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Infrastructure Development — Asia Pacific
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Infrastructure PPP — The Catalyst

INDIA

D

National Highways Development Plal

Empowered NHAI — National Highways Authority of India
14000 km of highways planned (2%) — Private sector was sceptical
Qintroduced 1 rupees cess on petrol/diesel — now 2 Rps

UEncouraged International contractors with local partners

UPPP terms very market friendly — eg 40% GOI equity
QAnnuity Schemes for non tollable corridors — very relevant to The Pacific

NHDP HIGHLY SUCCESSFUL

LOver 5000 km completed, over 6000 under construction
LCess revenue gone from US$ 700 million to US$ 3 billion
QMultilateral Agencies’ loans for NHDP have increased
UEconomic Growth along the corridor impressive

ULocal Indian contractors now World class and highly successful

A large economy BUT capacity for “user pay” is very low, like The Pacific




Infrastructure Privatisation — The Catalyst

The North South Expressway Malaysia

BOT - to PLUS BERHAD (Public Listed in KLSE)
Terms extremely generous to attract private sector

6% increment every year (never been implemented)
UTraffic Rev Guarantee (never been called)
UGovernment Soft Loan (repaid fast)

UVery successful BUT over geared by greedy Parent Company

UPost ‘97 needed government bailout —Failure NOT an Option for Infrastructure

BAILOUT

QKhazanah National (SWF) took PLUS private, recapitalised and refloated
APLUS currently 5%Largest toll road company in the world by market cap
QCurrent revenue exceed RM 1 billion a year — Government capital repaid
OEconomic Growth along the 900km corridor unprecedented

ALL subsequent BOTs less onerous to the public purse — Private Sector innovated




Pacific PPP Experience - An Overview

Limited Use but Likely to Grow
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Pacific PPP Experience - Examples

PNG Fiji

sPower IPP (1) sPower IPPs (4)
Vanuatu Timor Leste
=Port concessions sTelecoms BOT

*Urban power and
water concessions




WHY PPPs Popular - Understanding their Origin

The 3 waves of infrastructure development

100%0 Government Funded

» Risk solely on the Government - Not Affordable

100%06 Private Funded (privatisation)

* Risk solely on the private sector — Early successes
but later led to Govt Bailouts

Mixed Funded (public private partnership)
» Risk SHARED by Government and the private sector

MOST Developed and Developing Countries now in the 3rd Wave

Lus
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WHY PPPs Popular - Understanding their Benefit

PPPs Solve Governments’ Dilemma

Economic Growth Not at the Expense of
the Poor

PPPs enable efficient use of scarce public funds

Projects Not Subject to Delivery

» Problems

PPPs fix Governments’ lack of delivery capability

Avoids White Elephants
PPPs avoids project abandonment or shoddy

services mp No Performance = No Payment

Lus
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Why PPPs fail to deliver — Policy just a start

PPP Programs need COURAGE...lots of it

Most Countries face the same problem

PPPs seem attractive but where to start?

Politicians support policy, then nothing else

PPPs need more than policies and laws — lot more

Private Sector Participation

How to encourage without selling the “farm”

»
»

LS
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Key PPP Problem - Gaining Traction

PPP Programs often never gets delivered

Lack of Political & Legislative Support

Governments must take the lead

Lack of Fiscal & Delivery Support

Often Treasuries are not interested & line agencies
don’t have a clue about private sector needs

Lack of Capacity to Manage Transactions

Projects need to be well prepared and managed

B2 2 2

ﬁ

SO HOW TO GAIN TRACTION
ADB
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The PPP Pentagram™- A Solution

DEVELOPED OVER MANY YEARS DIRECT INVOLVEMENT IN PPPs
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The Indian Experience K 2
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The Indonesian Experience 89

2005 AT INFRA SUMMIT - PPP POLICY APPROVED
INDUSTRY STRONG
NO PPP LAWS
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The PPP Pentagram™for PNG ? @8
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PNG Experience - PPP Policy Framework

NEXT PHASE -

PPP Laws &

PPP Policy Implementing
Regulations

Concurrent

Draft Completed
- Awaiting
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NEC
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pipeline of including set up
potential PPP of PPP Centre

Projects




PNG PPP Policy - The Scope 9

Draft under finalisation for imminent
submission to the Cabinet

UApplicable to public infrastructure and Government service provision
that can benefit from private sector’s financial, management and
innovation capabilities

