ol inlerest submiticd by cxperienced fedilizer termi-
nal operators to- finance, construcl, maintain and operate
a fertilizer terminal under (he Build-Operate-Own and
Transfer (BOOT) concept, at Part Qasim, Karachi.

The facilitics wounld have a maximum (import and
export) capacity of handling aboul*3.0 millions tons of
fertilizers per annum and wounld be capable of handling
vessels up to 50,000 DWT. Thie project would consisl of
a specialized berth with a design capacity for
50.000/75.000/MWT ships for fertilizer handling. unload-
cr/loaders, conveyers. stompe sheds and allied cquip-
ment and infrastmcture. The project is estimated fo cost
LSS 60 million
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Grain Terniinal

The Port Qasim Authority has inviled vel another
expression of interest: this time fram experenced grain
terminal operafors, to finance. constmicl, maintain and
operale a grain lerminal under the Build- Opemte-Own
and Transfer (BOOT) concept al Pord Qasim. Karachi.

The facilitics would have a maximum capacity (o han-
dle 3.0 million tons of grain per annum and would be
capable of handling vessels up 1o 50,000 DWT The
project would consist of a specialised berth with a design
capacity for 50.000/75.000/DWT ships for grain handling
unloaders/loaders. conveyers. automalic bagging plants,
silos/sheds lor grain storage. ctc. together with ancillary
equipmenl and infrastructure, The project 15 estimated (o
cost US$ 60 million.

Sports and recreational facilities
ai Port Qasim:

Port Qasim provides a unique constcliation of factors
that favour the location of fournst industrics: vast arcas
alorg the shore with a nctwork of crecks and mangroves,
offer themselves as polential sites for development of
tourist and recreational facilitics such as:

» Mannas

+ Scuba Diving

« Beaches and Plaviand

¢ Boating/Cruisc in crecks and stehi-secing of mins
of Old Forts

+ National Park

+ Holcls and Restaurants for tourisis

e Aquarium, Dolphinarium

e Tournst Huts

The Port Qasim Authority has collected expressions of
inferest from experienced industnalists, entreprencurs.
tour operators aixt hotelicrs who were interested in finane-
ing building. maintaining and operaling sports and recrea-

BOT Concepi & Fxperiences in Developing Countries

tion facilitics at Port Qasim. Karacht on BOOT (Build-
Operate-Own-Transler), BOT (Build-Opemitc-Trmansfer)
or BOL (Build-Opemle-l.case) bascs

CONCLUSION

ithongh the BOT/BOOT mechanism of project fi-

nancing is a Mirly new idea, it has been well received
in Pakistan. 10 is still genertes considerable interest in the
counlry, both in the public and private scctors. The re-
spanse from the private sector (domestic and forcign) to
bids called by the Government has been quile encouraging
and shows the interest of the privale scctor lo participate
in Timited reconrse financing. 11 also shows the Govern-
ment's inlention to boost the economy through (he in-
volvement of the privale seclor to use the BOT/BOOT
mechanism. The wllimate suceess/Mailure of BOT/BOOT
will depend very much on the triangular relationship of
the public, the private scctor company and the Govern-
ment.

I'rajects that will be implemented under BOT/MOOT
are normally infrastrctuml projects serving the public
The Government would like the service (0 be available (o
the public on a continuons basis. Hence. the Government
needs to ensure that the private scetor proposal allows a
conlinous supply al acceptable standards

Also.being new, BOT is not well understood by local
investors and hanks. Local banks_ in particular, practise
tradiional banking policics and insist on collaterals The
fact that BOT projects are actually tempomrily owned by
the privale scclor companies makes this kind of sceority
rrelevani

To conclude. “"BOT/BOOT is not a onc line answer (o
a scrics of problems faced by present day Pakistan’s
cconamy, nor il i o substitute for mare convenlional
means of Minancing. It can be applied on a highly sclective
hasis — but that where 1tis appropriate it should cerainly
provide some well-min, well-manaped projects, which
wonld henefit Pakistan’s ccanomy ™
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PHILIPPINE EXPERIENCE IN BUILD-OP-
ERATE-TRANSFER (BOT) PROJECT IM-
PLEMENTATION AND FINANCING

