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What are Public Private Partnerships (PPPs)?

PPPs are between the Government and a private sector supplier
that define performance and outputs, as well as risks to be borne by each
parties

PPPs came out of the initiated in
1980s. Increased was sought to support:

— Removing between Government’s role of defining policies,
regulating industries, and providing outputs/public services

— Allowing outputs/services to be provided by in a where the
private sector has strong to perform due to profit motives

= commitment, to support macroeconomic
stability, and allow public expenditure to be reallocated to other priority sectors
such as health and education

Governments pursued this program by ned
, and where markets were competitive and privatizing
those firms

For and some other service sectors, it became apparent that
due to economies of scale and sunk costs

PPPs an Implemented to
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PPP Development -
Stage 1: Unbundling of Public Sector Functions
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Public Sector Functions

with other line agencies, NGOs,
consumers, producers and other stakeholders

Defining for output quality and
tariff setting and oversee performance of independent

regulators

Developing identifying opportunities
from improving efficiency by unbundling to increase
gompegtion and aligning capacity with expected

eman

for implementation by
Government/SOE or with the private sector through a
PPP agreement
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Australian Model —
Infrastructure Australia

Infrastructure Australia

Policy and Regulatory Strategy and Development Project Management

*Resolve regulatory issues *Evaluate project business cases *National Infrastructure Audit

*Review financing options *Project finance eldentify weaknesses

"Legal, tax & planning issues *Prepare Cabinet submissions *Prioritize projects

Stakeholder coordination *Probity Management *Prepare corporate plan

Single Ministry with Responsibility for Coordination of
National and Sub-national Programs across all Ssectors
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PPP Development -
Stage 2: Establishing an Independent Regulator

Commission
(3-5 persons)

Policy Corporate
support Services

Telecoms Energy Transport

— Standards —Finance

— Standards — Standards — Standards  [—Legal

— Tariffs —Economic analysis F—Human resources

— Tariffs — Tariffs — Tariffs

Compliance — Compliance — Compliance — Compliance |—Financial analysis —IT

— External relations '—Regional offices

Role of Single or Multi Regulator/s is to define and oversee
performance/quality standards and tariffs
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PPP Development -
Stage 3: Unbundling of Service Provision
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Financial
services/home

«Common
resources

*Environmental
regulation

Activities that are
often suitable for

Network
asset
management

*Economic
regulation

sConsumer
protection

*Property rights

eIncome support




With Unbundling of Service Provision —
PPPs being Implemented for ...

generation, transmission, and
networks

infrastructure and services (with
regulation and use of concessions to ensure
competitive access)

including light rail for urban transit
with and without tolls

collection/storage, treatment, and networks

where infrastructure is built,
operated and maintained by the private sector
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PPPs Advantages

to develop
the vast backlog of investment required in
infrastructure, which Governments cannot finance due
to fiscal constraints.

can be substantive:

— The UK Treasury reported that 70% of non PFI projects were
delivered late, compared to 20% of PFI projects. 73% of non
PFI projects were over budget compared to 20% of PFI
projects?

— In Australia, generated project
and were completed on average
whereas traditional projects were completed

a PFI Strengthening Long Term Partnerships, HM Treasury, 2006

b Performance of PPPs and Traditional Procurement in Australia, The Allen Consulting Group and the g
University of Melbourne, 2007 ADB




PPPs — Critical Design Elements

Defining monitorable contract performance standards to
ensure

Ensuring of outputs — not
just initial capital cost

that cannot be managed by
the Government

by linking payments to revenue/profits (DBFOs) and
outputs/service performance
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PPPs — Flexibility

e Governments can maintain ownership of the asset and
service delivery rights, with PPP/concession agreements
to the private sector

o PPP/concession agreements enable
, particularly where competition is
considered difficult due to economies of scale and sunk
costs

e PPP contractual framework for managing risks can
support

and




Private Sector Participation —
Options

private sector through an SOE
Using a Service Contract to purchase short term services

Bringing in private sector expertise through a Management
Contract

Leasing an asset to the private sector, and receiving a payment
for its use

Creating a Concession and allowing the private sector to
produce outputs, usually with a regulated tariff mechanism

to the private sector through a direct
sale, or under license
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PPP Modalities —
Resource and Risk Allocation

Output Risk Investment Risk
(quality, (competitive
minimum unit return on equity
costs & secure capital)
availability)

PPP Option Capital Contract
investment/ Duration
Financing

Service contract Private 1—2years Public Public

Mgt. Contract Private Public 3 —5years Public Public

Operating Lease Private Public 5—15years Public Public
to Private Sector

Concession
(DBFO) Private Private 15 — 25 years Public Private

Concession Private Private 15 — 25 years Private Private
(BOOT)




PPPs — Main Modalities

_ are short term and in infrastructure relates to services
such as project design, construction, operations and/or maintenance

_ racts provide only private sector management expertise
and no capital, primarily used when Government wants to access private
sector management and technology skills to operate facilities

_ provide only private sector management expertise and no
capital, used when the Government does not wish to sell an asset

are a primary form of
PPP, used where the Government fpurchases the outputs, often using a
fixed annuity payment, plus a performance bonus, such as in the road
sector. This type of PPP is relatively new in emerﬂing economies, but it is
becoming increasingly important in countries such as India.

are the other main form
of PPP, used where the Government does not purchase the outputs
directly, but tariffs are typically set by a regulator, such as in the power
iecc’lcor. This is the most common form of PPP used in emerging economies
0 date.

Each modality offers increasing levels of financial risk being
assumed by the private sector service provider with
Increasing requlatory risk for the Government

“  ADB




PPP Options offer —
different Duration, Financial Benefits and Risks

100% =
Build — Own — Operate — Transfer
(Concession with full demand risk)

e

Design- Build — Finance — Operate
(Concession with limited demand risk)

v

Design-Build-Operate
(Service + Mgt Contract)
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Design — Build
(Service contracts)
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Increasing level of delegation to private sector, potential cost savings, revenue 15

enhancements, and regulatory risks ADB




Government Cash Flow: Traditional Procurement

Potential
cost & time
over - runs

Maintenance
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Public Sector Delivery: large capital outlay with high risk of
project cost and time over-runs, and excess maintenance cost
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Government Cash Flow: DBFO Concession

$

Annual payments based on availability of
outputs

time

PPP Delivery: No initial capital outlay with total project cost and
predefined maintenance regime defined by contract - B




PPPs not for all Projects

Projects need to be to justify transaction costs
which can be as high as 3% of bid costs compared to 1% for
traditional procurement?

Need to be able to clearly

There is a need for a that can bid and
credibly supply the service

Need to be able to demonstrate that is being
achieved

need to be allocated, based on the principle that the party
who assumes the risk is in the best position to manage that risk

needs capacity to design the outputs, evaluate and
negotiate bids, have financial capacity to pay for the outputs (in
the case of DBFOs), to independently reqgulate tariffs, and to
monitor and enforce contract performance through transparent
dispute resolution mechanisms

a Adam Smith Institute, 1996 ADB




With Careful Preparation PPPs have
Enormous Potential for Infrastructure

in developed and emerging
economies to gain

, and
PPPs are also important as a

Project size and design, risk allocation, and affordability
are key

PPPs require
coordination with




