@ WORLD BANKGROUP

Developing

Urgmuto‘ cets
Exindes Americasas
ADVANCED INTER-AMERICAN PROGRAM ON

POLICY INNOVATION AND MANAGEMENT - AIPIM 2015
June 22-26, 2015
Washington-DC, USA

Advanced Inter-American Program
on Policy Innovation & Management
June 23, 2015, Washington DC

Rui Monteiro

WB PPP Group

Objectives of the PPP CCSA

Overall

More and better PPP projects, especially in IDA countries
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Knowledge creation and sharing

PPP Reference Guide

jointly developed by:

¢ World Bank Group

« Asian Development Bank @ Public-Brivate Partnerships

¢ Inter-American Reference
Development Bank

Guide
PPP Knowledge Lab G

* Together with other MDBs
* Global knowledge platf
Prreiiat N PPP Knowledge Lab

« Launched last week resources to help understand, prepare and
implement public-private partnerships

https://www.pppknowledgelab.org/
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What are PPPs

ADVANCED INTE| MERICAN PROGRAM ON
POLICY INNOVATION MANAGEMENT - AIPIM 2018

@ WORLD BANKGROUP

Public-private partnerships
are ...

..long-term contracts where the private sector supplies
infrastructure assets and services that traditionally have been
provided by the government
®* Main characteristics:
— Long term (25, 30, or more years, are common)
— Private execution and financing of public investment
— Joint contracting of design, construction and maintenance
— Risk transfer to private sector (performance-based contract)
— Sometimes, the full operation of the infrastructure

* Who pays for the contract?
— Government-funded (e.g. availability payments), or
— User-funded (e.g. user fees, tolls), or
— Combination of both

6/22/2015



‘What is a PPP?

PPPs are long-term contractual relationships
between a public sector entity and a private sector
entity

 set of services according

to some specified
performance levels collect fees from users

@ WORLD BANKGROUP

Why PPPs

@it o (355ISOPLA.

ADVANCED INTE ERICAN PROGRAM ON
POLICY INNOVATION . MANAGEMENT = AIPIM 2015
June 22-26. 2015
Washington-DC, USA
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Rationale for PPPs

Main reasons presented by decision-makers for
procuring PPPs:

» “creating fiscal space” (“bridging the gap”)
» “transferring risk to private partners”

* “introducing efficiency”

* “accelerating infrastructure plans”

* “introducing innovation”

@ WORLD BANK GROUP

Bringing private finance,
managing fiscal space

$1

5 NPV
potential collection

market

$4 constraints
" & fiscal rules

fiscal space N S : %
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Transferring (some) risks
to private partners

What do we know about risk:

o Risk aversion

e (Capacity for coping with risk

» Ability to pool risks

= “allocating risk to the parties best able to manage it”
What do we know about PPPs:

* SPVs

¢ Private finance, typically under project finance

@ WORLD BANK GROUP

Efficiency in the provision of
infrastructure and services

Incentive mechanisms
Credible commitment

Efficiency savings compensating for capital cost
Risk transfer for incentive, not as a goal

Fiscal space coming from efficiency

Lack of efficiency reducing fiscal space

@WORLD BANK GROUP
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PPP, one among
several procurement modes

ADVANCED INTE] E] PROGRAM ON
POLICY INNOVATION A AGEMENT — ATPIM 2015
June 2 1015
Washingion-DC, US4

@WORLD BANKGROUP

Initial PPP experience: 1990s

Worldmapper.org © Copyright SASI Group (University of Sheffield) and Mark Newman (University of Michigan)
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Initial PPP experience: 2000s

Worldmapper.org © Copyright SASI Group (University of Sheffield) and Mark Newman (University of Michigan)

@ WORLD BANKGROUP

Current PPP experience: 2015

Worldmapper.org © Copyright SASI Group (University of Sheffield) and Mark Newman (University of Michigan)
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Global PPI Data

Private Investment in Infrastructure in Low and Middle Income Countries (by region)