Fvaristo M. Aedina*

he Build-Operate-Transfer (BOT) scheme for the

development and operation of infrastructure projccts
was adopled in the Philippines about 20 years.ago. but the
present concepl of implementing BOT projects was nal
applied. The first two projects under the BOT armngement
were (wo expressways, which were linded and con-
structed by a privale construction company . Although the
firm still manages the operation of these projects. it is
expecled that they will soon be turned over to the contral
of the Government .

During 1989 and 1990, (he privale scclor has heen
advised and widcly informed on the Build-Opermic-Trans-
fer scheme. which the present adminisiration has chosen
as a vehicle for privale participation in the consiruction
and operation of physical infmastmicture projecis 1t was
only in 1990, however, that the Philippine Government
decided 1o adopl the scheme on a larper seale because
mary of the much necded infrastruciure projects  pro-
posed for foreign funding. may not be implemented duc
to the shortage of Peso-counterpart funds and inadequate
financial guamntees. Foreign lending institutions require
the Philippine Governmen! to pul up a counterpart Mind
equivalent (o 20 1o 25 per cent of the cast of a poject (o
be financed by their loans Hence, by adopting the BOT
scheme, the Government will be unburdencd with these
requirements. since privale scctor Minds will be used (o
complete these infrastmicture projects. Also. it can resull
in lower capital and operating costs and less nisk Tor the
Government.

Having fully realized (he imporance of the VHOT
scheme in (he implementation of infrastmiclure projecs,
the Philippine Congress enacted a faw, known as Republic
Act No. 6957 tasked with autharizing the lnancing,
construction, operation and maintenance of infrastruchire
projects by the private sector.

Under this Act. the BOT scheme is defined as n con-
tractual armangement whereby the confracior nndertakes
the construction, including Mnancing. of a given infri-

*Supervising Science Rescarch Specialist, Technology
Application and Promation Institute, Depaartment .of Sci-—

ence and Technology of the Philippines

18

stmicture facility, and (he operation and maintenance
thercof. Among the provisions of this act are the lallow-

g

»  The contractor operates the facility aver a lixed
fcrm duning which it is allowed to charge facility
users appropriaic tolls. fecs. rentals and charges
sufficient 1o ciable (he contmctor 1o recover s
operating and maintenance expenses and ils in-
vestment in the project. plus a reasonable rate of
retum thercon. The contrctor translers the facility
to the cancerned government agency or local gov-
ernment unit (LGUY at the end of a fixed term,
which shall not exceed fifty (50) years

*  For the constmction stage. the contractor may
obtain financing from forcign and/or damestic
sources and/or enpage (he services of a forcign
and/or Filipino contmctor

*  The ownership structure of a contractor engaped
in infmstmiciure. where (he opertion requires a
public utility franchise. must be in accordance
with the Constitution Thus, at least 60 per cent of
the capital af the contractor applicant mus! be
owned by Filipine citizens

= Inthe case of comorale investors in the Build-Op-
erte-Transler operations. the citizenship of each
stockholder in the corporate investors shall be the
basis for the computation of Filipina cquity

* Inthe casc of forcign contractars. Filipino labour
shall be employed or hired during the different
phases of the construction where Filipino skills are
available

*  The BOT scheme shall include a supply-and-op-
crale situation. This is a cantractnal arrangement
whereby the supplicr ol cquipment and machinery
for a given infrastructure facility, if the interest of
the Govemmenl so requires. operate the facilily,
provides pmcess technology transfer and tmining
to Filiping nationals,

— = Tinmancing fram forcign sonrces shall nolt require a
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guamntce by the Government or government-
owned or controlled corporations.

* The financing of a foreign or farcign-controlled
contractor from Philippinc government instity-
tions shall not exceed 20 per cent of the tolal cost
of the infrastructure facility or praject.

