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Objective

To stress the importance of the procurement
process, contract management and
termination process
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The PPP/PFI Life Cycle
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Procurement
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Never too early to start

Contract preparation starts at prefeasibility and evolves throughout the
project cycle intensifying during the procurement process and culminating
in the signing and the contract

Issues like
Performance
Rewards

Risk transfer
Due Diligence
Land availability
Termination

v
v
v
v
v
v

Need to be developed in a parallel with the feasibility and business case
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Outline of Procurement Process

Project launch

Pre qualification

Dialogue

Selection of
preferred bidder
Number of
Bidders v

Intensit
y and
Info
required
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Preparation for bidding process

Finalise

4 Bidding approach

 Project information memorandum
 Evaluation criteria

1 Due diligence process

4 Outputs required

1 Compensation method

] Draft PPP contract
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Procurement Notice and Invitation to
Tender

Open competitive Prequalified

® Publish invitation
advertisements

® Request EOI

® Preselect

® Notify shortlisted

® Provide detail documents

 EOI’s are used to screen
potentially interested
parties
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Content of EOI

J Terms and conditions of EOI

1 Broad description of Project and outputs
 Format of response

J Requirements of response
 Evaluation criteria

% Centred around the financial capacity,
experience composition of Bidder management
capacity

“* Anti corruption checks
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Requirements from bidders In

JT
JT

response to EOI

ne participants in the consortium

ne structure of the consortium

1 Proof of capability
1 Examples of similar projects

 Financial resources and preliminary

arrangements

 Indications of approach to be followed
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Pre-Qualification

Pre-qualification is most critical:
v' Open Invitation / International Advert

v' Pre-Qualification Document with relevant
iInformation

v Pass/Fail criteria (experience, resources)

v Four/Six Weeks between advert and deadline for
application / EOI
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Content of RFP

Standard Documentation

General Information to Bidders

Terms and conditions of the RFP

Draft PPP agreement

Minimum conditions to be met to be considered and commitments required
Bid formalities and Evaluation criteria

Project description and supporting information Normally as a PIM

Output Specification

Details on information access and briefing session (Bidders Conference)

Site visits if applicable

o000 0000 0

Payment and penalty systems

= Afcap
= Consulting g J J

= African Capital

Advieary Carvirac
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Use of Standard Specifications

J The RFP must apply objective standards, which are
measurable and consistent with best practice.

1 Make extensive use of specifications applicable to all
standard components of the project. These could be
construction specifications and standard operational
requirements (SABS and ISO are prime examples).

] Select appropriate standards with care: How applicable are
they to the project? How are they used in the industry? Are
they appropriate?
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Creation of a Data Room

The creation of a data room where all information is
accessible and strongly recommended

All project information is made available in the data room

All queries are lodged in the data room and all response
are placed in the data room

Information will also cover Procurement framework and
timelines, Instructions to bidders, requirement of due
diligence, payment regime and important definitions
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Project Information Memorandum

U

o000 00D

The project sponsor and Public sector team and
advisors

Project rationale project requirements
Scope

Potential risks to be transferred
Status of approvals

Status of public consultation

Information on supporting infrastructure

Potential DFI funding if available
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Essential Minimum Requirements

Minimum compliance to qualify for consideration with non compliant bids
rejected:

e Financial (for example, proposed funding structure ,Debt /equity proposed
commitments obtained from investors and financiers , demonstration of
affordability, risk assumption, funding by private party, term sheets, and minimum
iInsurance requirements)

e Legal (for example, requirements for the types of participant in the consortium,
shareholder agreements, bidder details, waranties and idemnities term sheets or
draft first-tier subcontracts, and a mark up of the PPP agreement to indicate
deviations from the proposed PPP agreement and to explain in their bid
documents the reason for the deviation.)

e Technical (for example, essential components making up the life cycle of the
service and additional operational minimum requirements)

e Additional mandatory requirements (for example, tax clearance certificates for
all consortium members). Financial Modelling



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

Evaluation
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Principles of Negotiations

® Negotiations should only be conducted with the
prefered bidder

® The aim of negotiations after the bidding closes
IS to ensure that the options chosen is optimised

® Consider alternatives proposed by the bidder to
Increase value for money

® Measurable performance should not be sacrificed

® The link between performance and penalties
/incentives must be retained
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Bidding process — 1 Stage vs 2 Stage

Pros cons

Faster 1 S = no possibility to have the Bidders to
amend their Bids if, upon discussions in
between Stage 1 & 2, some shortcomings are
identified

No or limited possibility to ask bidders for
clarifications on their technical proposal
(calculation notes, demonstration of design
performance, etc.) => how to assess technical
responsiveness with 1 S while no questions of
that kind can be asked
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Two-stage Bidding - 1

Technical Proposal

Bidders present separate technical proposals containing
their business plans (including investment and
eventually financing plans) detailing how they would
meet the operational objectives and performance
targets specified in the draft contract, a copy of which is
iIncluded in the bidding documents.

