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1. Introduction
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Organizing to Deliver the Required Output

A comprehensive approach across the entire supply system: ensuring that the institutions,
systems, resources and rules are all aligned to deliver against the required output.

Required Output

Defined as ...

e Adequate supply to meet « Adequate network capacity e 100% household and firm

demand - . access to piped water suppl
o Efficient operations, Pressure PP PPy

e Strategic AM, Low (economic) NRW

... Requires

e Smart investments e Effective management team e Appropriate skills and

e Adequate water tariffs and capability, Incentive kPIs technical solutions

e Incentives e ICT (Integration of Information e Intelligent (“Smart”) Water
and Control Systems) Systems

= Afcap
= Consulting g J J C

= African Capital

Advieary Carvirac
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Primary Restructuring Objectives
Example: Urban Water and Wastewater Sector in Oman

v Achieving water security and reliability at lowest
expected cost: efficiency

v’ Contributing to universal and affordable access to
water and wastewater services

v’ Contributing to public health and environmental
protection: safe and reliable water quality
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In addition, ...

v’ The restructuring of the water and sanitation sector
may create the conditions to have access to private
finance (blended finance) for future large investments
in the sector.
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2. Objectives of the PPP
Business Case
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Objectives of the PPP business case

v To support and justify the case for investment

v To provide a realistic assessment of what is

possible, not a list of impractical assumptions and
proposals

v To show why a particular project has been given
priority over other possible alternatives

v To enable political decision makers to decide if the
project should proceed as planned
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Contents of the PPP business case - 1

<> A clear definition of the service objectives and the
outputs — how the project alighs with the national and
sector plan

<> Results of an appraisal of alternative options
/scenarios

<> Indicative costs of the preferred scenario and an initial
assessment of value for money and affordability
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Contents of the PPP business case - 2

<> A project management plan for project execution

<> An analysis of the risks and benefits associated with the
project scenarios

<> The cost of the proposed solution
<> Implementation strategy

<> Review and approval

<> Results of initial market sounding and possible private
interest
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4. The initial
concept stage
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The PPP Life Cycle

-
|

Preparation

Procurement
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Importance of initial “concept” stage

v" Need to emphasize importance of this early stage
- Be very clear about objectives of the PPP (including any pro-poor
aspects) and required outputs
= Encourage iteration, interaction, stakeholder discussions, retracing
steps — don’t rush
= Test priority in national development plan

v' Goal for this stage: scope out the PPP concept just enough

so that:

= Major stakeholders can have informed opinions about PPP

= Critical risks and potential obstacles (and ways to deal with them) can
be identified

= Rough estimate of level of tariffs and payments from budget can be
obtained — and initial judgment about whether these will be feasible

= Atailored scope of work for the consultants to carry on with project
preparation can be prepared (feasibility & transaction work)
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Overview of typical initial stages
in PPP preparation

1. Project identification
What are the features of good pilot projects — to start a PPP
program with?

2. Exploration and preparation of basic PPP concept
Be clear about objectives (including pro-poor objectives

3. Initial development of PPP design, (pre-) feasibility studies
Ending up with formal document: “Feasibility Report” or
“(Outline) Business Case”
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Initial market sounding exercise

Prepare information brief and then invite potential bidders,
lenders and investors to a meeting

Useful to do before final stages of preparation of feasibility report
(or business case)

Objectives

= Communicate context, objectives, requirements, risk allocation, etc.,
to interested parties

= Provide opportunity to express views about the project

= Confirm whether basic scope and design of PPP scheme is sound and
achievable

= Explore new, innovative, and alternative solutions

= Seek opinions of participants about potential problems, obstacles,
risks
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The way forward - Testing after acceptance of the
concept

After the decision to proceed with preparation, test
the market appetite informally through phone calls
& emails etc., just giving the broad outline to test the
potential bidders on their interest and appetite and
get an idea of what their views are.
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PPP Output Specifications