The National Power Comporation, a government
agency authorized to handle BOT projects. is nol, how-
ever, governed by this provision, bul is scparately regn-
lated by Exccutive Order No. 215, which allows a 100 per
cent financing from the private sector. This is due to the
very big capital requirements of powcer gencraling pro-
jects.

PROBLEMS ENCOUNTERED IN PACKAGING
BOT PROJECTS

In packaging BOT projects. the following problems
were encountered:

1. Unavailability of experienced cquily investors and
experienced project developers.

2. The inability of the Government 1o pravide (he
necessary level of cooperation and support. This is duc fo
the reluctance of some government officials to accept
project risks.

3. The scarcity of appropriate sources of cash cquity.
Although investment funds for sound projects arc avail-
able, development capital is scarce.

Authorized contracting government agencies
Thc Philippine government infrastrcture enlitics
authorized to enter info conlmels for BOT projects

are as follows:

1. Department of Public Works and Highways
(DPWH)

2. Department of Transportation and Communication
DOTC)

3. National Irrigation Administration (NIA)

4. Metropolitan Watenworks and Scwcmgz Syslem
MWSS)

5. Local Water Utilities Administration (LWUA)

6. Philippine National Railways (PNR)

7. Light Rail Transit Authority (LRTA)

8. Philippine Pons Authority (PPA)

9. Manila Intemational Airport Authority (MIAA)

10. National Power Comormtion (NAPOCOR)

11. National Electrification Administration (NF:}\)-'
BOT Concept & Expericnces in Developing Countries

12, Philippine National Oil Company (PNOCQ)
13. Expor Processing Zone Authority (EPZA)
14 Public Estates Authority

15 Local Governments Units (1.GUs)

The Department of Science and Technology (DOST),
though nat an infrastructure entity. might adopl the BOT
scheme in the near Miture when implementing scicnce-re-
Inted infrastructure projects.

ELIGIBLE INFRASTRUCTURE PROJECTS

nfrstruciure projects that are fnancially viable and can
Imcc! the other provisions of (he Implementing Rules
and Regulations (IRR) can he undertaken through BOT
schemes. including but not Timiled to. construction. Con-
struction inclodes enpincering rehabilitation, improve-
menl.extenston and modernization, supply of cquipment
and machincry, operation and maintenance of the follow-
g

I Highwavs, including expressways, roads. bridges,
iferchanges, (nnncls and related facilities:

2 Rail-based projects packaged with commercial de-
velopment opportunitics, c.g.. use of government facili-

ties:

3. Noun-rail based mass trmnsit facilities. navigablc in-
land walerways and related lacilitics;

4. Porl infmsiricture such as picrs. quays, slorage,
handling. ferry services, wharves and related facilities:

3 Airports, air navigation and related facilities:

6. Power generation, distribution of electrificalion and
related Macilities;

7. Teleccommunications, backbone nctwark. terrestial
and satellite Tacilities and related service facilities:

& Trrigation and related Mcilitics:

9 Water supply, sewage, dminage and rclaied facili-
lies.

10 Educational and health infrastructure:

11 Land reclamation, dredging and other related facili-
lies and utilities:

12. Indusirial estates, includinginfrastmcture facilitics
and utilities:

13 Markets. slaughter houses and related facilities:
11 Warchouses and pos(-harvest facilities;
15 Public fishports and fishponds, including storape

and processing lacilitics: and
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16. Environmenial and solid waste management re-
lated facilities. such as collection cquipment. camposting
plants, incinerators, landfill and tidal barmers.

APPROVAL OF PROPOSED BOT PROJECTS

he head of the concerned agency sces to it that the list

of national prajects proposed for BOT schemes niust
be part of the medium-term infrstructure programimes
and must be duly approved by the Congress prior (o the
call for implementation bids. For this pumposc. the agency
submits such a list to Congress as the need for a BOT
project ariscs, preferably once every six months

MINIMUM STANDARDS AND BASIC
PARAMETERS

he agency/LGU lay down the minimum design and

performance standards and specifications, as well as
economic paramelers o be obscrved by the bidder/con-
tractor in preparing bids and. il successful, in building and
operating the facility.

