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DEFINITION OF PPP

* A public-private partnership is a long-term contract
signed by a public agency and a private party for
the construction, rehabilitation, operation and/or
maintenance of an infrastructure network.

 With PPP, the private sector delivers capital,
technology, and/or operational effort

 PPPs give private operators incentives to improve
the performance of the public infrastructure assets

3



Continuum between Totally
Public and Totally Private

Qutsourcing of

Functions by PPP
SOEs
Outsourcing
contracts for bill Management Concessions | p
. Leases
collecting, contracts & BOT R
maintenance, etc.
. . I
Only works when In.tro_du.ce. : Private firm Private firm V
discipline; private | operates &
the corporate : NN operates &
firm runs maintains; SN A
governance, L . maintains;
company; similar |investment |. T
management and . . Investment
) to receivership; funded by :
business model of . by private -
: managers should | public :
the SOE is sound firm
have full control sector




ADVANTAGES

Contractualization of performance obligations,
leading to better quality and efficiency

Better value over the entire project life cycle
Access to capital markets

Accelerate public investment programs
Transfer risks to private operator

Introduce improved management practices and
technologies ;



DISADVANTAGES

Expensive project development costs
Risk of failure if poorly designed and regulated

Require that capital costs are recovered (also an
advantage)

Provide opportunities for corruption (not different
from public sector projects)



In Albania, the
government is
privatizing electricity
distribution



India’s Airport PPP Program

|ATA rates airports on a 1- 5 scale. Changi Singapore and Zurich
get about 4; India’s best gets 2.6. Plan is to bring Mumbai up to at
least 3.5.

Strategy:
— Modernization of major airports thru PPP
— Greenfield development of PPP airports
— Cityside development packages thru PPP
— JVs for the largest airports
— Modernization of cargo, baggage, flight service and ATC thru PPP

Raise $10 billion through PPP



PPP Doesn’t always
work, but reasonable
arrangements for
change can be made



European
Commission
Resource Book on
PPP Case Studies

Many examples;
most are
successful;
lessons are also
clear
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European Commission Resource Book
on PPP Case Studies

o Water & transport have highest
capital cost; solid waste lowest

» Water & transport have longest
contract periods; this reflects time
needed to recover investment

» Infrastructure operation vs.
Infrastructure development

 Each sector has its own norms for
allocation of demand risk. Solid
waste has highest allocation.
Some demand risk sharing is
common in other sectors.

e (Concessions and JVs were most

common types of contracts. ”



European Commission Resource Book on
PPP Case Studies

Risk transfer is the heart of PPP. Ineffective risk transfer results
In project failures & inefficiency

Transfer risk to the party best able to bear the risk. Each project
must have its own risk analysis & allocation

Public authority should start by specifying project objectives.
Failure to do this results in poor allocation of risk &
responsibilities

Sustained high level political support is required, particularly for
large projects, and for projects that have user charges and/or
Improved service standards

Many countries use a formal method to demonstrate that PPP
offers better value for money than a public approach
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European Commission Resource Book
on PPP Case Studies

 Itis very important to have a good legislative and
regulatory environment for a project

 Many examples of failed projects due to faulty demand or
cost projections. It is “essential”’ for both parties to do
detailed demand and cost analysis using the planned
service standards
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EC PPP Case
Studies Report
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Pipes & Wires: UK National Audit Office on
Incentive-based regulation, RPI-X

Monopoly segments of infrastructure require economic regulation
UK regulators use incentive-based (RPI-X) regulation
PPP is the basis for electricity, gas, water & telcom services

Results of incentive based regulation:
— Consumers get significantly lower prices and higher quality of services
— Regulated companies have significantly cut costs and invested in networks
— Following 2001 review, fixed line telcom prices fell by 13% a year in real terms
— Electricity transmission charges fell by 1.5% per year in real terms

— Electricity distribution charges fell by 24% in 2000/01 in real terms, and 25%
from 1994 to 1998.

— Water & sewerage charges fell by 2.1% annually in real terms
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Argentina Ports Success

In the 1990s, private firms were allowed to invest in and
operate ports.

In Buenos Aires port, 6 berths were let on contract to 5
companies, while Port Authority retained ownership of the
facilities.

Cargo increased by 50% between 1990 and 1995
Labor productivity increased 275%.
Argentine ports became cheapest ports in LAC.

