Public-Private Partnerships

Readiness Assessment

Public Private Partnership Readiness — Self Assessment Form

The aim of this PPP-Readiness Self-Assessment is to provide a diagnostic tool

for identifying the key areas that governments need to address in order to involve

the private sector more actively in the infrastructure development process.
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The Assessment is to be used to diagnose
the main problems in attracting private
investment for infrastructure development as
distinct from using it to develop benchmarks
against which different sectors or countries
could be compared. It would also help

in preparating detailed action plans and
identifying authorities to address them.

The intention of the Assessment is that it is a
questionnaire in which all the questions could
be answered by small informed groups that
have understanding of the overall investment
environment including institutional and
administrative arrangements in a country

in half a day. ldeally, the groups should
comprise of stakeholders with common
interests. For example, a public sector group
with representations from each infrastructure
sector (as normally the institutional
arrangements are different) and a private
sector group. When possible, the private
sector group can also be divided separately
into domestic and foreign private sector
groups to consider the difference of their
views and concerns.

Having filled out the questionnaire and
results tabulated, the groups can discuss
the commonality and difference in their
perceptions of the PPP environment. If

the difference in perception in an area is
significant, the groups should discuss the
reasons for such differences and reconcile
their differences. Based on their final
assessment after reconciliation of any major
differences in evaluation, action plans can be
prepared afterwards. The whole assessment
process is summarized in the diagram below.
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The questionnaire is separated into five main
parts trying to capture the key elements
which can have an impact on building an
enabling PPP environment. An answer sheet
as well as guidelines are provided to support
respondents in marking their reply.
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Answer Sheet NAME: v Function: .....c.cccoeviviieieiiiiiiiiniiiinnnnn,

Group: Public Sector :] Domestic Private Sector :] International Private Sector :]

General Background Environment Very Good| Good |Moderate| Fair Poor
1 | GDP growing at an acceptable rate 4 3 2 1 0
2 | Business confidence high 4 3 2 1 0
3 | Stable exchange rate 4 3 2 1 0
4 | Ease of establishing business 4 3 2 1 0
5 [ Few restrictions on repatriation of profits 4 3 2 1 0
6 | Convertibility of foreign exchange 4 3 2 1 0
7 | Financial sector experienced in assessing long-term lending decisions 4 3 2 1 0
8 | Property rights effectively enforced, and compensation for expropriation is fair 4 3 2 1 0

PPP Policy Framework and, Social and Political Environment Very Good| Good |Moderate| Fair Poor
9 | Broad political support for PPPs 4 3 2 1 0
10 |Clear allocation of Authority / Responsibility 4 3 2 1 0
11 | Distinct process for unsolicited PPP proposals in policy framework 4 3 2 1 0
12 | Viable projects generated 4 3 2 1 0
13 [ Clear criteria for government financial support 4 3 2 1 0
14 | Positive track record or political “Champion” 4 3 2 1 0
15 | Civil society views PPPs as viable means of providing infrastructure and basic services 4 3 2 1 0
16 | Funds available for projects with added social welfare purpose 4 3 2 1 0
17 | Resettlement and rehabilitation provided for communities disrupted by PPP projects 4 3 2 1 0

PPP Legal and Regulatory Framework Very Good| Good |Moderate| Fair Poor
18 [ Legal basis for private sector participation 4 3 2 1 0
19 [ Limited restriction on foreign investors 4 3 2 1 0
20 | Clear authority and procedure for acquiring rights of way 4 3 2 1 0
21 |Regulatory rules and authority are clear for all PPP types expected 4 3 2 1 0
22 | Price and quality of PPP monopolies regulated to protect consumers and others 4 3 2 1 0
23 | Environmental laws are clear and transparent and are all available from a single source 4 3 2 1 0

PPP Insitutional Capacity Very Good| Good |Moderate| Fair Poor
24 | Staff aware of legal, financial and basic technical issues in PPP projects 4 3 2 1 0
25 | Defined government mechanisms in place to coordinate PPP needs 4 3 2 1 0
26 | Technical capacity sufficient to ensure construction and service standards 4 3 2 1 0
27 | Staff can assess outside work, including feasibility studies and risk mitigation strategies| 4 3 2 1 0
28 | Provision for assisting line agencies and local government in undertaking PPP projects 4 3 2 1 0
29 | Arrangements for risk sharing are sensible and manageable 4 3 2 1 0
30 | PPP documentation/best practices available in the public domain 4 3 2 1 0