ECONOMIC PARAMETERS

o provide a uniform basis for the preparation by the
Tcommclom of their bids and the camparison by the
tendering agency (LGU) of their bids on a “Present
Value™ basis, the agency (LGU) preseribes the fallowing
economic paramelcrs:

a_ Inflation and discounting rate
b. Foreign exchange mlc
c¢. Maximum period of project construction.

d. Fixed lerm for project and collection of
lolls/fecs/rentals/charpes.

ADVERTISEMENT

Ject, a notice inviting all duly qualified infrastruchire
contractors Lo participate in bidding for the approved
project is published in at least two newspapers of peneral
circulation once a week for three conscentive weeké

' I pon approval by Congress of a proposed BOT pra-

PUBLIC BIDDING FOR PROJECTS

n the case of BOT, the contract will be awarded to the

lowest complying bidder based on the present value of
its proposed lolls, fees. rentals and charpes over a fived
term for the lacility to be constructed. operated and main-
tained according (o the prescribed minimum desipn and
performance standards. plans and specifications

REPAYMENT SCIHHEME

or the financing. construction. operation and mainie-
Fnance of any infmstricture project, the contractor is
entitled to a reasonable returm on investment. and the
operating and mainlenance cosls arc in accordance will
the bid proposal as accepted by the concerned contracling
20

infrastruciure apency and mearparated in the caniracl's
terins and conditions

The repayment scheine is affecied by anthorizing (he
contractor to charge and collect reasanable (o]l fees, rent-
als and charges for the use af the project facility not
cxceeding thosc proposced in the bid

PROJECT SUPERVISION

he concerned govemment agency is responsible far

handling the technical supervision of the construction
operations and maintenance of all BOT projects. How-
cver. the Coardinating Council for the Philippine Assis-
tance Program (CCPAP). a governmenl agency under the
Officc of the President. is the coardinating body ta aversee
all infrastmicture projeets under the BOT scheme in the
connfry. It is directly involved in the packaging of BOT
projecls

So far_ the CCPAP is responsible for the identification
of demonstration projects for local government units (hat
may be constmicted under a BOT scheme. In this manner,
the Government will be helping not only the donor com-
munily in addressing the problems af implementation in
Official development Assistance (ODA) projects. bul also
the local users of the QDA

Mopewell Energy Intemational Lid of Hong Kong
signed an agreement in 1991 with the Govermmen! 1o
consimct two 00 mepawalt coal-fired power planis in
Quezon province, 115 ks South of Manila The plant,
which will supply electricity to Luzon, will be the conn-
(ry s biggest. Construction began in 1992 under a BOT
scheme

Under the agreement. Hopewell will finance the con-
stmctionof the two plants at a costof $109.5 million over
athrec-year period. NAPOCOR will supply the plant coal
requircients. Hopewell. on the ather hand. will operate
the power station for 25 vears, handing it over to NAPO-
COR al no cost

Analher stmilar project 1o be constiicicd by Hopecwell
is 2 two 300 megawatl. coal-fired clectric plants in Zam-
bales. The first phase of the project will cost $44 1 mitlion.
Financing is expected from ADRB and Japan Eximbank.
The Philippine Government will raise $91 million as the
focal counterpart. -

The following demonstration projects. submitied (o
the CCPAP by the Canstruction Contmct Services Corpo-
ration as consullanis 1o the Philippine Assistance Pro-
gramme Support (PAPS) projects arc now ready to start
the BOT process. The pre-feasibllity stndics/leasibility
sindics of these projects have alieady been caompleted and
announced in the media

The Manila Norih Harbour Crain Terminal
The projeet involves the creation of a modern grain

handling teminal for the purpose of reducing waste, ship
waling fime and consumer prices of basic commaoditics
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The General Santos Agricultural Processing

Centre

This project involves the creation of a 32 hectarc agri-
cultural processing complex in General Santos City and
in South Cotabato, Mindanao. The project will provide
fish, livestock and agricultural storage, marketing and
processing facilitics designed to add valuc (o locally har-
vested products.