FIGURE 1: TOTAL INVESTMENT IN ENERGY, TRANSPORT, AND WATER BY REGION
2014 U53 3illion* Mumber of Projecis
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Global PPI Data

Private Investment in Infrastructure in Low and Middle Income Countries (main countries)

FIGURE 2: TOTAL INVESTMENT IN PPl IN
COUNTRIES WITH THE HIGHEST INVESTMENT
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Global PPI Data

Private Investment in Infrastructure in Low and Middle Income Countries (by sector)

FIGURE 3: INVESTMENT COMMITMENTS IN ENERGY, TRANSPORT, AND WATER

2014 UsS Billicn” , Number of Projects
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Ancient PPPs in Giza...
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Paris bridges

“mettre en rlsque mon bien et mon honneur 2 a
défault de réussite et, par contre-coup,
acquérant un peu de l'un et un peu de l'autre,
en cas que j'en sorte heureusement”

Atfantique |

Cedan

N\

~Canal du Midi
Cana{ de Gamnne

y ﬂordeaux

NG

“France.. |

,_\Toufouse . Béziers

S \ Carcassorme 5’/ Sete
DS "‘—\.3 4 Mer
'-'Espagne e w,\_,h Méditerrande
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Case: Canal du Midi / Garonne

Riquet was awarded a
perpetuous concession
in 1666, with the right
to collect a special
purpose new tax.

The canal, built in
1666-1683, was a
success, but the public
partner paid two thirds
of its cost.

@ WORLD BANKGROUP

Rail in Continental Europe

@WORLD BANKGROUP
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Roads in Continental Europe

@ WORLD BANK GROUP
29
The Extension of the Railway System
in E_r_lgland and Wales, 1845-1914
¥
-
Railways e
- S . (it 5 "
in the - o
. . 1842 . 1854
United Kingdom e
-
1876 1914
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London’s Bloomsbury
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What do we know about
those PPPs?

Over the long term, ancient PPPs were effective
procurement modes, providing efficient delivery, but
with some fiscal issues

e rapid implementation

e often innovation

* long term: “privatizing benefits, socializing losses”
» seldom no service to poorest users (e.g. water)

@ WORLD BANKGROUP
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Why do we expect current
PPP to perform better?

Current PPPs are expected to perform better than
ancient PPPs because of:

* larger and less concentrated financial markets
¢ more competitive procurement
* better risk allocation (from project finance)

But we still need to improve:

* project selection and prioritization

» procurement and contract management
» PPP fiscal management

@; WORLD BANK GROUP

Efficiency, sustainability

Experience has demonstrated PPP
effectiveness for

e the rapid development of infrastructure
» the reaching of productive efficiency

* the improvement of service to end-users

Efficiency (from the viewpoint of public
finance) and affordability will probably
require institutional improvements in
most countries

o
@ WORLD BANK GROUP
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Why are PPPs expected to
deliver efficiency?

@) WORLD BANKGROUP

Specificity of
infrastructure projects

Infrastructure projects are just a subset of public
projects, but a special one due to their

e sunk costs
e Size

* complexity
* |ong life

@ WORLD BANKGROUP
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Public infrastructure

but
often
affected

maintenance

@ WORLD BANK GROUP

Two core PPP drivers

performance
contract

private

financing

life-cycle
costing

low optimism bias
cost-efficiency
optimised design
innovation
fast delivery
guaranteed maintenance

@ WORLD BANKGROUP

34
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Rationale for PPPs

210D

- WORLD BANK GROUP
In each case, services provided according to public sector rules o

PPPs vs. privatizations

@W{)RLD BANK GROUP
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Range of PPP schemes

| “Pure Public”

Performance-based Design-Build- Licensed,
road maintenance - Finance-Maintain i regulated
cofitact contract for a new : energy
— Gavernment pays, school building distribution
Janitorial — © onditional on road Gove':_"fmff"y" company
service contract: dialit canditional on 1 L
for school g 4 e ougitabifity : Design-
Operations and i
en ey Maintenance Rehabilitate-
R O ” g Finance-Operate-
P 9 : (O&M) contract for Y P
Design-Build an existing Mamtam:luntra;t
contract for hydroelectric plant tcl;upgru S108 i
new road Government-owned off- and convert to tol
7 taker pays, for road
electricity supplied User pays through tolls