These proposals are reviewed for consistency with the
project specifications and requirements, and evaluated
before proceeding to the financial offers. They are
evaluated as either satisfactory or unsatisfactory (pass
or fail). They are not ranked.
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Two-stage Bidding - 2

Technical Proposal (2)

Clarification Meetings: the Evaluation Committee can
meet with the bidders individually, to discuss the technical
proposal and request clarifications or modifications.
These individual meetings are confidential.

Memorandum: Cross-cutting modifications to the bidding

documents, accepted by the Evaluation Committee, are
put together in a Memorandum, as an Amendment to the
Bidding Documents, issued to all bidders.
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Two-stage Bidding - 3

Technical Proposal (3)

* In the interest of maximizing competition for the contract,
the companies with an acceptable (but not yet fully
satisfactory) technical proposal are invited to submit a
second technical proposal, to be joined with the financial
proposal in Stage 2.

« The eventual second technical proposal will be requested
to incorporate all the clarifications or modifications as
asked by the evaluation committee and as stipulated in
the Memorandum.
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Two-stage Bidding - 4

Stage 2: Technical and Financial Proposal

All the bidders whose technical proposals were judged
satisfactory in Stage 1, and those bidders who are
Invited to submit a second modified technical
proposal, are invited to submit a financial bid.

The financial bids are opened in a public meeting.

The submitted final technical proposals are evaluated
by the Evaluation Committee on their conformity with
Bidding Documents and Amendment stipulations in
the Memorandum.
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Award of Contract

The contract is awarded to the lowest evaluated
responsive bidder after a conformity check by
the evaluation committee of the submitted final
technical proposals.
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Weighting and Ranking Technical and
Financial Proposals

An alternative Is to weight the technical and
financial evaluations:

» technical proposals are required as in the two-
stage bidding process, but rather than passing
or failing, the proposals are scored.

» the financial proposals are also scored, and,

» the contract is awarded on the basis of the
weighted technical and financial scores.
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Technical Evaluation Criteria - 1

1 Development Phase
v Quality
Cost effectiveness

Functionality

Amount of detail design
Deliverability

Time schedules

Quality management systems

<N X X X X X

Integration of design and operational phases
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Technical Evaluation Criteria - 2

O Delivery Phase

Degree to which minimum specifications are exceeded
Operating systems and methodology

Quality of service to end users

Asset management and maintenance plans
Functionality

Management structure and staffing

Safety Plans

Quality management

Monitoring and reporting

AN NI N U N N N NN

d Leqal
v SPV structure and robustness

v Legal compliance
v" Mark up of PPP draft
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Technical Evaluation Criteria - 3

O Financial solution
v Total project cost related to affordability (public budget
,user charges)

Realism of expenditure projections (capital ,operating)
Robustness of financial proposals

Sensitivity to financial assumptions like currency
Interest rate cash flow etc variations and fluctuations

Commitments from investors and lenders
Terms and conditions of funding

Level of risk assumed

Risk allocation

AN

NN N N X

Insurance (nature, cost, cover)
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Combined Evaluation

Price component
v Comparison of the NPV’s

Combined assessment

v It is advisable that a scoring matrix be developed with points
and weighting for the technical component

v The technical and financial scoring scoring is then combined

4 Depending of the type of PPP this may be technical 70%,
financial 30%, or even higher like 80/20
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Evaluation Formula

(A x Technical score/100 + B x Financial score/100) x 100 = C

A is weighting of technical score and (70% to 80%)
B is weighting of financial score (30% to 20 %)

C is overall or combined score

v Can be applied by different sub teams and combined for
submission to an evaluation committee

v No negotiation during evaluation period
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Ranking Technical Proposals

A process involving a ranked technical & financial
evaluation has drawbacks

4

It often involves considerable discretion and judgment on the part of
the evaluation committee, which reduces the overall transparency and
automaticity of the award process.

Experience has also shown that changing market conditions after
contract award often require operators to make significant (and
justifiable) modifications in their business plans (and investment
programs in case of a concession).

