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ldentifying the needs of public services by geographical areas, countries or
regions

Global overview of general needs
The identification of the needs is at the basis of the Projects feasibility and development. It
consists in determining which services are to be rendered to the population, aiming at
addressing the lacks in various sectors as education, health, water, transports, traditional
energy, renewable energy, etc.

Generally speaking, in order to cover the whole field of the needs, it is logical and consistent to
start by making reference to the Sustainable Development Goals as presented by the United
Nations for the Agenda 2030. Out of the 17 goals, we have selected the ones which are the most
appropriate for the application of the Concessions and other PPP processes.

Global demand for public services infrastructures has powerful underlying drivers as by 2050,
the global population could reach a total of more than 9 billion and the urban population will
increase by 2.6 billion.

The industrialization and rising living standards in emerging economies will drive global
economic growth at a rate of about 2% per year. As a result, it drives the needs for globally
interconnected communication and transportation networks.

The immediate effects of the shortfall are well-known and regrettably dire. For example, a
report of the International Bank for Reconstruction and Development released in 2010 underlies
that in Africa some 40% of the food produces perishes on the way to market. In many rapidly
developing countries, electricity shortages are a chronic feature of daily life. Reports from the
World Economic Forum have highlighted that decision-makers and business leaders identify the
infrastructure lack or deficiencies as the top constraint on doing business.

1.1.1 Goal 1. Poverty: End poverty in all its forms everywhere

-Using enhanced development cooperation, ensure significant mobilization of resources from
a variety of sources to provide adequate and predictable means for developing countries.

-create a sound policy framework at the national, regional and international levels to support
accelerated investment in poverty eradication actions.

1.1.2 Goal 2. Food: Achieve food security and improved nutrition and promote sustainable

agriculture

- increase investment in rural infrastructure, agricultural research and extension services,
technology development and plant and livestock gene banks in order to enhance agricultural
productive capacity.
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-develop irrigation network in relation with water management programme

1.1.3 Goal 3. Health: Ensure healthy lives and promote well-being for all at all ages

- Substantially increase health financing and the recruitment, development, training and
retention of the health workforce.
- Construct the necessary buildings (Medical schools, hospitals, clinics, Medical universities

1.1.4 Goal 4. Education: ensure inclusive and equitable quality education and promote
lifelong learning opportunities for all

-Build and upgrade education facilities and provide safe and effective learning environments

-Increase the number of teachers and the corresponding capacity building
-by substantially expanding the number of scholarships available and develop e learning.

1.1.5 Goal 6. Water: ensure availability and sustainable management of water and
sanitation for all

-Improve water quality by reducing pollution, eliminating dumping and minimizing release of
hazardous chemicals and materials, treating wastewater and substantially increasing recycling
and safe reuse globally

- Substantially increase water-use efficiency across all sectors and ensure sustainable supply of
freshwater

-Construct the necessary wells, pipes and plants

-Implement integrated water resources management at all levels, including through
transboundary cooperation as appropriate

-Construct and maintain equipment for water harvesting, desalination, water efficiency,
wastewater treatment, recycling and reuse technologies with the participation of local
communities.

1.1.6 Goal 7. Energy: ensure access to affordable, reliable, sustainable and modern energy
for all

-Develop access to clean energy technology, including renewable energy, energy efficiency and
advanced and cleaner fossil-fuel technology

Promote investment in energy infrastructure and clean energy technology.
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1.1.7 Goal 9. Infrastructure: build resilient infrastructure, promote inclusive and sustainable

industrialization and foster innovation

-Develop and upgrade infrastructure

-retrofit industries to make them sustainable, with increased resource-use efficiency and
greater adoption of clean and environmentally sound technologies and industrial processes.

1.1.8 Goal 11. Housing and Urbanism: make cities and human settlements inclusive, safe,

resilient and sustainable

-Strengthen national and regional development planning for urban, peri-urban and rural areas
- Substantially increase the number of cities and human settlements adopting and
implementing integrated policies and plans towards inclusion, resource efficiency, mitigation
and adaptation to climate change, resilience to disasters

-Build sustainable and resilient buildings utilizing local materials.

1.1.9 Goal 14. Ocean protection: conserve and sustainably use the oceans, seas and marine

resources for sustainable development

- Construct ports and harbours for providing access for small-scale artisanal fishers to
marine resources and markets.

- Enhance the conservation and sustainable use of oceans and their resources by
implementing the relevant international laws and treating waste water and solid waste
before sending them into the ocean.