The Philvidec Industrial Fsiarte

Thisinvolvesthecreation of a 31319 hectare industrial
estate in Misamis Oriental Province. The 144 million
Peso project will promote industrial development in the
region.

The following are the Medium Term Projects that

require pre-feasibility study or additional authorization in
order to start:

The South Harbour Bulk Handing Terminal
The project will lower the cost ol bulk commoditics by

reducing ship waiting time, lower shipping costs and
faster redistribution

Manila-Bataan Coastal Road
This project involves the construction of a two-lane

road of 30.05 kilomelres from Bulacan throngh Pampanga
to Bataan.

The Alabang President Quirino Aveme [le-
vated Fxpressways

The project involves the creation of a 16 6 kms ex-
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pressway in Mctro Manila from Alabang o President
Quirino Avenoe. The project will alleviate severe conges-
tion in this corridor.

Ninoy International Airport — Misecellaneons
Prajects

These projects involve the crealion of various service
facilitics at the present Manila International Airport

The lollowing arc potential projects reflecting privalte
scclor inferest aftraclive to infrastruclure privatization
Only concept papers have been completed.

. New Manila Intemational Airpor

2 Metmo Manila Composting Plant: this is a $25 mil-
linn plant to process arganic material inlo compost o be
sold locally or abroad

1. Lipa-Batangas Road

4 Manila Light Rail 111

5 Miscellancons Power Projects
6 Geneml Santos Aimport

With ail these infrtastmctures, the Government hopes
fo tap some $200 millions worth of projecis from the
private sector using the BOT scheme aver the nex! fwo
vears. The amount represents 20 per cent of the tolal §1
billion worth of pmjecis cligible under the BOT scheme.
The ADR and the Intermational Finance Corporation are
reportedly willing to put up the needed funding (o carry
out these BOT projects

2]



THE PRIVATIZATION OF THE SECOND
STAGE EXPRESSWAY SYSTEM OF THAI-
LAND

Somchai Jarukasemratana®

ABSTRACT

he transportation study two decades apo initiated the

devclopment of the expressway svsicm in Bangkok,
Thailand. The First Stage Expressway Svstem. 271 kms
in length, was opened (o traffic 1n Deeember 1987, The
implementation of the FES. the Feasibility Study of the
Second Stage Expressway Sysicm (SES). was (inished in
November 1983, followes by the Detailed Desipn and
Environmental Impact Assessment of the SES. which was
concluded in May 1986G. Duc to the impacl of the world
cconomic recession in 1982, the Government adopted a
policy to privatize mega infrastructure projects. including
the SES. The implementation plan of the SES was siudied
for both aliematives. i.c. by governiment and privale fund-
ing. Finally. private funding was choscn. in accardance
with government policy. At prescnt. the constmction of
the SES is in its final stages

INTRODUCTION

his paper presents (he develapment of the Sccomd

Stage Exprossway Sysiem. The traffic conpestion
problem was noticed abant two decades apo, when the
population of the Greater Bangkok Arca (GBA) was ap-
praximatcly 4.3 million. with 318 000 vehicles (175000
passcnper cars, 75 000 motarcycles: 9.000 faxis: 7.000
{uk-tuks: 50.000 trucks and 2.800 huscs). At presenl. the
population of the GBA is about & million, with approxi-
mately two million vehicles (946000 passenger cars,
831.000 matorcycles: 25.600 taxis and tuk-tuksy227.000
trucks and 59.000 buscs). Traffic conpestion problems in
the city are very senous as vehicle speeds an main roads
arc lower than 10 kilomeltres per hour during mish hours
The major causcs are (he results af poor fown planning
and the lack of efficient public transportation and road
network systems. Considering the road nctwork sysicim
it was found that the ratio of the road surface arca (o the
inner arca of the city is only 6 percent which is lower than
the 20 per cenl standard of other big citics in the wortld
The lack of road surface and an cMicicnt road nelwork