PPP  Other type of private sector involvement in infrastructure

@WURLD BANKGROUP

Whole-life costing

PPP capital and maintenance expenditures (2t constant prices)
for a single stratch

the life cycle of an infrastructure project

6/22/2015
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The life cycle of a
non-PPP project (1)

\ non-PPP capital and maintenanca expenditures

i
1
H
i
1
'
|
i
|
i
'
i

the life cycle of a non-PPP infrastructure project with poor design

@ WORLD BANK GROUP

The life cycle of a
non-PPP project (2)

\ non-PPP capital and maintenance expenditures

!

the most probable life cycle of a non-PPP infrastructure project

—
@ WORLD BANKGROUP
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The life cycle of a
non-PPP project (3)

i Can you imagine what is the expected
performance of an infrastructure with
this level of maintenance?

\ non-PPP capitalfand maintenance expenditures
|

1

1}

L

}

:

¥

AL

the most probable life cycle of a non-PPP infrastructure project

@ WORLD BANK GROUP

Usual alternatives

[ fast delivery ] [ poor design

[ . costoverruns

L better design ]I slow delivery ]
Lp'oor maintenance ,

[ fast delivery " higher financing cost ]
L good design I! long-term contract ]

@ WORLD BANKGROUP
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Focussing on outputs,
not inputs or processes

The private partner will care for design,
implementation & maintenance/operation

The public authority needs to focus on

« Defining the project:
— goals
- performance indicators

« Drafting the PPP contract:
- risk allocation
— incentive scheme: rewards, bonus and penalties

¢ Creating institutions and capacity for:
— procuring the contract under effective competition

@wunmsmsnour monitoring project performance

Contract management,
a new challenge

Complexity of contract management
« Interface with third parties
» Change management

Contract management capacity: Vol Lo !

* Hiring and training

. i i ini d strategic
Motivating and retaining  partnering e

¢ Disclosure and transparency :

Main sources of inefficiency:

« Contract renegotiation mismanagement

» Fast technological change and obsolescence
s Policy changes

@WOR{D BANKGROUP
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PPPs as credible
commitment

PPPs present a credible commitment for
implementing a transport project
* project revenue is dependent on reaching the

operational phase, creating a strong incentive for
completion

 the private partner starts the project with a full
financing scheme, avoiding the usual public
finance troubles

@ WORLD BANK GROUP

The PPP scheme

‘Grantor

Concession
contract

Reg_ulator 5

Direct
agresement

‘Sharsholders T B

gt Financing SRR R
o S | contract Rl
=7 . -~ Banks:
/’/" ) |
4’//’r
Insurance /’// User fees Sg:rsal:‘zc”ﬂon "
pu|\cl(f,5/’ \conlracts
e —a
~ Insurers  Contractors
e Users iR
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Transaction

Advisors
Due

- Diligence
Advisors

Lenders

Loan
agreement

Operation &
- Maintenance
Contractor:

QOperation and
maintenance

Sy

{};

- Construction

Contractor

3
o
.
s
Qﬁ

Equity

/Shareholder
agreement

Sponsors /
Sharehoiders

2 MDBI DF‘ .............. .

Government
(National or
Sub-National)
Procurement
Authority

st

Offtaker

Purchaser
_{Private

Services
Offtake Purchase
agreement

Sovereign Guarantees

Fued supply a;freemem;g‘

Input
-Supplier
{fuel}

Direct
agreement

Or is this the PPP scheme?