These changes reduce the meaningfulness of the evaluation process
to the extent that it relied heavily on the assessment of the proposed
business plans.
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Best And Final Offer
(BAFO)

» The Best and Final Offer process is a variant of
the Limited Bidding process

» Essentially at some stage the (prequalified) best
bidders are selected to submit further bids after
further discussions

» Multi stage bidding process used for very
complex projects
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Contract
Management
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Concession Management

J Contact duration is much longer and has
to be managed for the full concession
period

1 More complex management

1 Changes and adjustments throughout the
life of the concession

] Delay in taking decisions can be very
costly

1 Disputes tend to escalate
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Three Components of Concession
Management

* Risk Management Service o

« Performance Delivery « Variation
Management Management Management

« Service Delivery . Contract
Quality Maintenance

» Financial

* Value For Money
* Performance
Improvement

Administration

Partnership
management

« Corporate Governance

« Trust and Attitude

« Communication and Information Sharing
» Dispute Resolution
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Partnership Management -1

J Corporate Governance

« Fair and effective

« Systems of accountability
 Trust and attitude

« Allegations of excess profits

« Political agendas

« Based on professional relationship
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Partnership Management - 2

J Communications
e Operational level
* Business level
« Strategic level

] Dispute Resolution
= Define the dispute
= Don’t view as threat
= Meet to discuss options in good faith
= Refer to next level
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Service Delivery Management -1

O Risk management

« Monitor risk using risk register ( a register is derived from the bid and
contains date of incident .mitigation measures etc )

« Critical to indicate “owner” of each risk
O Performance management

* Monitoring performance by private entity using quality management
system

* Reviews of private quality control system

 End user/consumer feedback on quality of service

« Consequences of failing to meet the required level as per PPP
agreement (formal warning - penalty deduction - termination of
contract
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Service Delivery Management - 2

O Performance management plan as a tool
« Develop performance management plan
« Feedback mechanisms
« List of persons responsible

« Operationalise by regular checks ,progress meetings, random
inspections

« Comprehensive and consistent documentation

[ Review Performance

* Project sponsor should conduct periodic reviews based on regular
reports by the private part, investigations into incidents and specific
aspects

« Treat deviations in a collaborative spirit and make adjustments
eliminating conditions no longer relevant, employing newer technology
changed working practices
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Contract Administration

 Variation Management

J Contract Maintenance

« Recording all events and adjustments with reference
to the PPP agreement

 Financial administration
« Regular payments system
« Administering penalty deductions
« Monitor user charging
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Q

Q

Q

Auditing

Role of attorney general or auditor general
* No right to audit private company so specific authorization
and an obligation to open books must be included in PPP
agreement
« Emphasis on Value for Money

Components of internal audits
* Risk management
* Internal controls compliance
 Governance
« Recording all events and adjustments with reference to the
PPP agreement

External audits
« Performance auditing

Forensic auditing
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Risks

[ Service deliver unsatisfactory
d Non Realization of VFM

 Public sector loses control and delays decisionsot takes
unbalanced decisions

1 Stressed relationships
(d Disputes are not resolved at lowest level but escalated

J Public sector has insufficient resources to meet contractual
obligations

 Variations not handled professionally
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Fallure Factors - 1

J Poorly drafted and not understood PPP agreements

] Negotiators and operations staff have different
perspectives and interpretations

- Unrealistic risk allocation
 Insufficient management systems

J Poor leadership

3 Inadequate resources
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Failure Factors - 2

1 Skills/experience mismatch
J Personality conflicts

J Unclear responsibility for commercial decisions,
and, public intervention in commercial decisions

] Political intervention and interference

J Unclear or lack of review mechanisms
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Termination
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End of Contract Issues

 Clear exit strategy

J Ensure smooth transition of service delivery
J Condition of assets

1 Takeover of movable assets

 Training, take over staff

] Integrate lessons learnt, Information systems in
to public sector

] Potential for retendering
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PPP: the “hidden” Question: What is After ?

» |s it possible (in a realistic manner) to switch back to public

operation after a PPP? Three main obstacles
1. Information system not owned by utility or utility not able to manage it
2. Staff : skills can go away with private operator
3. Procedures, good practices and certifications (ISO 9001, etc.) can go
away with private operator

» Can well designed contracts overwhelm these obstacles ?

» Through fully addressing information system issues (ownership, etc) in
contract

» Through the capability of an early preparation of the transition (put in
contract)

» Through a “permanent control” of the private operator
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Early Termination

d Non compliance or changed circumstances
 Everybody looses

J Normally acrimonious and ends in court

J Service can collapse
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Conclusions - Lessons learnt (1)

Ensure sustainability of reform:

« establish a climate of trust and cooperation among
the various key actors

« create a collaborative atmosphere and team spirit

« undertake capacity building activities, reinforcing the
partners' common understanding of the new
Institutional arrangement
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Conclusions - Lessons learnt (2)

The importance and need for transparent
competition in selecting the private partner
with:

v' Detailed and precise bidding documents

v Simple (preferably one) and clear bid
award criteria
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Thank you
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