1.1.10 Goal 17. Economic cooperation: strengthen the means of implementation and

1.2

revitalize the global partnership for sustainable development

-Develop local projects with local partners

-Identifying and cooperating with local investors as much as possible.

Local specific needs in terms of functionality (services to be provided)

Keeping in mind the global goals, the local needs have then to be identified

-by a detailed analysis of the society, the composition of the population (culture and religion,
age structure, family structure, socio professional categories, household budget, etc.) and

- a careful review of the state of the existing infrastructures by collecting information on how
present infrastructures, and services are used (traffic volume on the roads for instance, volume
of water distribution, etc.)

This analysis needs to be completed by the use of key performance indicators (KPI) adapted to
the location and circumstances by the governing authority. Setting KPI levels at too high a level
should be avoided in recognition of the fact that public services have developed gradually in all



PROJECT PLANNING AND PRIORITISATION

countries. The inherent gap between the scope and quality of existing public infrastructure
services and the expectations of the potential users of the future services according to the KPI
must be taken into consideration.

The priorities are not the same from one country to another and the level of quality must be
adapted to the needs of the population and the capacity of the State or Region in which the
infrastructure has to be implemented.

At the early planning stage, projects identification needs strong political and administrative
support and involves a wide range of stakeholders (civil society, experienced technical experts,
politicians...) A check list of the main fields to be checked is presented hereunder™.

e Agriculture

e Food Security and Nutrition

e Education

e Health: maternal and child

e Energy

e Sanitation

e Transport

e Urban Development

e Information and Communication Technologies
e Irrigation and Drainage

e Water Resources Management

e Water Supply

e Environment and Disaster Risk Management
e Global Economy and Competitiveness,

e Inequality and Shared Prosperity

¢ Investment Climate and financial sector

e Labor Markets, jobs and development

e Macroeconomics & Fiscal Management

(Investment related to ensuring the security of the population are not included in our study.)

Each Department has his specific habits and benchmarks, but may need a specific technical
analysis for defining the projects in terms of functionality. The role of the various Departments
is to define the services to be provided and not to propose immediately the technical solution
which ought to be chosen for its implementation.

1.3 Creation of a General Planning Programme

After the needs have been identified, public authorities shall prioritize those needs consistent with
the vision, goals and objectives of the country. This may affect the identification of the needs and
the KPIs.

— Early planning of projects is essential, and particularly for the success of PPP ventures.

> The necessity of preliminary evaluations

1Country specific Data on these topics can be easily found On the Multilateral development banks websites.

8
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The initial design and planning must take into account various inter related institutional, legal,
socio-economic, financial and cultural factors which are important for a resilient contract during
the lifetime of the Project.

For instance: analysis of the needs for an infrastructure service from various angles, a review of
the existing services, their shortfall, their possible improvement, the overall planning at their
future, the need to render new public services, etc., are only a few of the factors to be taken
into account.

These analyses must be made at different levels: first local, then national and eventually
regional.

An important element of success at the preliminary evaluation stage is to design a project which
maximizes the net externalities compared to the traditional form of Public procurement and to
include it in a broader planning at the state or local level. This inclusion shall facilitate the
economic development and the satisfaction of the public users and will justify the participation
of the Public Authority.

Identification of good projects must follow a simple and clear methodology professionally
implemented.

» A preliminary list of viable projects

When needs have been identified, the public authority shall prioritize those needs and consider
situations where the public and end users may be able and willing to pay a price for the quality
and usefulness of the service delivered. Situations where the public authority considers paying
directly for such services to a private PPP service provider should be taken into account as well.

— At the early planning stage, projects’ identification needs a strong political and administrative
support and involves a wide range of stakeholders.

Local, country or regional participation to the process organized in an integrated manner is the
paramount.

Many countries have developed a General Planning Program proposed and supported by a
technically competent and specialized administration. The General Planning Program (GPP)
should be designed to harmonize the planning of the various public services, thus maximizing
economic development and governance. Coordination and grouping of projects creates synergy
and added value in a given area and provides scale economies. The main objectives of the GPP is
to prioritize the main basic needs, which are usually water, food, energy, transportation and
education. The GPP is usually supported by an administrative structure called “Commission for
General Planning”.

As these needs are concomitant and intertwined with the corresponding investments, scenarios
need to be tested to ensure consistency. Out of these an “ardente obligation” as it was said by
the French President 50 years ago will be selected.

The administrative structure has to report to the Prime Minister or, when it is specifically
devoted to infrastructure investments “General Commission for Investment as now in France. In
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that specific case, the CGl is responsible for the implementation of the future investment
program.

