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Risk Analysis of the Contract for an Independent Power Producer Project
in the Republic of Philippines

Rika IDEI, Kazumasa OZAWA

Recently, Asian developing countries have introduced public-private partnerships (PPP) to improve public
services for their economic growth. It is one of key issues to establish their conditions for promoting private
sector participation, which is expected to bring about efficient operations of such services. In the Study, the
performance of a project, operated by a independent power producer (IPP) in the Republic of Philippines, is
analyzed, and also legal and socioeconomic environments are reviewed. As a result, such reviews found that
IPPs brought users’ tariff increase and significant financial deficiencies to the Public executing agency, under
the unbalanced IPP Project contract between the agency and the Private, a foreign power company. For
examining the reason why IPPs couldn’t contribute users and the agency, especially for the financial aspects,
the author focused on the risk allocation of the contract. The examination suggested that the main risks
negatively functioning were risks, related to foreign exchange fluctuation, demand forecast, and fuel
procurement. That is because those risks can be easily influenced by external factors, Asian Crisis in this case.
Based on that, new methods are recommended to improve the current conditions of IPP project contracts,
especially the risk allocations and existing legal systems, even though they should be reviewed carefully to

make more suitable for actual situations.
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