» One of the important drivers for value creation in a PPP
project is specification on an output basis. Output
specification defines the desired outcomes to meet the
overall objectives of the infrastructure, without specifying the
actions required to achieve them.

v" Output specifications allows the private partner to innovate in
determining the best way to deliver these required outputs terms of
how the project can best be designed, developed and operated.

v" Minimum standards may also apply to a PPP. This means that the
project may need to meet certain minimum standards specified in
general (for example environmental standards) or for that water sector.



http://www.google.com/url?sa=i&source=images&cd=&cad=rja&uact=8&ved=0CAgQjRw&url=http://www.lithuaniatribune.com/25639/the-needless-controversy-of-nobel-peace-prize-201225639/10530873-european-union-logo/&ei=GJlHVKqBIavW7QaGnoGYBQ&psig=AFQjCNFdWvvWdAa2vYrnDTX_DH9JyJwukA&ust=1414064792630089

Traditional Specification versus

Performance Specification
Traditional PPP

The public body prepares a
detailed design and
specification, calls for tenders
and pays for the construction,
ensures compliance and on
completion, operates it
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Output Specification, in summary ...

v" Focuses on meeting the demand for a service
and not on the detail

v Specifies the service outcome and outputs

v" Transfers risk

v" Allows innovation and the benefits of
integrated “design and build”

v" Must be flexible to allow competitiveness
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“Smart” Output Specifications

» S: Specific

» M: Measurable
» A: Achievable
» R: Realistic

» T. Timely
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Value For Money (VFM)

v The preferred alternative must demonstrate
best “Value For Money”

v The PPP must broadly show more value for
money and more effectiveness than the PSC
(Public Sector Comparator)
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Value For Money (VFM)

Not to be confused with lowest initial costs but rather life
cycle costs

The preferred alternative must demonstrate best value for
money

The application of these Principles are continuous as the
projects moves trough the phase

The PPP must broadly show more value for money and
more effectiveness using the PSC (public sector
comparator)
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Value For Money (VFM)

v’ Better VFM means that PPP delivery of

a project is more attractive than ey
conventional public delivery from the o
RISK RETAINED BY
public perspective. b
PUBLI T

OPERATIONS &
MAINTENANCE

OPERATIONS &
MAINTENANCE

v VFM is the difference between the cosTs

COSTS
total life cycle cost of a traditionally o
procured project and the total life cycle - costs

cost of the same project procured as a

PPP, both providing the same level of sy Toats
quality of service

TRADITIONAL ALTERNATIVE
DELIVERY DELIVERY/P3
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Affordability

Value for Money is important but as relevant is whether it can
afford the service fees or the consumers afford the tariffs

» Affordability is not the same as VFM

» Affordability is based on the availability of resource over the

entire concession period

Affordability is much more of a political decision: Can I provide
it on the budget or am | prepared to increase tariffs without
affecting demand or promoting social unrest ?
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¢ > <

Other considerations ...

Enough information must be available to justify existing
demand and predict future demand

Low initial demand can be supported by a guarantee of
minimum utilization

A modular with staggered capital expenditure, may be required

Highly technical rapid obsolence projects are not suitable

Doubts about long term market should disqualify the project as
a PPP
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Risks in Selection Process

<> No champion
<> Not really necessary or a priority

<> Realities on the ground not considered i.e. affordability
(Changing need to demand)

<> Unskilled project team

<> No budget for further preparation
<> Not suitable as a PPP project

<> Not Value For Money (VFM)

<> Previous failed efforts have led to bidding fatigue
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Common Mistakes

<> Public authority unclear on what it wants

<> No communication with stakeholders

<> No commitment from stakeholders

<> Lack of a champion teams without resources

<> Unrealistic transfer of risk and unresolved issues with

regard to incomplete information

< Unrealistic implementation timeframe to implement
PPP

<> No quality control
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5. Proposed framework to
assess PPP proposals
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Proposed checklist to assess PPP project proposals