At his head there is a General Commissioner, who coordinates interdepartmental work under
the authority of the Prime Minister. He is responsible for ensuring the consistency of the State
investment policy. To do this, he prepares government decisions concerning contracts between
the State and the various agencies responsible for the management of funds, coordinates the
preparation of the specifications accompanying the call for projects and oversees project
proposals, investment and implementation.

To assist, a small team bringing together high-level skills from the public and private sectors is
recruited after a rigorous selection process involving a recruitment firm and an independent
nominating committee, chaired by a high level experienced person, comprised of individuals
from diverse backgrounds .

The General Commission for Investment ensures the transparency and quality of selection
procedures, the proper use of resources in relation to the expected benefits and coordinates
coherent action between the different Departments.

Project selection is made according to strict criteria to retain only those with high growth
potential.

A specific discount rate is used to compare the Costs and Benefits of the various projects in
accordance with tested cost-benefit analysis models. This public economic discount rate” is
chosen by high level economists of the Government and should be revised very 5 years. We shall
see later in more detail the use of the public economic discount rate.

It is recommended that governments should prepare a national Economic Infrastructure Plan to
optimize their portfolio of infrastructure investments. This will allow governments to identify
interrelationships between sectors, decide which “quick wins” should be prioritized, and see
more clearly where the opportunities to increase the provision of infrastructure funded from
users lie. These quick wins production need an effective communication and coordination
between government departments and Ministers.

The benefits of preparing and Economic Infrastructure Plan are multiple, for example it provides
a greater certainty by giving confidence to construction companies and as a result it encourages
a focus on the whole infrastructure and construction sector and cooperation between
governments and stakeholders.

Moreover, one of the main benefit which is particularly significant in the emerging economies
and developing countries which can be politically unstable is that a greater certainty reduces the
chances of changes to plan when the government administrations change.

2 All countries have an official economic discount rate to compare the Net Present Value of the cost-benefit
analysis of various projects in order to decide the priorities. France, for examples uses the Quinet report
(“IEvaluation socio-économique des investissements publics” 26/06/2013 while Australia the study “Valuing
the future: the social discount rate in cost-benefit analysis” Mark Harrison April 2010)

10
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From the needed functionalities to their expression in terms of physical
facilities

The global methodology is the following®:

1. Establish the need for a service, a facility or a set of facilities; ‘bundling’ a number of
smaller projects may be used to secure economies of scale in some cases.

2. ldentify a likely location or locations for the service or facilities (this is occasionally not
required for a PPP project delivering only a service, not a facility)

3. Establish whether there is general budgetary cover for any associated government
expenditures, both capital and recurrent. Many projects will not be entirely self-
financing

4. Consider affordability and value for money issues.

The conventional approach starts with the main focus on acquiring a facility. But a PPP focuses
on the procurement of a service, even though commonly associated with the construction of a
facility to deliver the service.

To correctly transform the needed services into definition of physical projects to be built and/or
institutions to be developed, it is indispensable to create working groups with public authorities,
engineering offices and appropriate experienced and independent people who are working in
the specific country.

For instance, in the Health Department, the evaluation of the number of people to be cared for
by region and the diseases to be eradicated, in which cities to install the equipment is under the
responsibility of the Minister. But defining the number of hospital beds, technical equipment to
be bought and number of square meters to be build should be done by specialized technical
staff. The definition of the programs should be separated from the definition of the technical
solutions to promote creativity from the engineering offices and contractor.

After the functions and the main physical characteristics of the projects have been defined,
project development may be concentrated into a single Unit under the remit of several
government departments. Investing the time and resources at an early stage to ensure that the
Unit is appropriately staffed and that projects create the maximum impact will be money well
spent. The Unit should include economic, financial, and engineering experts possessing
leadership skills and employees who look at “bigger picture” and see opportunities for greater
inter-linkages between infrastructure networks.

The staff needs to be familiar and implement their internal procedures on scheduling, the
division of roles and responsibilities and internal quality assurance and approvals.
Experience has shown that it is advisable to appoint a special council in order to plan

Concessions/PPP projects in infrastructure at this point of time. Indeed, developing a project is
not a time linear process. After starting with an ideal solution and looking at its costs

®See publications of Hong Kong government Efficiency Unit “An introductory guide to PPP’s” March 2008.

11



PROJECT PLANNING AND PRIORITISATION

(investment, operation and maintenance), the project is often downsized and a new
scenario/solution adopted. Specialist advice on Concession/PPP cost optimization procedures is
therefore most important to render this process efficient.