QWill cover all three types of infrastructure - ie Economic, Social and
Environmental Infrastructure

QPrivate sector participation will be on the basis of shared risks and
rewards

QAIl PPP projects must be competitively and transparently bid
QAIl PPP projects must demonstrate “Value for Money”

QAIl PPP projects must conform to Government’s fiscal and Debt
UManagement policies

UPPP Procurement process expected only for infrastructure projects
50 million (subject to review)




PNG PPP Policy - The Key Principles @@

PPPs will be pursued based on the principles of:

Value for money

On a whole-of-life basis, partnerships must deliver the greatest net economic
benefit to the Country — Risk to Government minimised

All PPP projects will be benchmarked against traditional procurement and
other internationally accepted benchmarks

Competitive Tension
All PPP projects will be awarded based on competitive and open tender

Unsolicited bids will be accepted in order to encourage innovation from the
private sector BUT all such bids will be market tested via tenders

Transparency

The PPP projects will be procured via a transparent process and procurement
guidelines will be published and made available

All PPP projects procurement process will be managed and supervised
by the PPP Centre and its Supervisory Committee

ADB
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Strategic Issues - Payments 90

PPP Projects will be structured to safeguard public funds

All PPP Contracts are Performance-Based Contractsunder which the Private
Sector supplies public services over time and is paid for by the Public Sector, end
user or a hybrid of both. Output is specified by Line Ministries while input is the
responsibility of the private sector.

Under the PPP contract:
UThe Government retains total strategic control on the service

UThe Government secures new infrastructure which becomes
Government assets at the end of contract life

LProject and performance risks are allocated to the party best able
to manage or mitigate such risks

UPayment to private sector triggered ONLY on successful completion
of the project -

No Completion = No Payment
Maintenance fees paid only on performance as per contract -

No Performance = No Payment ADB




Next Phase - PPP Law & Regulations @@

The PPP Laws will define and govern the partnerships

The ADB will provide technical assistance to the PPP Taskforce to develop the
PPP regulatory framework including enacting PPP Laws and Regulations:

The PPP Laws are expected to:

Uincrease private sector’s comfort and confidence to enter into long
Uterm contracts with the government

Udefine governance frameworks for PPP contracts and concessions
Uto protect the public interest

Udefine legal and commercial rights and obligations of the
Ugovernment and the private sector

Ustandardise commercial principles, concessions and PPP Contracts internationalise
dispute resolutions Most developing and some developed countries now pass PPP

Laws




Next Phase - PPP Centre 90

The PPP Centre will be the centre of excellence for PPPs

The ADB will provide technical assistance to the PPP Taskforce to develop the PPP
institutional framework including establishing the PPP Centre:

The PPP Centre is expected to:

Ube a separate entity under the portfolio of the Treasurer and manage the
PPP Program

Ube the public face and single point of contact for the private sector
Ucoordinate the development of business case for PPP projects

Uassist line agencies to develop and transact PPP projects

Ureview and update procurement guidelines and standardise PPP transaction
process

Qpresent PPP projects for approval to MEC and Cabinet
Ureport to a supervisory committee that is expected to include private sector

entatives




The PPP Pentagram™

South East Queensland

A Current Case Study




The PPP Pentagram™-A Case Study

South East Queensland Infrastructure Plan
Overview of Queensland:

QThird largest state in Australia — Population 4.1 million

UEconomy relies heavily on resources

UAnnual GDP growth 4.75% (Australia 2.2%)

Overview of South East Queensland (SEQ):

UFastest growing urban region in Aust — 1200 people/week
UConsist of 18 local governments including Brisbane & GC

QPopulation to double by 2026

2 infrastructure and public services bottlenecks




The PPP Pentagram™-A Case Study

What Created the bottleneck

Absence of Fiscal power:
dQueensland’s PPP Policy launched in 2001

QlInitially under the Department of State Development
dNot much progress

Surplus Budgets achieved by not spending

UdOverwhelming focus on surplus budgets by past governments
led to no infrastructure investment

dProblems compounded by massive economic growth

dProblem was so severe solution had to be found rapidly




1 - Political & Legislative Leadership

Released SEQIP 2006 - 2026

dSouth East Queensland Infrastructure Plan
and Program 2006 - 2026 (SEQIP)

PPP
Pentagram™

ASEQIP - A twenty year plan starting with
440 projects including roads, busways,

tunnels, hospitals, schools, recycled water |
treatments plants, prisons etc |

South

JSEQIP designed to be updated every year e Glcensiang
A$ 55 billion in 2006, -
A$ 66 billion in 2007 and :
A$ 107 billion in 2008 (500 projects)