Complexity of PPPs

CO

audit
office

CF HEW 00T RALES

@ WORLD BANKGROUP
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PPPs as an
incentive mechanism (1)

é i
/’——\ !
cEE e i
f I
contractual i
requirements
preliminary X, competition i
optimization —* Sl contract —+ efficiency
SRR among
bidd:
tender e
ritles
\\

tender mechanism for delivering the optimal contract

@; WORLD BANKGROUP

incentive mechanism (2)
commcting public authority expectations
_________________________________________ =
T T
| _pablic authority sxpectations !
s el
i1 T :
T 1 1
f ] 1
£ ! Institutions ;
eontraciual : ]
TeqUiTAments ' !
prefitninary ! !
aptimization| 2 A competition . change and
AT ——— renegotisted] | —
™ among : eflciency
bidders CUnLract
tender nRnRgement :
rules ? !
/ e npeen T b i
- private partner expactations
tender mechanism
global mechanism
@WURLD BANKGROUP

25



Why do we need to care for
PPP fiscal management?

[CAN PROGRAM ON
VAGEMENT = AIPINM 2015

@ WORLD BANKGROUP

Fiscal icebergs

@ WORLD BANKGROUP
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Transport in Portugal:
the fiscal iceberg

SI: ADEMM ENCARGOS GOM
PROGRAMA DE
TRANSPORTES - 2008

Cap.50: 169€ MM

MOPTC 449 EMM

Institutos e SFA: 337 € MM OE 700 €M

Ind Compensatarias cap 60 [MFAP): 251 ¢ MM

Fundos EU Empresas € 130MM
Receitas consignadas €480 MM da CSR

Variagdo de passivo total das empresas SEE de
infraestrutura e transportes: cerca de 2.500 a 3.000 € MM

hitp:fppplusofonia. blogspol.com

Transport in Portugal:
the fiscal iceberg

Translating:
* Transport expenditure (Min. Public Works) €449m
* Transport expenditure (Min. Finance) €251m

Total reported expenditure 2008: €700m

Net change in assets in transport sector SOE:
* €2,500m to €3,000m

Net change in (out-of-budget) PPP commitments:

s €3,000m

@ WORLD BANKGROUP
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Portugal: highway PPP development

Highway network developed 100% under PPP schemes

3500

3000

2500

Motorways
Kms in Operation
a B
[=3 (=]

o o

EE 11

| - ]
1000 ,:_/%

500 ‘Eﬁ = i
® :“-—___/ r E ¥ i K x 3 £ X
0l A A
1985 1990 1995 2000 2005 i 2010 i
* - PPP Contracts 16 23

Source: Institute for Mobility and Transports (IMT), quoted by UTAP

@ WORLD BANK GROUP 55

Portugal: The situation in 2011

2011 debt crisis — strong fiscal sustainability concerns about PPP

= PPP sector “do nothing” scenario unsustainable from a
contract lifecycle perspective = need to renegotiate contracts

2.500

/—- 2015 gross financial commitment
= £ 2,100 million = 1.5% of GDP

% Health sector 8 Motorways

H . :
v = Security s Railways
~ 1500 i '
3 Total outstanding gross
a & ST 5
s 1000 8 . payments = € 37,000 million
g
500
a
2012 2017 2022 2027 2032 2037
Source: 0E2012, Ministry of Finance

PPP sector reform in Portugal — Fernando Crespo Diu 56

6/22/2015
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Fiscal Transparency: Lessons from the Crisis
Example: General Government Debt in Portugal

120 120
Arrears

General Government grass debt

100 -1 100
SOE & PPP reclassifications
SOE & PPP debt outside the
General Government
Non-SOE & PPP General ™
# Government debt N 80
60 e 60

Il

? ’ 40
1991 1992 1993 1994 1995 1396 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
*Only includes Central Government SOE debt pre 2007

40

Johannes Mueller & Richard Hughes
Waorld Bank BBL, April 2, 2013

Fiscal Transparency: Lessons from the Crisis
Lack of Transparency Exacerbated Problems

Sources of Unexpected Increase in General Government Debt
(percent of GDP, 2007-2010)