The cost of the project is linked to the quality of service demanded at any given moment (KPI),
as well as the scheduling for implementation. So the size of the projects and the possible
practical schedule are critical for attaining the goal of implementing a pipeline of projects.
While large challenging projects tend to arose initial excitement they need to be postponed or
canceled when they are too expensive for the country. Developing realistic projects from the
outset is therefore crucial.

In addition to long term international projects requiring large scale financing, it is possible to
develop a great number of services with limited local investment. To do so requires efficient
decision making and upstream tendering procedures (Evaluation of socio-economic benefits,
externalities, and trade revenues) that do not impose prohibitive burdens and elevated
transactional costs.

Governments should prepare a national economic infrastructure plan to optimize their portfolio
of infrastructure investments. This will allow governments to identify interrelationships between
sectors, decide which “quick wins” should be prioritized, and see more clearly where the
opportunities to increase the provision of infrastructure funded from users lie.

12
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3 Evaluation of corresponding costs, in order of size (construction, operation,
maintenance)

Cost evaluation is critical to success. While international companies produce excellent technical
solutions they often come with high maintenance costs. Local, easy to implement solutions,
drawn from local culture and proposed by local business often exist and should be promoted
to the maximum extent possible. Great care needs to be exercised so that standards and norms
designed to ensure high quality are adapted to local conditions. Failure to properly analyse the
particular needs and resources of a country may jeopardize the financial equilibrium of the
project hindering its implementation.

Using local knowledge, implementing tests adapted appropriately to the investment plans and
the intended quality of service, allow for the costs to be lowered and the operation to become
feasible.

Comparing existing projects made in the same region with the same technology is especially
useful. Such benchmarking minimises errors. Experts with local experience project development
and construction should be used. Cost evaluation should take into consideration operating,
repair, maintenance and retrofit costs prior to hand back to the authority in order to avoid
further expenses for the public budget.

Due attention is to be paid to the VAT, its reimbursement, inflation and other taxes.

The PPP Unit, if any, should have a data base of the projects already realized, be they PPP
projects or traditional procurement projects, in order to have a proper information on the unit
prices and their relation to the costs of the utilities and salaries. For this reason, the EIC* and
other organisations (CICA®, SIF®, World Bank related organisms...) are currently developing a
systematic process for improving the quality of project preparation (the Well Prepared Project
process).

In establishing his tender, the Contractor will assume the time schedule for completion will be
met. Public Authorities therefore need to assume responsibility for completion on time to avoid
surprise. Land acquisition, land lease, resettlement of people, ecological constraints, deviation
of public utilities and other events may delay the works constituting a source of cost overruns
and then of financing difficulties. Establishing a realistic schedule and doing what is necessary to
reduce delay is fundamental to avoiding these problems.

* European International Contractors (EIC)
> Confederation of International Contractors' Associations (CIcA)
6 . .

Sustainable Infrastructure Foundation

13
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4 Evaluation of commercial revenues which could be generated.

This issue is the most important to the country’s development. In the long term, countries are
developing through their natural resources and work forces. States derive revenue from
essentially three sources: royalties coming from natural resources, individual taxes and
corporate taxes. The question is then to decide what is the optimum solution for providing the
essential services to the Nation: to provide services free of charge and use the State revenues
to pay for them, or to organize a private market with private companies selling the services to
the population who can and will pay for it.

In practice, a mix between these extreme solutions provides the best results.

For some products and services, the population can pay. The example of the cell phone is well
known: the “utility” (in the economic meaning) of the mobile phone service is so high that the
households have decided to allocate a part of their monthly budget for buying that service.

The transport, the energy, the water services are also commercial services.

It should be noted that in the past recent years the payment capacity and the willingness to pay
are regularly increasing in many developing countries, according to the standard of living and
income by inhabitant’. For some sectors -particularly in telecommunications-it is even possible
to reach a point where no public subsidy is any more requested.

For some other services, the population cannot pay directly. The classical example is the security
and safety services provided by the Army, Police and Justice. Health is also very often in this
case. Then the funds have to come from the public budget.

For the first kind of services, which we shall call “commercial services”, it is relatively easy to
estimate what are the benefits procured by the services. Indeed, there is an amount of money
which will be paid by households and the companies to the operator which can be realistically
estimates by experts. Since centuries the concession contracts and other forms of long term
contracts like operation and maintenance contracts or “affermages” have been used in France
and thanks to this experience the revenue forecasts are now much better appreciated when
they are done by an experiences and independent engineering office. The revenues are paid to
the operator in cash, credit card or any other payment tool, and may be used for operating
costs, equity remuneration and debt reimbursement.