1 - Political & Legislative Leadership

Passed New Laws & Decrees

QAIl projects listed in SEQIP came under
the purview of the Co-Ordinator General
18 local governments told to set aside
parochial issues

L Gave powers to Co-Ordinator General to
take over delayed projects from Line
Agencies

dLand Acquisition for SEQIP projects made
simpler and faster




2 - Funding Commitment

Approved 10 year budget

dHistoric move for a 4 year term
government to bind future government to
SEQIP

dIn 2006 committed A$ 37.4 billion for 10
years

QdCurrent SEQIP has 500 projects
=160 projects completed since 2006

=290 projects underway - already spent
A% 8.5 billion

*50 projects In preparation

=02 of the 500 over A$100 million
' 11 of the 500 over A$ 1 billion




3 - Governance of Delivery

Delivery responsibility to Treasurer

UEstablished a new Department of Infrastructure
Delivery (DOID) under the The Sk
Deputy Premier & Treasurer Comincio g e 2009 <

UEstablished Program Management Office 77
(PMO) under DOID

UPMO was unique for PPP delivery

=Staffed by government servants & e

private consultants all acting as one M;MW,,”
. . . - 2019 ——

unit - 2 year mandate to build capamty’%%m_

*All Line Agencies reported to PMO on., f//j/ﬁz
project progress monthly —

PMO prepared 4 year Projects Pipeli Loi




3 - Governance of Delivery

PMO Simplified project delivery
governance

PPP
Pentagram™

dProject Steering Committee streamlined

dClarity on Project Owners vs Project

Deliverers i -
QProject Director (PD) -

*NOT always public servants - Best fo¥
Project basis

sPMO assisted in the selection of PDs

"PMO authorised to advise the CoG to
“takeover” delivery of projects if progress b
Line Agency is inadequate

fus




4 - Optimal Procurement & Risk Model

Value for Money

UdGovernment’s Value for Money (VfM) Framework

was the overarching policy PPP

Pentagram™
JAIl Line Agencies MUST demonstrate why a PPP’able

project is not procured as PPPs before funding will be

budgeted

dPublic Sector Comparator (PSC) used where
appropriate

UGovernment encouraged “hard dollar” bids rather
than “soft dollar” bids

»Hard Dollar - selection based on competitive pricing

Soft Dollar - Selection based on non-price
LIS riteria including previous track record




4 - Optimal Procurement & Risk Model

Right Procurement Model

UPPP Structure varied based on projects

: - PPP
Core Service vs Non-Core service of Pentagram™
Government

ANOT all projects were PPP’able

*Used “fit for project” procurement
method - eg Tunnels(PPP) vs By-pass
(Alliance)

"|n some instances no bids at all

UUsed mixture of traditional and PPP within
the same sector to compare VfM - Eg Rail,
Hospital




4 - Optimal Procurement & Risk Model

Optimal Risk Transfer

dGovernment kept delivery of core services
risks such as health care, nursing, wardens,
teachers etc

PPP
Pentagram™

dPrivate Sector assumed project delivery and
completion risks and took overs non-core

services such as catering, cleaning,
maintenance, collecting user fees etc

LNOT all risks were transferable

»Some risks such as land acquisition risks
kept by Government

»Some risks such as exchange rate risks
were shared




5 - Industry & Community Buy-In

UGovernment introduced 160 new skills development
programs including compressing the time for trade
qualification

PPP
Pentagram™

dAllocated A$ 1 billion for skills training programs

INncreased Certainty of Investment

UPublished a quarterly 4-year pipeline of projects
procurement and construction plan, thus

*"|ndustry’s investment to up-skill and up-resource
could result in winning current or future bids

dProjects were strategically sequenced to avoid
crowding-out within one sector

LS




5 - Industry & Community Buy-In

Consultation with Industry & Unions

dGovernment established South East Queensland
Industry Taskforce to maintain constant dialog
16 Major Industry Orgs, 3 Unions and 3 key Line
Agencies (including the CoG as the Chairman)

Funded International Recruitment Drive

PPP
Pentagram™

UGovernment funded international recruitment drives
to attract skilled workers to Queensland to join both
public and private sector

UEncouraged and incentivised foreign professional

services companies, such as engineering consultants
and project managers to open Queensland offices