By 1997, Puerto Nuevo became the biggest port in LAC.
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World Trade Report 2004

e Quality and cost of transport infrastructure has strong
Impact on a country’s volume of trade

 For 168 out of 216 US trading partners, transport cost
barriers outweighed tariff barriers

« Competition & trade Iin infrastructure services may
Improve the quality and cost effectiveness of these
services

PPP is an effective mechanism to encourage investment in
transport infrastructure & competition in infrastructure
services
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Guatemala Electricity

o After reforms, $2 billion in private investments in power
sector

« Dramatic Increase in access to electricity
— Rural Electrification Program received US$333 million

— “Output-based assistance” (OBA) scheme for new
connections funded partially by privatization proceeds
($101 m were deposited at trust fund)

e $180 million private investment in renewable energy
(30% geothermal, 70% hydropower)
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Guatemala: A Success Story

Electricity Coverage

Sources: CEPAL, PA Estimate
100%

o | PTE-TEfOrm: ie

o
s | *|OW 5 Post-reform

| coverage

o eplackouts

50% |4 D

40%

30%

20%

10%

0% ‘ , ‘

1985 1986 1987 1988 1990 1993 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Electrification an element of the Peace Accords

=J




Armenia: A Successful
Management Contract

The contract was successful, but heavy outside support from
donors was needed to achieve reforms in work practices and
procurement

RESULTS OF THE YEREVAN MANAGEMENT CONTRACT

2000 2005 Change
ater Produced 431 mil. m3 354 mil. m3 -18%
ravitational Water Supply | 183 mil. m3 212mil. m3 16%
nergy Supply 240 mil. m3 124 mil. m3 48%
ontinuity of Service 7.2 hours/day | 18.4 hours/day | 2.6 times
ollection Efficiency 21% 79% 3.8 times
ustomer Metering 2% 91% 45 times
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Factors that lead to success in PPP

A credible business case for VALUE and VIABILITY

Successful PPP often fits into a broader sector reform program:
— Sector structure
— Cost reflective pricing
— Commercialization
— Autonomy of service providers
— Competition in competitive segments; regulation in monopoly segments

Competition in award
Fair risk allocation

Contracts that can be adjusted when economic equilibrium changes
due to factors outside the operators control

Need for effective economic regulation
22



PPP is Often Part of a Broader
Sector Reform

LAW @ POLICY

-Standards (water quality, «Social and environmental

environment etc) _

" : *Economic
eInstitutional (regulation, local _ o
government, utility services, N *Private sector participation
private sector participation etc) -Transitional arrangements

REGULATION

eEconomic: Pricing, promotion of efficiency, customer interests etc.

*Technical: Monitoring & enforcement of legal obligations, service levels, target setting

SERVICE DELIVERY
*Operations: water supply, wastewater services.
*Financing: revenue collection, loans, revolving funds etc.

sInvestment: capital maintenance, service enhancement, service expansion etc.




JV Approaches are Common

GMR Hyderabad International Airport Ltd., Is a
public-private joint venture between GMR
Group, Malaysia Airports Holdings Berhad,
State Government of Andhra Pradesh &
Airports Authority of India (AAIl). GMR Group
holds 63% of the equity, MAHB 11%, while
the Government of Andhra Pradesh and
Airports Authority of India each hold 13%.
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Private Participation: Access to
the best technologies

Impact of :
Sector P Key Technologies
Technology
Renewables are becoming competitive; major innovation
Energy Major in metering & IT; competition in generation if a market is
set up
Telecom | Revolutionary | WiFi, WiMax, 3G; banking, connectivity, etc.
Major innovation in metering & IT; SCADA & zonal
Water Moderate management systems; commercial systems; water and
wastewater treatment technologies
Transport Major ICT in logistics; GPS; bar codes; RFIDs; video logging;

security systems; cargo handling equipment

Countries that use PPP expect access to the best technologies




PPP Is often more Capital Efficient

* In World Bank study* on cost overruns in public sector electricity
generation projects, the study reviewed 135 projects in over 30 countries.

» Cost overruns averaged 21% of
total estimated project costs

 Time overruns averaged 36% of
estimated project schedule

 Compare that to a PPP project,
where the winning bidder has a
fixed offtake price. If they have
cost overruns, they “eat” the
additional cost.

* (And think about availability
factor too!)

26
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Trends

« Widespread adoption of PPP for airports and ports for
competitiveness objectives. Economies of scale & access
to technology

e Separation of operating and capital investment
responsibilities

e Joint ventures are common
 Emergence of local PPP operators

« Electricity & water operating contracts are now used to
Improve performance of public utilities

 Reform and good regulation are preconditions to many
successful PPP programs !



Questions & Discussion

aeisendrath@usaid.gov
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