The socio-economic benefits coming from commercial services are higher than the price paid for
them. This logically followed because if they were equal, then nothing would be left to the
households and companies in terms of economic surplus. What we have observed since many

’ Numerous studies done under the authority of the World Bank and other Multilateral Development Banks are
providing information about the affordability of public services. For instance, “The concept of affordability of
urban public transport services for low-income passengers” published by the World Bank

14
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years for the road transport sector is that the economic surplus created by a tolled
infrastructure is of the same order of magnitude than the total revenues®. This means that the
total consumer surplus if the road were not tolled is split in 2 parts, one for the actual payment
by the consumer and one, similar, as a true surplus for the consumer. If other sectors where
similar, it would be possible for estimating the total socio-economic benefits corresponding to
the service without tolling, it would be reasonable to multiply by 2 the values estimated for the

monetary revenues™****?,
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But this assumption remains to be further analyzed and full cost benefits studies have to be
done for each project.

In the case of non-commercial services, the situation is more complicated. On the one hand, the
estimation of the economic surplus is more difficult, and the participation of the population
should be an indirect one, through taxes.

How does one evaluate of benefits of education? One method is to focus on the duration of
studies. It is possible to compare the average income of graduated students with a certain
number of years in school to the average income of graduated students with a different number
of years at school or at the University. The revenues are higher when the studies are better and
the socio-economic benefits are at least equal to the NPV of the difference of salaries received
by the students during their working years. It is a way to estimate the “utility” of the school and
the return for the county in educational investment.

 PIRON V. “L’acceptabilité politique du péage » [2000], Revue « Transport » No 385

° PIRON V. “Application pratique du concept d’amertume » [2003], Revue « Transport »No 408

1% QUINET E. [2000], « Evaluation methodologies of transportation projects in France », Transport Policy, 7 (1).
" pupuit J. [1849], « De l'influence des péages sur I'utilité des voies de communication », Annales des Ponts et
Chaussées, 2° série.

12 L AFFONT J.-J. TIROLE J. [1993], A Theory of Incentives in Procurement and Regulation, MIT Press.
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But for other services like the Army or the Health, calculations are more difficult; and in most of
the cases, impossible. So the decisions concerning the projects will be taken based on the costs
only and not on the socio-economic return on investment.

The main choice of the Government should be to decide whether the funding shall come from
public funds or if the end users of the service may be able and willing to pay a price for this
service.

In general, an economy develops itself through people working within the country. The service
provided, if it is of commercial nature, must be priced in relation to household purchasing
power. For an investment for which the socio economic IRR is higher than the country discount
rate and then should be implemented, when the investment cost is too high to be completely
covered by commercial revenues, public subsidies are required. This equilibrium between the
quality of proposed services, the investment cost to produce them and the household
purchasing power is the key to concession and PPP development.

This point will determine the funding of the projects, therefore, who ultimately pays the
infrastructure producing the services: is it the taxpayer through taxes and increase of debt of the
state, or is it the client who buys a service adapted to his needs and financial means? What is
the level of revenues on which it is possible to believe in order to raise money for an SPV in
charge of the project construction, operation and maintenance? Therein lies the basis for the
development of concessions and other PPP.

It is extremely important not to mix the notion of “funding” and the one of “financing”.

The “funding” describes who is the ultimate payer (the Public Authority, which means in the end
the tax payer) or the final client paying for his commercial service or a mix of the 2 possibilities.
According to IMF vocabulary, the projects are considered as either tax funded or user funded,
with a possibility of mixing the two funding when there are grant or subsidies.

In PPPs where users pay directly for the service (“revenue- based PPPs” like concessions), the
Authority and its advisers need to examine the capacity and willingness of users to pay,
especially if tariffs need to be increased from current levels. In many PPPs, the public sector will
need to subsidise the service in order to make it affordable. The use of public subsidies can
impact the value for money of a PPP arrangement, requiring that the efficiency savings from the
PPP option be large enough to compensate for the use of public funds®.

In PPPs where the Authority makes the payments (“availability-based PPPs”), the assessment of
affordability is a key consideration in the design of the transaction. The Authority will enter into
payment obligations over the life of the PPP contract (the so-called “service fee”), which
represent long-term commitments and can influence the design of the transaction and its value
for money proposition.

The “financing” describes the practical process for raising money for construction of the
investment (road, bridge, hospital, prison, school, etc.), describes who are the equity providers,
the lenders and how and when they will be reimbursed and remunerated.