Criterion[@ 52 472 32 27 1@
2l appropriatel 2l
CapitalRosti?
Cost@ecovering@ariffsiz 71 2l
Affordabilityl@ : :
Creditworthinessiflaff-taker(#®l FInanCIaI ]
Estimated#utureXash#lowsRb B PVE
PoliticalRthampionshipl?
Institutional@apacityDfiEZrantor
(oversightR@nonitor): |
OtherAuthorities@nvolved/consulted? |ﬂStItUtIOnal ]
StakeholderzZzngagementztzlidevelsz
PPP@ptionEFdapted@o@ectoralEndE
projectRontextl
Preliminary@heedsZFhssessmentlz
Rigorouseast-costZnalysis@fRlemand- =1 =1
sideEndBupply-side@ptions#orz 1
increasingzvailable@vaterz TeChnlcaI |
Alternative@olution "
RiskZEssessmentl Operatlonal ]
RiskZllocationEnd@nitigationl@
Initial@PPPRbptionsZanalysislk
Business@ase{economicERMAinancialX
viability)
SocialRonditions@ PPP }
Environmentalonditions[2 }
InitiallEnarketIEoundingE
‘-_L\ s eses
= Consulting g JJ o000
i i <l 'Y X X
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Suitability Filter of PPP Proposal
1 (Financial)

Capital Cost
4

Cost
Recovering

Tariffs ~+=Searies |

=@=Series 2

Cash Flow

Credit-

worthiness
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Suitability Filter of PPP Proposal
2 (Institutional)

Sectoral
Context

Stakeholders

Political
Championship

Institutional
Capacity

Other

~#=Series |

=@=Series 2
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Suitability Filter of PPP Proposal
3 (Technical)

Needs
Assessment

Risk Least-cost

Allocation - Analysis -#-Series |
' =@=Series 2
Risk Alternative

Assessment Solution
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Suitability Filter of PPP Proposal
4 (PPP concept)

Initial Options
Analysis

Business Case

(economic/
financial) ~*Series |

=@=Series 2

Initial Market
Sounding

Environmenta Social
Conditions Conditions
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6. Summary of
identification and
selection step
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4

Planning

<

Concept

S

Proposal

<

* Development plan that identifies
a need

» A concept note is prepared and
a limited array of PPP options is
proposed

» A pre-feasibility study is developed
by contracting authority or sponsor

» PPP options are ranked and
prioritized by stakeholders

 Detailed Proposal (Feasibility
Study) is prepared

Source: AfCap Consulting (Johan Kruger), 2015
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A Pre-Feasibility Study concludes the
identification process

<> Refine concept pre feasibility into a proposal

<> Articulate Driver

<> Consider what type of PPP could be suitable
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Steps in PPP Development

STEP 1: PPP STEP 2: PPP STEP 3: STEP 4: STEP 5:
SITUATION OPTION OPTION TRANSACTION TRANSACTION
REVIEW SHORTLISTING SELECTION DESIGN IMPLEMENTATION
Financial Financial Flnanc_lal
_ Model Modeling
Review Transaction
- Procurement Management
dentity Shortlist Planning
Financial
Preferred PPP Arrangements
e Decisions Option Structuring
& Regulatory on leaal &
Review 9 L | Institutional
corporate egal & Arrangements
__form Institgional °
International RN ,’" ‘\\
Trends Reviev/ Communi- L
cation Communication
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8.

PPP Manual Outline

Introduction

= Objectives

» Getting Started: How to use the Guidelines
Principles of PPPs in Water Infrastructure
Project Conceptualization (PFS)
Feasibility Study

= Needs Analysis

= Options Analysis

= Due Diligence

» Value Assessment
Preparing for Procurement
Tendering and Bid Evaluation
Negotiations and Financial Close
Contract Compliance Control

Annex 1: Glossary

Annex 2: Selected PPP Options
Annex 3: KPIl in PBCs

Annex 4: Consulted Literature
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