PPP Process: Project selection, contracting and post selection Very Good| Good |Moderate| Fair Poor
31 |Transparent procedures specified for all stages of the PPP process 4 3 2 1 0
32 | Bidders given proper information, including requirements for submitting proposals 4 3 2 1 0
33 | Competive tendering process is transparent in practice 4 3 2 1 0
34 | Objective criteria for project sponsor selection are known and applied 4 3 2 1 0
35 | Defined performance requirements available prior to bidding 4 3 2 1 0
36 | Contracts for PPP are irrevocable except through due process 4 3 2 1 0
37 | Conflict resolution process is clear, including alternative to judicial resolution 4 3 2 1 0
38 | International arbitration recognized and effective for dispute resolution 4 3 2 1 0
39 |[Ruling by technical and economic regulators can be appealed 4 3 2 1 0
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|. General background environment

This part focuses on issues relating to the general investment climate in country
and includes variables on macroeconomic, business climate, financial, and legal

and governance environment.

() GDP Growing At AN AccepTasLE Rate

GDP is the most commonly reported summary
statistic for most economies. Its rate of increase
measures how fast the economy is growing, which
generally is perceived as a measure of health and
growth. Here it is used with the understanding that
faster growth creates more demand for projects
and greater chances for profits among private
enterprises.

() Business Gonripence Higu

Business confidence reflects business’ future
expectations about economic conditions and

the returns to investment. Although it is closely
aligned with a number of other macroeconomic
variables, this indicator is included as a forward-
looking indicator of growth, and as a way to capture
many other economic factors. If regular surveys of
business confidence are not available, perceptions
of current confidence are probably still valuable.

() SaLe Excuange Rate

Stable exchange rates are important for firms who
may want to repatriate profits, who may import raw
materials, and who are choosing projects based

on expected return. They are also an important
indicator of the country’s external position and
stability. Devaluation is more likely to signal
economic trouble than appreciation, but rapid
swings in either direction are danger signs. In
general the exchange rate should be measured
against a basket of the major world currencies.

() Easke oF EstaBLISHING BusINEss

The speed and ease with which new businesses
receive official permission to operate represents

the extent to which government cooperates with
enterprise or, alternatively, assists in rent-seeking.
Important are: (a) the number of places that must
be visited to register a business; (b) the actual
number of steps / agencies that must be dealt with;
and (c) the actual average time to establish a new
enterprise. The first and second of these can be
roughly captured by measuring the third.

4 — GDP growth rate has averaged greater than 6 per cent in the last 2 years

3 — GDP growth rate has averaged between 4 and 6 per cent in the last 2 years
2 — GDP growth rate has averaged hetween 2 and 4 per cent in the last 2 years
1 — GDP growth rate has averaged hetween 0 and 2 per cent in the last 2 years
0 — GDP growth rate has averaged less than 0 per cent in the last 2 years

4 — Business confidence is high relative to historical levels

3 — Business confidence is moderately high relative to historical levels
2 — Business confidence is near average historical levels

1 - Business confidence is low relative to historical levels

0 — Business confidence is very low relative to historical levels

4 — Exchange rate is set using a managed float and has varied less than 5 % per year against
a basket of major currencies in the past two years

3 — Exchange rate is fixed to a reference currency and has not been devalued in the past 2
years

2 — Exchange rate has fallen less than 10% per year vs. major currencies in the past 2 years
1 — Exchange rate has varied hetween 10% and 20% vs. major currencies in the past year
0 — Exchange rate has varied more than 20% against major currencies in the past year

4 — Average time to establish a new husiness is less than 1 month

3 — Average time to establish a new business is less than 2 months
2 — Average time to establish a new husiness is less than 4 months
1 — Average time to estahlish a new business is less than 8 months
0 — Average time to establish a new business is more than 8 months
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() FEW RESTRICTIONS ON REPATRIATION OF PROFITS

Because of scarce local capital or technology,
many PPP firms will be foreign companies. It is
important to these firms to be allowed to take their
profits out of the country to the home country.

() ConverTiBiLITY oF FoREIGN EXCHANGE

Even if there are no rules against repatriation of
profits, it may be difficult or time consuming for
PPP firms to transfer their profits into their own
domestic currency. Therefore ease and reliability or
being able to convert currency are important.