3 See EPEC « Guide for Guidance” available on the site EIB/EPEC
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The schemes presented hereunder show the contractual links and money flows during the
construction phase, and during the operation phase, with two possibilities corresponding to a
Concession project (commercial service paid for by the final user) and PFI (State repay the debt
raised by the SPV (SPV for Special Purpose Vehicle, which is either an industrial company
implementing the contract) or just a financial structure bearing the loans and the payments by
the grantor in the case of a PFI) for the construction period.

In this phase, the SPV/Concessionaire receives money from the Minister of Finances (grant),
under the control of the Technical Department in charge of the project or of the specific Unit set
up by the Government. The SPV/Concessionaire also receives money from the lenders and from
the sponsors/investors (local investors, international investors and contractors/sponsors). The
money is used for paying mainly the construction costs, the advisors and preparation of the
operation period.

We have not represented the VAT paid by the contractor to the Minister of Finances, but usually
it exists and reduces the financial effort made by the public authority.
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During the operation phase, there are 2 possibilities: repayment by the final client or repayment
by the State (Grantor).

Hereunder is the Concession situation, where the money for repayment comes from the final
client.

The money flow is very clear for this phase: the money comes from the final client as a
remuneration for the essential services he receives and goes

e tothe operator for operation and maintenance

e to the government for paying taxes

e tothe lenders for debt reimbursement

e totheinvestors in order to repay the investment and pay dividends

The market decides the toll policy to be optimized by the concessionaire for maximizing the
revenues. So the government does not provide payments but on the contrary obtains revenues from
the Concessionaire in the form of taxes. This solution does not increase the public debt of the State
and rather reduces it.
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Hereunder is the PPP/PFI situation, where the money for repayment comes from the Minister of
Finances.

The major part of the revenues is used for reimbursing the lenders. A small part is allocated to the
reimbursement of the investors and remuneration of the equity. The money is paid by the State

from public funds or borrowings if the public budget is not at the equilibrium. This solution increases
the public debt of the States.

In this scheme, the final client is part of the population (except in some airports). The population is a

beneficiary of the scheme but indirectly only (reduction of road congestion and increase of the global
economic activity)™.

1. ' Documentation can be found in the EPEC library (European PPP expertise Centre) about the way
these topics are treated in Europe. www.eib.org/epec For instance, the booklet
“PPP_motivations_and_challenges”
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5 Evaluation of financial requirements for the group of projects and
comparison with the budget capacity of the country.

Programming and pre-feasibility studies for essential services (health, education, transport, energy,
food) give an evaluation of the necessary financial costs to make the corresponding investments. The
evaluation of all possible commercial revenues gives an idea of what is the amount of money which
could be raised yearly in average by loans secured through commercial revenues. The difference
between these two elements give the amount which can only be financed by the country with three
processes

e Governmental normal borrowings (= debt i.e. future taxes),

e Soft loans made to the State by multilaterals, by bilateral aid agencies or by other
governments

e External philanthropic donations.

Funding by the private sector is possible if the spread proposed by the lenders to the private sector is
not too high (to limit extra financial costs compared to funding by the State) and on condition that
the investment could be reimbursed by commercial services (paid for by the final client like
Concessions). This solution has been used in France, Italy and Spain for a long time for transport and
water distribution and treatment, and has proved to be extremely efficient provided that there exists
an established appropriate legal framework and revenue forecasts are realistic.

It the project is profitable from the socio-economic point of view and if the commercial revenues are
not important enough for compensating operation costs and repaying the debt raised for the
investment, then the State or any Public Authority have to fund the remaining part.
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6 Priorities of the country and choices for allocation of State financial effort

After having taken the decision about the services which could be considered as commercial services
and which not the Public Authorities will choose their priorities according to their own vision of the
development of the country. There is no standard economic way for making evaluation of the
governmental choices, but independent experienced experts can support the States in their analysis
of the consequences of different political and institutional choices.

Often the Region will be the right level to ensure consistency of investment and distribution of
services when two or more States are involved. Appropriate laws and international agreements
which allow for cross border projects should be used in this situation.

The priorities should be determined after analysing technical, educational and political
considerations.

6.1 Technical analysis

Technical analysis process is aimed at accurately evaluating the technical situation and possibilities of
the country, in terms of equipment for essential services and natural resources. It is the basis for
having a proper view on the sequences of development. To give examples, it is impossible to develop
software industry if there is not enough electricity supply, or if the IT networks are not reliable. In the
mining industry, the transport network should be matching the needs of the ore production, etc.