* Director of Technical Department, The Expressway:

and Rapid Transit Authority of Thailand

sysiem cause chronic tralfic congestion in Bangkok re-
sulting in cconamic loss and an adverse environment. The
(rafMic congestion is now widely considered as anc of the
most important national problems

FEASIBILITY STUDY OF THE SECOND STAGE
EXPRESSWAY SYSTEM IN GREATER
BANGKOK, 1982-1983

1 1987 the Expressway and Rapid Transil Authority of

Thailand (ETA). with (he coaperation ol the Japan
International Coopembon Apency. conducted an cco-
namic and cngincering feasibility study of the SES. The
study recommended hwo ronles for the CXPressway.
namely the Noarth-Seuth ronte and the Fast route. The
Norh-South route starts from Vihhavadi-Rangsil high-
wav in the North and joins the cxisting FIES in the Sonth
with the length af 1917 ks In addition, the Fast ronlc
conneels with the North-South roufe al Phaya-Thai Infer-
change and runs o the Fast. jerminating al Ramkham-
heang Road with the lenpthof & 72 kms The total lenpih
of the SES is 27.89 kms with the investment cost of
16 118 82 million Baht (1983). Nl Presenl Value of
6090 million Baht, henefit/cost mtin 1 65 and termal mte
of return 17.0 per cent at 12 per cenl discount ralc

SPECIAL REPORT ON A REVIEW OF THFE
PREVIOUS STUDY, DETAILED DESIGN AND
FNVIRONMENTAL IMPACT ASSESSMENT OF
THE SECOND STAGE EXPRESSWAY SYSTEM
IN GREATER BANGKOK, 1986-1987

An engincering consuliant was hired 1o review the
NCAE study and conduct the Tingineering Detailed
Nesign and Frvironment Tmpact Assessment of the Scc-
ond Stage Expresswvay Sysiem The route alignment was
madificd stightly with (he extension of the North-South
rante 1o the norh at Chacng Wattana Road. the extension
of the East ronte furherdiast and a Collector/Distributar
Road connccling the main line of the expressway with the
central business aren of Nanpkak The tatal length of the
revicwed SES 15 19 05 ks with an hvestment cost of
17620 Million Baht (198G). benefit/cost mtio 232 and
internal rate ol return 22 6O percent at 12 percent disconnt
ratc
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THE DEVELOPMENT OF THE SES
PRIVATIZATION

fter completion of the JICA's study, the Cahinct

approved (he SES project on 12 March 1985 For
economic recession, the Cabinel advised the ETA 1o look
to the private sector for investmenl in the SES project lor
a period of 10 years.

~On 14 August 1987 the ETA madc an announceiment
inviting the private sector to submit investment proposals
for the SES project. The maincanditions and requirements
for the investment proposal as stated in (he distribnted
Terms of Reference by the ETA arc briclly delailed as
fallows:

1. The ETA shall acquire all land required lor the SES
project construction.

2. The Government shall not make any grant or subsidy
to the inveslor in any cvent apar from those specified in
point |

3 The investor shall be responsible for the constmce-
tion, procurement and installation ol equipment for opera-
tion and maintenance of the SES. The Government shall
not guarantec any loan,

4. The investor shall reimburse the land acquisition
cost paid by the ETA or the Government. together with
interest and conditions of such repayment, as well as
prapasc other benefits beneficial to the Governmentl

On | February 1988 two proposals were submitied o
the ETA for evaluation, both technically and (inancially.
On 14 March 1988 the winner was selecied based on the
followings:

1. The proposal conformed with the conditions and
requirements.

2. The registercd capital (cquity) was cqual (o 20 per
cent ol the project cost as required by the conditions, while
the other party's cquity was 10 per cent

1 Theimplementation plan ofTered Tull project con-
struction with a specific period '
¥

4. A cheaper constriction cost on the same base yvear

5 Belter land ntilization and covironmental mitigation
plan proposal.

After the Cabinct’s approval an 20 Scpiember 1988,
the ETA signed a contract with the snccessiul imeesinr on
22 December 1988 Tor the implementation. aperation and
maintenance of the SES for 30 vears