Issues Revealed
,
FRA DEU NLD ESP PRT GBR USA GRC IRL ISL AVE by the Crisis

Underlying flscal position 17 32 -24 18 113 37 841 163 13 109 6.0
Unreported
Revisions to 2007 deficit & debt 17 18 -089 01 01 15 71 25 16 4.0 4.7 Deficits:
Changes to governmentboundary  -0.7 14 -02 06 94 19 09 11.2 01 25 1.1
Cash-accrual adjustments 07 00 -13 13 17 03 00 26 -02 45 02
Exogenous shocks 84 128 142 154 84 17.0 63 400 602 395 9.3
Macroecanomic
Macroeconomic shocks 83 47 52 130 44 89 38 384 357 3.3 6.0 Risks
Financial sector interventions 00 81 90 25 36 81 25 16 245 428 3.8 =GR il 1
§ Liabilities
Policy changes 23 38 19 49 47 11 64 -80 -99 -43 47 Stimulus/
Consolidation
Other factors 21 03 65 19 37 62 83 -7 75 216 59

Total Unfarecast Increase in Debt 144 195 202 240 278 28.0 29.1 417 59.1 67.7 264

*BDP-weighled averdoe Johannes Mueller & Richard Hughes

Works Bank BBL, April 2, 2013

29



Fiscal Transparency: Lessons from the Crisis
Addressing Weaknesses in Reporting Standards

Problem Weakness in Previous Standards

Revisions to Deficits -
Quasi-fiscal Activity ‘
by SoEs

e —— —veerim

Macroeconomic
Shocks

-

.

Infreque'nt fiscal
reporting

o

4

L

Exclusive focus on
general government

o)
)

Losses on asset &
liability holdings not
recognized

Bias in
macroeconomic
forecasting

e

No recognition of
contingent liabilities

"

Recommendation

e ™
Monthly operational
fiscal reports

Publication of fiscal
data for public sector
.

Recognition of
doubtful debts in
9 summary aggregates J

.
Alternative macro-

fiscal scenario
analysis

Recognition of
quantifiable
§ contingent liabilities )

Traditional budget process

¢ (Cash-based

* Annual appropriation mechanism
e “Competition” for the budgetary endowment
e MoF project filtering, or decentralization

e Scarce checking for long-term sustainability

(this is not appropriate for the case of PPP)

@ WORLD BANKGROUP

Ll
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Government payments
Iin traditional procurement

250

Plus contingent liabilities coming from

/ construction cost overruns and operations

200 +

£ Traditional procurement $m

150

100

50

0 R e |

1

@ WORLD BANK GROUP
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Government payments
under PPP procurement

250

200

PPP procurement $m

150

100 -

| Plus medium- and long-term contingent

50 -

/ liabilities from explicit or implicit guarantees

1

@ WORLD BANKGROUP

0 Ao

7 e

RTmmmm

3 5 7 9 11 13 15 17 19 21 23 25 27 29
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How PPPs (mis)fit into the
traditional budget process

e Usually there is no formal appropriation for PPPs
* No competition for the budgetary endowment
* Typically poor (or absent) MoF project filtering

e Significant long-term liabilities (costs and risks)

@ 'WORLD BANKGROUP

&

The link to fiscal reporting

Poor fiscal management and reporting may:
e Bias decision-making in favour of PPPs

e Reduce the quality of project selection

e Distract contract-design from efficiency goals

e Reduce concerns for fiscal sustainability

¢ Reduce private sector confidence in government

6/22/2015
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Effectiveness and efficiency

efficient from
the viewpoint of
public purse

@ WORLD BANK GROUP

&9

Foundations
of PPP efficiency

Output-based long-term contracts:
» Core: design + construction + maintenance
* Performance-based payments
- whole-life costing
Private capital at stake - credible commitment
Good project selection (CBA, VFM, affordability)
Competitive procurement
Adequate contract management
* Partnering
* Contract enforcement

* Prevention of strategic moves
@WDRLDEANKGROUP
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Applying the contract

(enforcement)
PPP contracts are long-term, T
complex, incomplete contracts
performance : 7
hoild be < PPP pro;ec.ts are related to services
: of general interest
monitored
PPP projects are subject to political, )
l commercial, technological change
‘ : project performance 3
poor [.)erforman.ce should imply > | should be disclosed
| applying penalties iand udited .
@ WORLD BANKGROUP
61
Partnering

