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Five Phases of Any Project

¢ Including Public - Private Partnerships
¢ Phases

Feasibility

Procurement
Development/Construction
Delivery

Exit
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Project screening

@ The Concept Note

¢ Projects will be hard to evaluate unless
the PPP unit develops a standard
application, so it has the same
information on each project



Project screening

[. POLICY ISSUES

II. PROJECT DETAILS
II. PPP DETAILS

IV. FINANCIAL DETAILS
V. PROJECT RISKS

Goal: Develop a standard “application form” that the contracting authorities can
use to prepare the information needed by the PPP unit

Two components: instructions to contracting authority, asking for specific
information AND evaluation tool to review that information when you get it from
the contracting authority, so it can be compared with other potential projects



Project screening
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POLICY ISSUES

Policy goals & legal environment -

Describe how the project relates to the national development priorities and
specific development plan of your organization. (Include any preliminary
planning document that may have been prepared in connection with the
project.)

Describe the institutional need of your organization to be addressed by the
project.

Describe any similar services/facilities being provided now, absent the project.
Describe the evolution and any history of the project.

Indicate whether your organization has undertaken any similar project in the
past.

State the legal basis for your organization’s authority to undertake the project.
Indicate whether any change to law or regulation is required to undertake the
project.



Project screening
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POLICY ISSUES

Policy goals & legal environment -

Is project consistent with plan?

Is project consistent with institutional need?

Is there any precedent for project?

Is legal basis clear?

Are no changes in law /regulation required?

Are services/facilities unlikely to be delivered without PPP?



Value Assessment

@ Three tests:
1. Affordability
2. Provide Risk Transfer opportunities
3. Value for Money



Project screening

¢ Value for Money



Value Assessment

& First, 2 basic cash flow models
developed for the project:

& Public Sector Comparator (I°’SC) Model
¢ P3 model
¢ Finally, risk-adjusted



A proposed PPP project may provide value for maney, But be unaffordabie if the spacifica-

tions are too high. Value for money is a ¥ for PPP . but not
a sufficient one. IF a project is ur it i the instituticn's ability to deliver
ather sorvices and it should not be pursued. ility is the driving in all PPP
projects.

Value assossmont

Part 1: Construct the base PSC model

Part 2: Construct the risk-adjusted PSC

Part 3: Cy the PPP modol - 3
Part 4: G4 the risk PPP model
Part 5: Sensitivity analysis. .

Part 8: Demonstrate

Part 9: Verify informalion and sign off

8. mm&&mlm-mmmm‘,mmmmmhmw
models and shown as net present vakse (NPV), using appropriate discount rates.
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Value Assessment

& Revenue identification
=1 Possible sources?

2 Note —need to do market testing if no
history (again, here is need for outside
professionals)

2 Market testing is key to feasibility study
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Value Assessment
¢ What's wrong with VIM?

2 Market distortions in most emerging
market countries

2 Capacity /experience to develop PSC
= [f can’t do PSC, what about P3 model?

¢ Competitive bidding as a proxy for VIM
= [f [CB standards AND
=» Have several bidders
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P3 and the Feasibility Study
¢ What does feasibility study do?

= Financial model

2 Market demand study
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P3 and the Feasibllity Study

¢ Only feasibility study can show
1. affordability
2. risk transfer to private party
3. value for money
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Due Diligence & Risk

¢ These relate to key financial, legal and
regulatory issues that may affect the
successful implementation of the
project

& Must be comprehensive (incl. obtaining
legal opinions)

16



Due Diligence & Risk

¢ Words to live by:

= All risks must be either insured or
controlled

¢ If you don’t know about a risk, you
can’t do either!

¢ Hence the critical nature of due
diligence
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Due Diligence & Risk

¢ Why now?
& Project costing by institution
¢ Pricing by bidders

¢ Delays during negotiation
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Due Diligence & Risk

¢ Legal & Regulatory issues:

Procurement laws

Labor

Tax

Environmental / historic

Foreign exchange

Use of certain financial instruments
Competition legislation
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Due Diligence & Risk

¢ Physical site (land) issues:
2 Clean title
2 Ownership by private persons permitted

2 Conflicting claims (minerals, leases,
development, etc.)

= Environmental/historic/ geotechnical
@ Zoning
2 Local/national master land use plans
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Risk and pubilic sector procurement

In conventional public sector procurement, risk is the potential for additional costs
above the base PSC model. Historically, conventional public sector procurement has
tended not to take risk into account adequately. Budgets for major procurement
projects have been prone to optimism bias - a tendency to budget for the best
possible (often lowest cost) outcome rather than the most likely. This has ied to
frequent cost overruns. Optimism bias has also meant that inaccurate prices have been
used to assess options. Using biased price information early in the budget process can
result in real economic costs resulting from an inefficient allocation of resources.

duch of the public sector does not use commercial insurers, nor does it self-insure
ithrough a captlive insurance company). Commercial insurance would not provide value
for money for government, because the size and range of ifs business is so large that if
does not need 1o spread its risk, and the value of claims is unlikely 1o exceed its
premium payments. However, government still bears the costs arising from uninsured
risks and there are many exampiles of projects where the public sector has been pooy
at managing insurable {but uninsured) risk.
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Due Diligence & Risk

& Assessing risk —cont.
Result=Risk Matrix
¢ Should become part of PPP contract
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Risk Matrix

STANDARDISED PPP RISK MATRIX
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Risk Matrix

AHNEXURE 4: STANDARDISED PPP RISK MATRIX

No. | Categories Descriptian Mitigation Allocation
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Risk Matrix

AMNEXURE 4: STANDARDISED PP RISK MATRIX
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Risk Matr

AHNEXURE 4: STANDANDISED PPP RISK MATRIX

No. | Categories. | Description Mitigation Allocation
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Structuring: Project Finance
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Structuring the Financing: 3
Key Issues
& Revenue sources

& Off-taker risk

¢ The 800 pound gorilla- sovereign
guaranties
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Structuring the Financing

¢ Government contributions are currently

sought in typical project finance
structure, but....

¢ Contribution can be asset up front

(equity contribution), or payments over
time that are revenue to the project
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“Financeabillity”

& What are the revenues of the project or system?



Air Cargo

Developer Partner 1 Partner 2

Borrower Indenture $ $

BHSs
LLC
DT,

Construction Loan
Agreement

MWAA Lease DT,
+ Term Airport
+ Construction A thp "
« Operation uthority

Federal
Government

Federal Lease
e Term
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