Al present. the constmiction of the SES is under way,

with the first part expected to be opencd (o the public by
mid-1993
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CONCLUSIONS

he privatization of the SES project is reparded as

heing a pioncer in the implementation of mega infra-
stmicture projects by sharing the role between the Govern-
ment and private scctors This stmtegy is expected (o make
advance the completion of the infrastructure projecls and
create forcipn investment which will reflect a pood eco-
nomic environmenl in the country. Following the privati-
7ation of the SES. manv mecpga other projecis have
malerialized. such as the Third Stage Expressway System
Project, the Mass Transil Svstem Project, etc. Most of
these projects are under negotiation with the intcrested
proposers

THE ADVANTAGES AND DISADVAN-
TAGES OF THE TWO INVESTMENT
POLICIES

Private Sector Government Scctor
Advantapes

1. Efficient manapement L. Full povernmental

conirol palicy

2. Maximum social and
economic henelit

2. Governmenl savings

3 Increase private scclor 3. Beller coondination

role indeveloping coun- among government

iry apencics during
constniction

4 Available soft loan with
lower intcrest rale

4 Delinite implementa-
tion plants

Nisadvantages

I Na =ofl loan, causing
higher toll raic

I Mare proccdures in
decision making

2 Maximum profit 2. Limited goverment

budgel



3. Negotiating time 3 -

MAIN FEATURES OF THE CONTRACT
AGREEMENT (SES)

1. Land acquisition by the ETA
2. No grant or subsidy to the investor

3. Reimbursement of cost of land by the investior be-
ginning at the i5" year of the 30-year investment period

4. The inveslor is responsible for consirmiction. opera-
tion and mainlenance costs

5. The investor is subjecled o the support of BOI
privileges

G. The proposer shares registered capital of 20 per cenl
of the SES project, but not less than 1 800 Million Baht

7. The investment period may be extended for twao
further periods of 10 years

8. The investor has priority (o utilize the land within
the right of way

9. The FES revenue is included in the revenue sharing
between the ETA and the investor

MAIN FEATURES OF THE CONDITIONS AND
REQUIREMENTS OF THHE TES INVESTMENT

1. Land acquisition by thc ETA
2. No granl or subsidy fo (he investor

3. Reimbursemient of cost of land by the investor be-
ginning at the 21" year of the A0-year investment penod

4. The investar is responsible for constrichion. opera-
tion and maintenance cosls

5. The nvestor is subjected to the support of B-1 privi-
lege

§

6. The proposer shares registered capital of 20 rwcr cent
of the project cost

7. The investment period may be cxtended for two
further periods of 10 years

24

R The invesior has priority to wtilize the land within
the right of way

9. The nvestor collects all toll revenucs and other
revennes from Iand wtilization

No revenuc sharing

MAIN FEATURES OF THE CONDITIONS &
REQUIREMENTSOF THE MTS PROJJECT

I Govermmentinvests nol mare than 25 per cent cquity
2. No loan guamntee from the Government
3. Land acquisition by the Government

4. The investor reimburses for Iand cosl or rents (he
land from (he Government

5. No fare rate control and low-level nderships guar-
anlce

6. The inveslor collecls all revennes for the 30-year
investment period

7. The investor has priority 1o ulilize the land within
the right of way

R The mvestment period may be extended for two
further penods of 10 years

THE MAIN FEATURES OF THFE FES
1. All governmental investment
2. Capital cost 8.518.9 million Baht (2,258 4 M B.
government subsidy. 1.039 85 M.B. ETA's revenue and

1.400.32 M.B. local loan. 3.820.34 M B forcign loan)

3 The ETA collects all 1ol revenue and revenue from
fand utilization

THE MAIN FEATURE OF THE, ARE
I All government investment
2 Capital cost 26.617 million Baht (16,000 M B gov-
crnment subsidy. 1,123 M.B. government loan, 3,978

M. local foan and 5,466 farcign laan)

3. The ETA collects all toll revenue and revenue from
land utilization
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