
July 10, 2013 

Response Matrix to Comments from Ray Tomkins/ECA (Consultant, External Peer 

Reviewer) on draft PAD for Philippines Renewable Energy Development (PHRED) Project 

In general, the reviewer is positive on the project.  Many of the comments suggest a need to 

tighten the presentation of certain items in the PAD, which will be done.  Some discretion will be 

applied in instances where providing additional details could tend to make the PAD more 

complex and harder to digest; in those cases the team will try to sharpen the presentation by 

simplifying the treatment in the PAD.  Detailed comments follow (in the left hand column, 

verbatim comments of the reviewer, and the team response in the right hand column). 

Comment Response 

The GoP has put in place a FiT scheme for 

renewables which, for RoR hydro is at a level of 

5.90 Php/kWh (roughly 14.4 USc/kWh). It is not 

clear whether this price is indexed. However, 

PHRED is aiming to target projects that are not 

eligible for FiTs and is therefore not dependent on 

future FiT levels. 

FIT prices are indexed, but this is not too 

relevant for PHRED. 

While the overall focus of the arrangements is on 

private sector players, it should be noted that the 

ECs are regulated on a non-profit making basis 

with limited ability to self-finance (eg by 

accumulating assets, equity investments) and 

operating at very low margins. The risk of a 

default is greater than if they had a profit-making 

mandate and a growing equity base. Risk of 

default is partially mitigated by the observation 

that their borrowers are expected to make 

reasonably high returns (on average over 18% 

EIRR) and the arrangement and management fees 

are slightly on the high side to provide a small 

cushion. Nevertheless, there is the possibility that 

an individual EC could be exposed to poor cash 

flow from financing below average return hydro 

projects. 

Risk of default generally is what the project 

seeks to address.  PHRED aims to support 

projects that make EC’s financially stronger.  

Robust investment planning (with inputs of 

NEA, and approval from ERC) is part of a 

framework that helps to ensure that 

investments will have strongly positive 

financial returns.  Hydro risks are significant, 

so efforts are being made to ensure that 

NEA’s renewable energy department 

provides upstream review and advice to 

sponsors, and that technical inputs 

(especially hydrology) are well developed. 



The FiT regime appears to offer attractive tariffs to 

eligible projects. The PAD does not state whether 

these would remain as attractive over the project 

lifetime by being indexed. Although projects under 

this scheme are assumed NOT to be receiving FiTs 

but to receive on average a lower tariff around 5.3 

Php/kWh, there is a possibility that the FiTs would 

be viewed as a benchmark price and other tariffs 

adjusted proportionate to the FiTs. 

FITs will be viewed as a benchmark to some 

degree, but the approach of the project is to 

fund renewable energy which is least-cost 

from the perspective of the purchasing entity.  

So the more important benchmark is the 

long-run marginal cost of coal-fired power, 

which at the moment is considered least cost 

for utility scale projects.  Distributed 

renewable generators will however enable 

the offtaker to avoid paying transmission 

charges; combined with the long-term 

financing supported by PHRED, hydro in 

particular can be very competitive (and other 

renewables will be competitive for isolated 

EC’s that are otherwise dependent on oil-

fired power). 

In many other countries around the world, it has 

been observed that FiT levels have been reduced 

over time, and this could happen in the 

Philippines. The current FiT price levels are not 

excessive but could possibly be a little high, as is 

the case in other countries with setting of the first 

FiT prices that are then subsequently scaled down. 

While it is certainly not best practice that already 

committed FiT eligible projects have their prices 

reduced, this has nevertheless happened in a 

number of countries, and it certainly applies to 

new projects in many countries. There is thus a 

risk that future prices for small hydro could be 

reduced with consequent impact on project returns 

and the sustainability of cash flows, especially for 

the more marginal projects. Apart from the risk to 

default by individual borrowers, lower prices could 

reduce the demand from potential investors. 

The project is designed to be additional to 

and not dependent on the GOP FIT scheme. 

We do expect that there will be constant 

pressure in the Philippines to manage what 

are, by regional standards, high customer 

tariffs.  We thus expect that generation costs 

will always be scrutinized.  The process by 

which ERC reviews power purchase 

agreements provides both transparency and 

legitimacy to specific deals.  It should be 

noted that the Philippines has now a long 

record of private investment in power 

generation and has demonstrated at political 

and regulatory levels a respect for contracts, 

with no contracts having been arbitrarily 

changed and none currently in arbitration. 



The project assumes that projects would be 

financed on an 80/20 D/E ratio with tenors of 10-

12 years, and that this is acceptable to AFIs. 

However, on page 43 (para 37) the PAD indicates 

that the “… needs of a small RE project which are 

typically 12 – 15 year tenors, leverages of up to 

90/10 (especially for EC sponsors who have 

difficulty generating retained earnings to use as 

equity because of the tariff regime they operate 

under)…”. The PAD thereafter seems to assume 

that there will be sufficient demand on terms of 

80/20 and shorter tenors. This point should be 

clarified, ie that the expected demand will arise on 

the proposed terms, or para 37 clarified. The 

guarantee put option may be a useful way to bridge 

the gap. It would be helpful if it was clarified 

whether this was an approach already tested out 

with the lending banks or at this stage just a 

possibility. 