For each project, the technical conditions for its implementation have to be checked and looked at in
relation with the overall schedule of the project.

6.2 Cultural and Educative analysis

Cultural and educative level is taken here in its wider meaning. It covers the level of education of
people, the level of organisation of the country and the way the rules are practically implemented in
the country.

Once the technical conditions are evaluated, it is necessary to consider if the work force properly
matches the needs. This should be considered both in terms of institutional organisation and in
terms of training and capacity building.

6.3 Global political considerations

The political process is related to the decisions that the government has to take. There are non-
measurable parameters such as the Defence, the quality of the social laws for protecting lower
income individuals and regional balance. It is up to the government to decide the importance of
allocating such or such budget to such or such activity.

6.4 Development of comprehensive plans at the country level by type of services.
As public private partnership contracts are contracts of long duration, their environment will
change during the preparation of the contract, project execution and the operation and
maintenance period. The risk of changes inherent in long-term projects can be limited by taking a
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long term view of the services to be provided, the nature of the projects needed to provide these
services and a clear and disciplined time frame for the implementation of these projects.

This long term approach is best facilitated by integrating a concession/PPP projects in a long term
master development Plan for each field.

In the transportation field, the overall road, rail, sea and air transport plans are relatively simple to
develop and implement because public authorities have considerable experience in their
development as is also the case in water projects.

For health and education projects, the Ministers in charge need to establish an overall coherent
framework —for primary, secondary and university education - in order to prepare their budget
effort for the years to come. Fortunately, the investment cost is often small in comparison with
current costs (salaries of teachers and administrative costs) and thus investment costs (repayment
to the contractor in PFl projects) can be secured, which is indispensable for raising the funds.
Commitment at the Prime Minister level or legislative level is often required by lenders.

National security (police stations, military buildings) projects can be found in annual budgets which
illustrate the feasibility of the operations.

The profitability of a project and its financing costs (directly linked to corresponding risks) depends
on the coherence of projects as a whole. “Paysage” clauses for each project ought to be used to
strengthen this coherence. The institutional aspect for the application of the Plan is thus the
fundamental point of this profitability.

Analysis of the sequence of project implementation:

Since the efficiency of a project depends on its physical and institutional environment, the
comprehensive plan must be established in order to ensure a successful execution and the
consistence of each project within the overall framework laid out in the plan.

Efficient selection of projects from amongst many is critical to overall success. Each project is
expected to make use of input and output resources under a number of headings. A subset of
selected viable projects and the resources needed to implement them must be established. There is
no a priori agreement amongst all concerned about how inputs and outputs should be weighted
and combined to facilitate the evaluation and selection of the projects. So each subset of the
projects that could feasibly be selected within the resource constraints should be considered as a
single, composite project.

The evaluation is usually done with a cost-benefit analysis, as presented in section 9.

But in some specific cases, it is also possible to use a need-based methodology to prioritize and
select projects for implementation or improvement. This approach is based on developing a multi-
attribute need function that quantifies the concerns of the Departments and the needs of the
population about various physical and operational deficiencies of existing services. It is an effective
alternative to the traditional cost-benefit analysis. While the cost-benefit analysis may be useful in
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evaluating a small number of project alternatives at a fixed location (e.g., alternative alignments for

a single corridor), it has major limitations when applied to a large-scale construction program.

The institution (Unit) in charge of the programming and approval processes should consider three

important points.

The technical consistence in the order in the project implementation, as we have seen earlier

Possible phasing of the projects

6.6

6.7

Technical consistence
The first point is relatively simple to verify: for transport, water, and telecommunications, the
relative importance of the catchment area suggests priority of realization. But regional balance
and specific planning can add further parameters and modify the simple process of looking at
the population in the catchment area. For instance, specific planning may particularly involve
energy supply, where the production zone is already accurately located for technical reasons
and may be far from the main populated area (main consumption zone).

Consistency of network development is also easy to check, and it has to be done. Particularly in
the mining projects, the transport, water, waste treatment and energy networks should be
consistent with the mining development.

Possibility of phasing the projects
This aspect is crucial because it is the easiest way to match the amount of investment with the
possibilities of funding by the local population and investors. Very often, decision makers are
unrealistically attracted to huge projects or those requiring sophisticated technical process or
which promise very high service levels. Ignoring the high costs and technical difficulties which
render these projects unattainable.