-

/_
PPP contracts are long-term, |
\complex, incomplete contracts

l implementation

: PPP projects are related to services 1
Lreqmres some <

sublic action of general interest

-
PPP projects are subject to political,
l commercial, technological change

‘ public sector should cooperate ehould iRk with otker

contract manager
]

i\and not jeopardize efficiency Sublic stakeholders

=

@WORLD BANKGROUP

&
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Change management

P
PPP contracts are long-term,
complex, incomplete contracts

change may
affect and disturb

< (PPP projects are related to services ]
public service

of general interest

/
PPP projects are subject to political,
. commercial, technological change

procedures should be
in place

{change should be managed by

\
contract management
o
contract managers }

@ WORLD BANKGROUP

Private operator
strategic behavior

-

p
PPP contracts are long-term, }
. complex, incomplete contracts [

Private operators i 3 ;
: perato PPP projects are related to services
may induce 5 :
of general interest
change e

e
PPP projects are subject to political,
| commerecial, technological change

contract management
} ——> | should include some

strategic reasoning

contract manager should
prevent perverse moves

@ WORLD BANK GROUP
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Renegotiation
[ =
PPP contracts are long-term, ]
complex, incomplete contracts
p
Lt contacts may PPP projects are related to services
need to be <~ .
of general interest

renegotiated

/3 =N
PPP projects are subject to political,
| commercial, technological change

PPP contract disclosure >
} —> | helps in safeguarding
PPP efficiency

PPP contract renegotiation may
jeopardize PPP efficiency

@( WORLD BANKGROUP

Poorly designed contracts

£
PPP contracts are long-term, ’
complex, incomplete contracts

contracts may lack
proper incentives

f
P PPP projects are related to services }
for efficiency

of general interest

PPP projects are subject to political,
commercial, technological change

gateway processes
{they should have been carefully} > | should guarantee the

reviewed and adjusted review of PPP contracts 7

@ WORLD BANKGROUP
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Poorly selected projects

PPP contracts are long-term, 1
\Emplex, incomplete contracts

projects may be

. PPP projects are related to services
poor projects or <= proj

of general interest

lack priority
c 2\
PPP projects are subject to political,
commercial, technological change
gateway processes D
Lno PIODeE toptiact h —3> | should guarantee the
management can save them review of PPP projects

=4

@ WORLD BANK GROUP

Unaffordable PPP programs

E
PPP contracts are long-term,
complex, incomplete contracts

s

(
a BEP program PPP projects are related to services ]

may simply be < :
e \i general interest
PPP projects are subject to political,
l | commercial, technological change

gateway processes w
—> | should review PPP |
|

i
JI program affordability

: )
long-term fiscal costs and risks
should be well scrutinized

@ WORLD BANKGRQUP
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PPPs and governance

Institutional :
Framework @ % :

Government

assessing costs, benefits, and
ri.f_.ks; selectin_g PPP projects

: procurement: preparing PPP
schemes and draft contracts;
tendering contracts

managing PPP contracts:
_applying the contracts,
- partnering, and managing
change and fiscal risks

Do PPPs bring innovation to
the public sector?

@ st O s SOPLA

ADVANCED ENTER-AMERICAN PROGRAM ON
POLICY INNOVATION AND MANAGEMENT - AIPIM 2015

@ WORLD BANKGROUP
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PPPs and innovation

What kinds of innovations PPPs can bring

public sector, even outside the scope of PPP projects:

* additional design focus on outputs and results,
instead of inputs and production processes

* project cycle whole-life costing approach

adopted in all project assessments

* additional performance benchmarking (PPP
versus other projects, including non-PPP projects)

* improved fiscal management of infrastructure

@ WORLD BANK GROUP

to the

o
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Rui Sousa Monteiro

senior public-private partnerships specialist

tel: +1-202-473-9450

e-mail: RMonteiro@WorldBank.org

World Bank
1818 H Street, N.W.

Washington, D.C. 20433, USA
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