4 — No restrictions on removing income from the country

3 — Most types of profit can be taken out of the country

2 — Firms must maintain extra accounting categories because only certain types of profit can
be taken out of country

1 — Profits cannot he taken out of country except with special permission of the
government

0 — Firms must keep profits inside the country

4 — GCurrency is freely convertible at any time and is liquid
3 — Currency is freely convertible with minor paperwork requirements and
justification
2 — Currency is convertible with appropriate documentation for government - may take some
time to transfer profits
1 — Currency is convertible, but in seriously restricted quantities, or only for specific purposes
0 — Currency generally not convertible

() FINANCIAL SECTOR EXPERIENCED IN ASSESSING LONG-TERM LENDING DECISIONS

Long-term finance may be assembled by bankers

if they have the capacity for assessing and coping
with risk. By contrast, banking sectors which have
been primarily directed by the government may not
even have learned to assess the financial soundness
of borrowers and the profitability of proposed
investments. While international sources of finance
are available, the risk to the country’s system

is reduced when long-term finance is available
internally.

4 — Domestic financial sector skilled and experienced in long-term finance

3 — Domestic financial sector has proven competence in assessing long-term finance
decisions

2 — Domestic financial sector has some limited experience with long-term finance

1 — Domestic financial sector has experience and capacity assessing loan applications, but
not with long-term horizons

0 - Domestic financial sector has severe limitations in capacity for assessing loan
applications

() PROPERTY RIGHTS EFFECTIVELY ENFORCED, AND COMPENSATION FOR EXPROPRIATION IS FAIR

A fundamental pillar of the legal system is the

right to dispose of property freely. This may be
infringed by government, unless its power is
restricted, but also by lack of clarity in the case of
disputes between private parties. Expropriation

is sometimes necessary, but must be limited to
cases that can be justified with reference to specific
criteria, and must be fairly compensated.

4 — Property rights clear and fully enforced; expropriation is accountable and requires
fair compensation

3 — Property rights enforced in most situations; expropriation accountable and gives
compensation based on a reasonable standard

2 — Property rights generally enforced but not fully defined; expropriation requires
due process of law but may be arbitrary in practice, and gives some compensation

1 — Property rights have some basis in law but are limited in practice; expropriation
may be arhitrary

0 — Property rights have little basis in statute or legal practice; expropriation normally
arhitrary and uncompensated
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|1. PPP policy framework and social and political environment

Indicators in this category refer to the adequacy of the framework of policy
understanding and structure that determines the purposes and priorities to be

served by PPP projects.

(9) Broap PoiicaL Support For PPPs

The rationale for PPP, and the supporting
requirements, should be firmly understood and
accepted by policymakers. In the course of PPP
projects there will inevitably be surprises, and it is
important that the PPP policy be clear, strong and
flexible enough to survive these.

4 — PPP policy clear and accepted among policymakers and officials
3 — PPP policy broadly understood and accepted, despite reservations

2 — PPP policy understood and accepted by key decision makers, but faces some
resistance in important parts of government

1 —PPP policy inadequately understood or only tentatively supported by key officials
0 — PPP policy tentative and only weakly supported

(10) Cvear AcLocation oF AutHoriTY / RESPONSIBILITY

Confusion and tension between different parts

of government, who naturally have very different
perspectives, has been a major source of difficulties
for PPP projects. It is important to clearly define
the respective authority and responsibility between
national and local government and between central

and line agencies. Full consideration must be given

to adequacy of the resources required.

(11) Distinct Process For UnsoLiciTeD ProposALS

Unsolicited PPP proposals (i.e. proposals submitted
by private parties proposals without any request
from the government) may be considered
valuable, but they present different challenges

for process transparency. Experience has shown
that a separate process needs to be defined for
approving and structuring these project proposals.
Furthermore, many stages of the process, such as
allocating funds if government support is called
for, need to be addressed with additional care for
transparency

(12) ViaLe Projects GENERATED

The perspective of the private sector needs

to be fully recognized, and risks effectively
managed, so that the PPP framework consistently
generates proposals that pay for themselves

(with governmental support if justified by social
priorities). PPP projects needs also to be integrated
with national planning process to ensure that the
project will be relevant for many years to come.