In the case of concessions, for many infrastructures, there is a possibility of phasing a global
project into stages, and then to develop the project according to the observed traffic for
transport investments and revenues for other. Obviously this is not possible everywhere, for
instance for a tunnel or a bridge construction. But in many circumstances it is possible to adjust
the service provided in a way that a first step is possible with only a small amount of public
money.

For the PFI process, it is much more difficult because of the general rigidity of the whole process.

It is therefore necessary that the institution in charge of determining the phasing finds the best
possible technical dossiers, by choosing consultants experienced in the relative field and then
co-ordinating with other governmental institutions so that each ministry is kept informed and
coordinates its work within the comprehensive framework established for the country. Finally,
an approval by the Unit at the highest level is compulsory, both politically and institutionally.
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7 Evaluation of the socio-economic profitability of each physical project

7.1 Cost-benefits analysis
This point discusses the socio-economic profitability in a broader sense and needs proper
evaluation of construction costs, operating costs, maintenance costs, socio-economic benefits
and direct and indirect impacts.

Beyond the standard cost benefit analysis used in all feasibility studies, the Public Authority
need to have a complete socio-economic analysis.

Cost benefit analysis

The standard cost benefit analysis brings together an evaluation of all of the costs of the project
(studies of all natures, transactional costs, construction costs, operational and maintenance
costs, contractor costs during the studies and during the execution of the contract) and all
benefits coming from the investment. There are direct benefits like time saved for transport
operations or improved safety, better agricultural development for irrigation operations. There
are also indirect benefits, like the possibility of industrial development when a power plant is
build and energy distribution network erected. Each sector (transport, energy, housing, health,
etc) has developed methodologies for benefit evaluation.

The cost benefit analysis will take into account all factors called ‘externalities’. An externality or
an ‘external effect’ is the consequence, for populations and economies, of the creation of new
infrastructures. Certain externalities can be negative, such as pollution, territory losses, etc.
Therefore, the projects should aim at minimising these problems.

Running costs like operation costs, maintenance and heavy maintenance should be evaluated
and added to the investment costs, discounted with the socio(economic discount rate of the
Public Authority.

Specific attention should be devoted to the social and environmental consequences of the
project, in the sense of the COP 21 meaning. Negative effects should be mitigated and
corresponding costs included in the overall evaluation of the project. There are specialised
process or Agencies to help the government for making this kind of evaluation™.

The opportunity costs for the public funds of the corresponding country, amounting in many
cases to 30% of project costs must be factored into the analysis.

These values, spread out over many years, must be reduced to the year where the decision was
made through the application of a social discount rate, corresponding to the economic and
political situation of the country. In Africa it will commonly be between 6% and 15%, in
accordance with the type pf infrastructure. This rate is the fundamental factor for the
calculation of the TRI of projects and the establishment of optimal phasing.

> For instance there are the process SURE@ from the Global Infrastructure Basel and the process developed by
ISCA in Australia. All studies about the whole life cycle of construction/demolition of buildings are also useful.
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The problem of maintenance is particularly important because if the corresponding tasks are not
properly fulfilled the utility of the project decreases and all initial calculation about IRR and
prioritization are becoming useless.

The introduction into Concession and other PPP contracts which are shifting the responsibility
for the operation and maintenance to the Private Sector, in a contractual framework earmarking
funding for maintenance and operation better guaranty that will be kept the overall ‘utility’ of
the project, in a socio-economic sense which is of a calculable size permitting project
comparisons

As a part of the 2004 ordinance on the Partnership contracts and its revision in 2008, the cost
benefit calculation principals had been exhibited before the decision was made on how to
implement a project. (See the IGD documents produced in 2004 and Evaluation Guide produced
by MAPPP').

At this stage it is important to test if there is sufficient support for the project among important
stakeholders (political parties, unions, private sector, users, media, think tanks, "green" groups,
civil society organizations). Indeed, each project has his supporters and his opponents and looking
carefully at the situation always help to find solution for mitigating the drawbacks of the project
for the people who may suffer from them.

Although the externalities are very dependent of each project and of the country where it is
developed, it is possible to organize the items under 4 main chapters :

Economic effects, called ‘economic amenities’ and notably:

Public revenues, which benefit from the project through increased fiscal benefits
The general economic development of the country and its increased fiscal benefits.
The progress of its commercial balance

P wbhe

etc
Effects on the population, called ‘social externalities’, and notably:

1. Indirect and direct jobs, taking into account that increasing the number of jobs reduces the
unemployment and related costs

The effects on the health and education of the population

The reduction of poverty, of accidents, and better communication and transport

Etc.

The Sustainable Development goals of United Nations should be identified here