LS




5 - Industry & Community Buy-In

UGovernment initiatives to increase Community
Buy-in

PPP
Pentagram™

»Community consultation is a prerequisite of all
major projects

"Released a community engagement index
(Australia’s first) ~

UWith so many projects running concurren ol ]
need to avoid community fatigue for \
consultation

QThe index specifies when particular
community is going to be consulted on whatg i
project and which Government Agency (State &
Local) — thus opportunity for other agencies to
loin the consultation process




Results of SEQIP Case Study

SEQIP Projects Under Construction

A$8 bil road projects
A$8 bil water projects

A$6 bil rail projects

SEQIP Projects Under EOI / RFP
A$7 bil in road / busway projects

A$7 bil in Hospital projects
A$1 bil in school projects
A$1 bil prison projects

SEQIP Projects Completed -160 @ A$ 3.3 bil




Key Learnings - PPP Pentagram™Works

Governments need to focus on all 5 facets simultaneously

dPolitical leadership must manifest in PPP
Laws and legislations

UdProgram must be funded or explore
alternatives -PPP Trust Fund, Infra Fund

UPPP Centres must be under fiscal agenc
and empowered

UPrepare PPP projects well - optimal risk
reward sharing and not all needs to be
PPP’able

dlInvolve the Industry & Community fro
early stage




Key Learnings - PPPs Need Support

Capacity constraints everywhere

UEven in Queensland, the government needs
external support to transact projects

UPPPs are complicated deals thus seeking
support is prudent

PMO Model Works

dPartnership increases capacity to deliver
dCurrently PMO is solely public service

Industry will gear up if:

UGovernment provides certainty

UGovernment creates and sticks to a projects
aipeline




Conclusion - PPPs are here to stay

UPublic Private Partnerships are a proven way to enable Governments to
provide infrastructure and public services concurrently - with private
sector finance, management and delivery capability

UPPPs are internationally accepted mode for infrastructure development
in developing and developed economies

UPublic perception of PPPs as privatisation must be managed

QPPP Laws will assist governance and increase private sector confidence
and support

QUse international expertise in early years will help to transact pilot
projects

UWell structured and bankable pilot projects are key to success




Global Infrastructure Needs

Canada, Plugging Canada’s infrastructure gap requires Europe. The infrastructure needs for the South Pacific. A survey by Econotech
an imestment of six to ten times the level of current European Union run into trillions of dollars. and the Australian Council for
annual government infrastructure spending. Canada's The energy sector alone requires $1.2 trillion Infrastructure Development (AusCID) puts
local govemments alone face a $60 bilion annual ower the next 20 years. Approximately $90 Australia’s infrastructure deficit at 119
infrastructure deficit—a number growing at arateof$2  billion is needed for infrastructure investment billion." Mearwhile, the infrastructure
billion a year.” Investment needs for urban roads and in Germany alone each year? dlﬁ:‘i;thn:lggspﬂmd is ll;l:imﬁ
bridges are billion over 10 years, perc (araund B

o GHM_JE $8438  China:

by 2010 $1328

Canada: $1258

US: $1.6T by 2010
California: $5008 by 2026

Middle East +

United States. The US v
infrastructure deficit totals
$40 billion a year in the .
roads sector alone Overall,

Latin America +
the American Socety of Ol Corippean: $718
Engineers (ASCE) estimates Sub-Saharan Australia:
total US infrastructure Africac 3268 3188
irvestrnent needs over the
next fiveyearsto be $1.6 New Zealand:
trillioh—an ameount 2 o
mhﬂmmvs GOP in East Asia. The developing economies in East Asia

need to invest $165 billion per year over the next South Asia. India spends just & percent of its GDP on
five years for electricity, telecommunications, major himwum.,mrpnldm!mnuﬂplmm.“ To achisve
irter-urban roads, rail routes, water and sanitation. its targeted GDP growth rates, the country will need to
ﬁmxmﬂrim::‘: :.:* .:10;.;“ invest approximately $250 billion in infrastructure over
"-‘F" PEreen the rext five years." “The importance of infrastructure
percert for mairtenance." China, with its enormous fﬂripidm;nicm{opmm cannot be overstated,”
electricity needs, is expected to account for 8 gyplaing P.Chidambaram, India’s Finance Minister. "The
percent of all regional infrastructure expenditures.” . oop qiaring deficit in India is the infrastructure deficit ="




Thank You

raj.kannan@tuskinvestments.com
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