4 — PPP policy has clearly and effectively allocated authority and responsibility
3 — Allocation of authority and responsibility shows significant weaknesses

2 — Allocation of authority and responsibility shows serious weaknesses

1 — Unclear allocation of authority or responsibility regularly causes trouble

0 — Unclear or inappropriate allocation of authority or responsibility seriously limits
PPP program

4 — Challenges of unsolicited PPP proposals understood and addressed by separate
selection process

3 — Unsolicited PPP proposals dealt with as distinct category, but not all transparency
issues addressed

2 — Unsolicited PPP proposals mainly dealt with as if no separate issues arise
1 — Unsolicited PPP proposals have become a source of arhbitrariness in selection

0 — Unsolicited PPP proposals are known to offer opportunities for manipulation

4 — Policy has proven effective in generating commercially viable projects

3 — Policy adequately generates commercially viable projects but with limitations

2 — Serious limitations regularly require modification of proposals after initial
tendering, in order to permit commercial viability

1 — Limitations in project selection regularly result in rejection of projects by the
private sector

0 — Most proposals are not commercially viable, causing companies without close
government contacts to be unwilling to bid
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(13) Crear CRiTerIA FOR GoVERNMENT FINANCIAL SuPPORT

Government financial support is often an 4 — Criteria for project support are clear and solidly based on economic rationale
{nvitation to _abuse. 7_'here must b_e a solid bas_is 3 — Criteria for project support basically clear and generally used effectively
in external (i.e. unpaid for) benefits of the project 2 — Project support only loosely based on objective criteria

for surrounding areas, or in benefits to users with
limited ability to pay. Careful estimates of these
benefits need to be made before government
support is committed, and the amount of benefit
needs to be compared to alternative methods of
achieving the goals.

1 - Project support often politically motivated, with unclear criteria
0 — Project support decisions arbitrary, and subject to serious abuse

(14) Posimve Track Recoro or PoLimicaL “cHAMPION”

Even if public opposition is limited, the difficulties 4 — Political support is strong, durable and widely known

that arise in the process of bringing PPP projects 3 — Political support is significantly limited but sufficient for foreseeable situations
to completion can cause viable projects to fail. If

a project has the necessary political backing, these
difficulties are more easily resolved. Thus if there

is a political “champion” or a broad base of support
due to past successes, the chances of unnecessary ~ 0— PPP faces more opposition than support
project failure are significantly reduced. Lack of

such support can often cause private firms to be

reluctant to bid.

2 — Political support is seriously limited by public or internal opposition, or hy well-
known failures

1 —Political support is probably not sufficient to overcome significant trouble

(15) CiviL sociery views PPPs As VIABLE MEANS OF PROVIDING INFRASTRUCTURE AND BASIC SERVICES

PPP projects face a lot of political opposition 4 — PPP widely adopted and accepted
and misunderstanding. If PPP firms are already 3 — PPP projects widely adopted, moderately accepted

accepted as a possible way to achieving government 5 _ ppp projects adopted in some areas, moderate acceptance
aims in infrastructure and basic services, it will

. . . . 1 — At least one PPP project exists, and is reasonahly successful
greatly simplify the adoption of new PPP projects. prol y

0 — No PPP projects or understanding of them

(16) FunDS AVAILABLE FOR PROJECTS WITH ADDED SOCIAL WELFARE PURPOSE

In addition to projects which can be financed from 4 — Government funds available for extensive basic services or external benefit

customer revenue, some may need added funds to projects
meet other, social welfare, priorities. For example, 3 — Government funds allow a regular stream of hasic services or external benefits
“basic service” projects provide services to poor or projects

disadvantaged groups. Or projects may generate
“external” benefits, such as relieving congestion
on nearby roads. Revenue inadequate to social
benefits may be handled in a number of ways: the
government may subsidize the project on a long
term basis, or may provide initial funds to cover 0 — Government unwilling or unable to create funding for social welfare projects
expected revenue shortfall, or may have the firm

build the project and turn it over immediately to the

government to run.

2 — Government funds allow only the most urgent social welfare projects, though guarantees
may leverage additional projects

1 — Government uses guarantees or other indirect methods to leverage private funds for some
social welfare projects

(17) RESETTLEMENT AND REHABILITATION PROVIDED FOR COMMUNITIES DISRUPTED BY PPP PROJECTS

Infrastructure projects may disrupt regions 4 — Rehabilitation fully compensates for loss of land and livelihood and addresses
and communities seriously. Failure to provide social disruption
for resettlement or environmental and other 3 — Rehabilitation compensates for most money losses and is conducted helpfully

rehabilitation will create popular resentment and
will undermine the project and the overall PPP
programme.

2 — Rehabilitation seriously limited or conducted in an alienating manner
1 — No assistance is provided except compensation for land
0 — No compensation is provided
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|1l. PPP Legal and Regulatory Framework

Indicators in this category measure whether the laws of the nation have provided
for a PPP process, and the necessary legal structures are prepared to deal with

legal issues arising in the process.