The PAD will clarify this section.  The put 

option is already in use on some deals in the 

sector, though not in EC-PCG.  We have 

updated our intelligence on attitudes from 

lenders and, with coverage from EC-PCG, 

almost all major lenders are willing to lend 

on the basis of a straight 15 years.  However, 

all banks that were consulted said they would 

also consider the put option approach; this 

depends partly on the borrower as well.  For 

hydro financings it is clear in most cases that 

longer tenors (e.g. 15 years) will be needed.  

Some EC’s may also be interested in longer 

tenors though at the moment all financings 

that have been done have had tenors of 10 

years. 

The PAD suggests that ECs may reduce their 

average cost of supply by contracting with small 

hydros. In para 26 of annex 6 (p75) it is not clear 

why it would be advantageous from an EC’s 

perspective to contract with FiT projects (given 

their relatively high price), and indeed does the EC 

pay the FiT (or is this cost somehow socialised?). 

EC’s that directly contract with projects will 

not pay the FIT rate, they will pay a 

negotiated rate.  By definition, this will be a 

least-cost rate (because it will be approved 

by the regulator on that basis) so it will 

minimize their overall average tariff, 

compared to other options (again, by 

definition, these will be more expensive).  As 

with other grid connected EC’s on the main 

grids, EC’s will pay the so-called FIT-ALL, 

but this will be specifically for their portion 

of overall FIT purchases by the grid, separate 

from any contracted volumes, and not 

covered by any direct contracts with FIT 

producers. 



The results and sensitivities on p84 (table 7-4) are 

reasonably robust. The 1% loss rate is stated as a 

severe downside case (“which we believe is 

unrealistic”). It would be helpful to have some 

reasons why this is the case, to support the view 

that this is a worst (and very low probability) case. 

There are several reasons – with EC-PCG 

going exclusively to non-accelerated 

guarantees, the prospect of large, sudden 

payouts is fading and will disappear, as loans 

with accelerable guarantees amortize.  In the 

event of default, step-in rights kick-in that 

will enable NEA to take control of the 

defaulting EC’s finances, with priority 

attached to restoring normal payments and 

working out an arrears payment plan 

(covering both amounts owed to EC-PCG, 

and uncovered amounts owed to the lending 

bank).  It is recognized that 100% recovery 

may not happen, so loss scenarios are based 

on 50% recovery, in the base case.  Portfolio 

losses of 1% annually a cascading series of 

defaults, with accounts remaining in default 

for extended periods of time, and with 

significantly impaired recovery rates.  We 

consider this circumstance to be unlikely. 

The project structure is very attractive and well 

suited to the context and objectives; the aims of 

promoting private sector investment, strengthening 

the ECs, providing adequate returns to investors 

and limiting risks to the IBRD.  Overall the returns 

are adequate and the risks well managed. The 

weakest point is the slim margins for the ECs, their 

non-profit status, and the possibility that some 

below average return projects could put at risk the 

sustainability of an individual EC’s cash flows. 

The program has been specifically designed 

to address the financial constraints of EC’s.  

There are on-going activities by multiple 

stakeholders that are aimed at reducing risks 

to individual EC cash flows, and many of 

these activities are directly related to the 

processes under which EC-PCG enters EC’s 

into its pipeline and then subsequently moves 

them through the financing process. 

Table 7-5 on p84 (items I and ii) is not consistent 

with the text just above 
The PAD will be revised. 



On p86 table 7-6 tariff inflation (indexation?) is 

shown as 1% pa. Is this an assumption or is it in 

some regulation? Is this also the case for FiTs? Is 

it real or nominal? 

This is an assumption.  It is not the case for 

FITs.  Indexation would apply in PPAs to a 

portion of total costs and would be based, as 

per industry norms and project specific 

inputs, on relevant CPI and forex related 

factors, as the case may be.  The contractual 

principle is to make returns neutral to cost 

changes for the portion of costs subject to 

inflationary (or deflationary) forces.  1% p.a. 

indexation is reasonable for projects where 

there will typically be little to no forex 

exposure and only a minor portion of overall 

costs subject to CPI-linked forces. 

The UK’s carbon shadow price of $25/tCO2 could 

be considered high, though the WB has used 

$30/tCO2 elsewhere 

Point taken.  We do not propose to use a 

different carbon price, however.  We regard 

this level as a reasonable basis on which to 

evaluate the benefit of these efficiency and 

renewable energy interventions.  We have 

not made any assumptions about carbon-

related revenues, so the financing basis is not 

affected by choice of shadow carbon price. 

System loss reduction is assumed 0.6% on p84 

para 12 and 0.7% on p85 para 15 
The PAD will be made consistent. 

Table 7-9 p87, what is a ‘Bought down’ tariff? If 

this is the same as a levelised tariff, the latter term 

is more familiar.  

The numbers quoted are on a levelized basis, 

but “bought down” just means that EC’s use 

profits from their RE investments to lower 

the bulk tariff to their customers.  Since EC’s 

are regulated on a non-profit basis, profits 

they make from investments outside of their 

core distribution business would eventually 

be clawed back by regulators, as 

profits/dividends are remitted to the parent 

entity (the EC itself). 

What is the significance of quoting this over 25 

years? Isn’t the relevant tariff the one required to 

service the loan? 

The significance is that we believe that 

contractual commitments for small hydros 

will extend far into the future, since these 

assets will have long economic lives. 

The principles of the scheme are supported by a 

reasonable assessment of the risks and returns to 

the various parties including the CTF. 

Agreed. 

 


