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The Usual Dilemma




Public-Private Partnership options

Public-Private Partnerships (PPPs) are long-term contractual arrangements between a government entity and a
partner entity (the operator, usually private) generally to build a dedicated asset.

The partner is responsible for building, operating and maintaining the asset, designed to render some public
services. In exchange for the services received, the government unit pays regular fees to the non-government
partner following the construction of the asset.
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Types of PPP projects
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Figure 2. Types of PPP projects
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Classification of PPP markets

North America

Current focus of PPP players globally,
with Canada providing the most active
mature market in the world and

the US representing a potentially
significant new opportunity, given
emerging political commitment.

Canada

The Canadian market continues to
deliver an impressive and transparent
pipeline of greenfield opportunities
within a strongly supported palitical
environment. It also contains an
active secondary market.

United States

The US provides one of the largest
infrastructure markets globally, with
a substantial requirement for private
investment. Almost all jurisdictions

have now introduced specific legislation

to enable PPP investment, with a
primary focus on the transport sector.

Mature stagnant market

United Kingdom
Formerly one of the leading PPP
jurisdictions, the UK PFI (now PF2}
market, is in decline. Although some
pipeline exists for NPD projects in
Scotland and Wales, England's PF2
has just two projects currently in
procurement, with no visible future
pipeline at this time.

Figure 3. Classification of PPP markets. Source: KPMG
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Emerging markets

- India, Latin America and SE Asia
PPPs are increasingly used in growth
markets such as India, Brazil and SE Asia.
Developing nations are intreducing PPP
procurement regimes and policies to
attract foreign investment. Although
private sector investment remains
challenging, these markets are constantly
being reviewed for investment readiness
and actively pursued.

Australia

A mature and continuing PPP market,
PPP deal flow has recently strengthened
after a slight contraction in the wake of
the financial crisis. The need for

nt private investment in the
nation's infrastructure (highlighted in

the recent Australian Infrastructure Audit
is anticipated to result in the emergence
of a variety of innovative funding and
financing models.

China

China’s Government is actively
promoting use of PPPs as a reform
tool and the main procurement
methodology for infrastructure
projects, targeting foreign and
domestic players.
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Figure 4. Number of PPP projects by sector 8 UK. Source: E&Y
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Figure 5. Number of PPP projects by sector 8 continental Europe. Source: E&Y



Proportion of the EU Cohesion Funds in public investments

80

70

o

BIUIAD|S
M)
BIUBLLIOY
euebjng
AeBuny
EDEAD|S
EIIEOID)
abeiaae n3
Binoquiaxn
spuejayiaN
Wlewuagg
uU3pams
wopbury palun
wnbjag
aJuel

puejui4
Auewiian
BuIsny

puejay)|

Aey

uedsg

ellew

snadAy
ngnday ypazd
BIUO)S]

puejod

eine]
BlUENLYIN
|ebnuog

Figure 6. Proportion of the EU Cohesion Funds in public investments. Source: The Buildings Performance Institute Europe



Government debt to GDP ratio, 2017Q1

in percentage

The main driver behind PPP expansion in the EU
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Figure 7. Government debt to GDP ratio. Source: Eurostat



PPP - off-balance sheet magic

In order to record infrastructure investment on the
balance sheet of non- government investor, at least
two out of three major project risks must remain with
non-government partner.

These risks are following:

A Construction risk (e.g. late delivery, respect of
specifications and increased costs etc.);

A Availability risk (e.g. poor management that leads
to the availability of the asset);

A Demand risk (e.g. the level of use of the asset is
higher or lower than expected).

OANSs



Construction risk

No obligation to start making periodic payments to the
partner without taking into account the actual state of the
assets that are delivered.

Very little probability that government will cover any
additional construction costs, whatever their source.

No obligations for government to pay for the consequences
of events resulting from a mismanagement of the
construction phase by the partner.

Private partners bear the cost resulting from a late delivery
of the asset.

Private partners bear the cost resulting from its failure to
meet specified construction standards.

Private partners bear the risk of significant additional costs
during the construction phase (excluding cost increases that
are attributable to government actions/decisions).

Private partners bear the cost resulting from construction
deficiencies.




Availability risk

The PPP contract contain very specific performance
indicators for the buildings.

Government payments depend on the actual level of asset
availability achieved by the private partner.

Government is entitled to reduce its periodic payments
significantly in case the partner is not meeting its service
obligations (i.e. certain performance criteria are not met).

The private partner bears the cost resulting from its
inadequate management of the asset (poor performance).

The penalty mechanism has a significant effect on the
partner6s revenues/ profit.

Government payments to the private partner can fall to zero
if the asset is not available for a significant period of time.

The private partner entitled to keep all or most of the profit
resulting from its good performance.