(18) LegAL Basis For PRIVATE SECTOR PARTICIPATION

If there is not a superseding PPP enabling law,

then individual sector legislation may have to be
modified. For example, some countries do not
allow private provision of telecommunications, or

of water, etc. The target sectors chosen for PPP
need to have explicit legal provision enabling private
participation.

(19) Limitep RestricTion oN ForeigN INVESTORS

Even if private sector companies are enabled

to provide basic services, many countries limit
foreign participation in such efforts, or have serious
limitations on the form in which foreign businesses
may provide services. These may include
limitations on land ownership or other natural
resource use, greater restrictions on employment,
or special requirements such as technology
transfer. Openness to foreign participation usually
accompanies a policy emphasis on effectiveness
of private participation. Many countries have
signed treaties concerning the treatment of foreign
investors, providing a more predictable and secure
environment for these investors.

4 — Private sector participation in PPP has legal basis explicitly setting aside any conflicts
with prior law

3 — Private sector participation in PPP has legal basis but may conflict with prior laws
2 — Legality of private sector participation not clear

1 — Private sector participation blocked by legal provisions in some target sectors

0 — Private sector participation in some target sectors prohibited by law

4 — Foreign investors receive national treatment in ability in PPPs

3 — Foreign investors have treaty protection for their ability to participate in PPPs
2 — Foreign investors must use significant effort to work around restrictions on PPP

participation
1 — Foreign investors heavily discouraged from participation in PPPs
0 — Foreign investors cannot participate in PPPs in most target sectors

(20) Crear AutHoriTy AND Procepures For Acauiring RigHTs oF Way

Rights of way are critical for infrastructure.
Acquisition can be excessively costly and complex
if government does not have clear authority and
procedures for commanding the acquisition.

4 — Clearly defined authority and widely accepted practice for eminent domain allows
predictable process of acquiring rights of way

3 — Eminent domain process is defined but faces potential obstacles

2 — Rights of way have little advantage over other property acquisition

1 — Infrastructure rights of way are subject to arbitrary obstruction by property
owners

0 — Infrastructure rights of way are targets for extraction of payment due to popular
resentment and lack of clear authority
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(21) REGULATORY RULES AND AUTHORITY ARE CLEAR FOR ALL PPP TYPES EXPECTED

Whether economic regulation is done by line 4 — Regulatory authority is clearly specified for all PPP types which are foreseen in
agencies specialized by type of project, or by the policy framework, including any necessary tests in court

authorities empowered for all PPP projects, 3 — Regulatory authority is clear except for minor issues or small possibilities of legal
the authority needs to be clearly specified and challenge

understood by all parties. Disputes between 2 — Regulatory authority is clear in principle but may face significant challenges in
agencies can lead to serious delays and practice

unpredictability for private parties. Clear authority 1 — Regulatory authority is unclear for significant parts of the possible spectrum of
for technical regulation may also be an issue at PPP projects

times. 0 — Regulatory authority for PPP projects is generally unclear

(22) Price anp quaLiTy oF PPP MONOPOLIES REGULATED TO PROTECT CONSUMERS AND OTHERS

Some monopoly power often goes with 4 — Price and quality regulations fully protect consumers and others affected, while
infrastructure provision, so that consumers need permitting a fair return on investment.

to be protected by quality requirements and price
limits. Other regulation may be necessary as with
any industry, to protect others affected by the
business.

3 — Price and quality regulations restrict abuses of monopoly power, but do not fully balance
commercial interests with consumer interests.

2 — Regulation has the practical effect of restricting abuse, but is not based on understanding
of economically appropriate decision rules.

1 — Regulation is limited to occasional interventions.

0 — PPP projects are not regulated economically.

(23) ENVIRONMENTAL LAWS ARE CLEAR AND TRANSPARENT AND ARE ALL AVAILABLE FROM A SINGLE SOURCE

Although generally PPP firms prefer to have 4 - A single source of information about environmental regulations exists and can provide
environmental legislation as it spells out what needs complete guidance and information about environmental laws

to be done, environmental rules tend to be lodged 3 — Environmental laws are all clear and straightforward but compliance requires visits to
in a variety of different ministries or branches of the 2-3 agencies

government. If all the environmental regulations are 2 - Environmental laws are mostly clear and transparent, but are enforced through many
clearly spelled out and are available from a single agencies

source - be it a book, or a government office - it 1 - Environmental laws are not easy to understand, or are not available in English or other
greatly facilitates the firm’s compliance with international language, or are difficult to find out about.

regulations, and helps the firm plan. 0 — Environmental laws are arhitrary and unreasonable or don’t exist
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