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Infrastructure UK

The UK PPP Institutional Framework

UNCLASSIFIED

Infrastructure UK

UK PPP/PFI Institutional Framework

IUK — Central PPP Unit
HM Treasury

PPP policy, programme and project (Infrastructure UK)
delivery and approval

Local Partnerships

- Local Partnerships
PPP support to Local Authorities

Department Private Finance Units Department of Department for Department for
Health (Private Education (Private Transport (Private

P BUFTE B SRS SR B EES Finance Unit) Finance Unit) Finance Unit)

Procuring Authorities Procuring Authority Procuring Authority Procuring Authority Procuring Authority

Identify, select, prepare, procure and (Central, Regional or (Central, Regional or (Central, Regional or (Central, Regional or
monitor PPP projects Local level) Local level) Local level) Local level)

NAO National Audit
Ex — post Audit Office

Devolved Government
PPP Policy Units

Scotland




Infrastructure UK — Organisational Structure

Chair of Advisory
Council Chief Executive, _
IUK HR Business Director, EGU
Partner
| | | | | . ;
Chief Operating
PPP Policy Infrastructure Infrastructure Major International Secondments Officer
Delivery Finance Infrastructure
Tracking | |
lobound Infrastructure
Secondees Strategy

UNCLASSIFIED

from industry

Outbound

secondees

EPEC, WB
(completed) and
priority projects

Infrastructure UK

The UK PFI experience
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Infrastructure UK

The UK Story at the end of the 20th Century

Date UK Infrastructure Methodology
1980s-90s | Water, electricity, gas, coal, telecoms, |Privatisation (sale of nationalised
ports (earlier), airports, British Airways, | industries/companies). Some
British steel, British Leyland British regulated (e.g. Water and
Nuclear fuel gas/electricity distribution) rest
unregulated
1994-97 |Railways and Rolling Stock Track and stations sold to
Railtrack (then to Network Rail)
Rolling Stock to Rolling Stock
Leasing Companies, operations
to private sector franchisees
1992-2012 | Social infrastructure (school, hospital, |PFI
public facilities) plus more economic
infrastructure (road, waste)
2013 School Pathfinder UNCLASSIFIED PF2

Infrastructure UK

Situation of the UK Infrastructure in the 1990s

el egacy of under- investment in O&M of the existing infr

astructure stock

* Resulted in aging poorly maintained infrastructure
» Backlog of school repairs in 1997 estimated at £7billion
» Backlog of NHS building maintenance over £3billion

eLegacy of under- investment in greenfield social infra

structure projects

» Lack of investment in new schools, hospitals, social housing, etc. was holding
back the country’s social development

eConventional procurement resulted in time and cost ov

*Constrained capital budgets

* EU Commission paper on PPPs:

erruns

“Whilst the principal focus of PPPs should

be on promoting efficiency in public services through risk sharing and
harnessing private sector expertise, they can also relieve the immediate

pressu

e Balance Sheet Treatment

re on public finances by providin
UNCLASSIFIED

an additional source of capital.”




Infrastructure UK

Traditional procurement - Cost overruns

Guy’s Hospital
Budget: £36m

Guy'’s Hospital
Outturn: £124m

Faslane Trident

Faslane Trident
Submarine Berth

Budget: £100m

Submarine Berth
Outturn: £314m

Scottish

Scottish Parliament
Budget: £40m

Parliament
Outturn: £431m

UNCLASSIFIED

Infrastructure UK

Key Principles of PPP Contracts for Services (PFI/PF2)

Authority transfers responsibility and risk for asset/service to

Contractor.

Contractor takes on obligations for 25 to 30 years.

Contractor designs, builds, (manages), maintains asset and

provides services.

External lenders finance Contractor.

Authority pays “Unitary Charge”

service.

The PFI/PF2 Contract (and associated documents) must

regulate a network of relationships.

UNCLASSIFIED

for available/acceptable




Infrastructure UK

Overview: Typical PFI Structure

Output !
Specification !

Only Residual Risk |

.
Insurance Transfer

Public Sector Entity SPV
25 year Service Soecial P Financial
pecial Furpose .
Central, Regional or Local Agreement Vehicle Company Providers
Government
Authority/NHS Trust
Construction Facility Services
Contract Agreement
Defined Risk |

Transfer |

Lenders

90%

Ot

Shareholders

FM
Provider

Financial
Investor

UNCLASSIFIED

Infrastructure UK

So...The Core Characteristics of PFl are...(1/2)

* Public sector output
specifications

* Public sector public
service delivery

» Private sector asset
delivery

— Authority defines its needs in output terms
and transfers responsibility and risk for

asset/service to Contractor

Authority remains in charge of delivering

public services to citizens

Contractor builds, manages, finances,
maintains asset and provides lifecycle

service. “One stop” service

UNCLASSIFIED




Infrastructure UK

So...The Core Characteristics of PFl are...(2/2)

* Private Capital at risk — Lenders finance Contractor on limited
recourse basis
— Contractor have incentives to complete
and deliver on time and at cost

» Fixed Price — Authority starts paying a fixed unitary
charge once the asset is built
— Certainty of whole-life costs
— Certainty of whole-life investment

* Output-based — Payment relates as closely as possible to
delivery of the desired ‘outcomes’ rather
than of inputs

UNCLASSIFIED

Infrastructure UK

UK Experience - PFlI

+730
PFI Contracts
Signed

£54 Billion
Capital Value

650
PFI Operational
projects

Source : HM Treasruy

UNCLASSIFIED




Infrastructure UK

PFI Signed Deals and Capital Value by Financial Year

18,000 T

16,000

T 120

+ 100

14,000 85 88,/ "\ o %
12,000 f// \' /\

+ 60

10,000
8,000 - /
6,000 35

Capital Value (£ Millions)

4,000 + 2 /_‘\27
1:224;:/;/557%7? i ﬂ oo

1987 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

‘ C—Caital Value in £m ‘

80

40

Number of projects

20

In 2012, 27 projects worth £2.25Bn closed

Data for current projects is for all those still unde r contract; projects which have expired or terminated are not included.

Source: PUK /HMT Projects Database UNCLASSIFIED
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Infrastructure UK

Distribution of PPP Projects by Value

Housing
2%

Other
Environment 8%

5%

Equipment
7%

Transport
35%
Accomodation
10%
Education
14%
Health Capital value - £m
19%
Total: £54 Bn

Source : IUK / PUK Projects Database
UNCLASSIFIED




Infrastructure UK

Distribution of PPP Projects by Number

Housing Other
3% 11%

Environment
6%

Transport
7%

Equipment
4%
Health

32%
Accomodation

13% N

Education
24%

Total: 730

Source : UK / PUK Projects Database
UNCLASSIFIED

Infrastructure UK

Public Expenditure Context

PFI represents approximately 11% of UK total public sector
investment.

PFI (and in the future PF2) is an important technique for
procuring public services but is only one of a family of
procurement methods.

UNCLASSIFIED




Infrastructure UK

Example Range of UK Procurement Models

Complex JVs
and PPPs
outside
PFI/PE

ICT Change
Management

Segment of highest

risk

Traditional
PFI/PF2

Strategic
Partnershi
D

Housing School
Program Program

Programme Regulation by Dept or
Delivery bodies

Complexity of Procurement

Traditional
Services

UNCLASSIFIED
Extent of Central Involvement

Infrastructure UK

So - has it worked ?

UNCLASSIFIED




Infrastructure UK

Comparison with Conventional Procurement - Evidence

Delivery on time and on budget

2008 [ 85% +
2005 | 80% --|---

On time On budget

45% +
On budget
----------------------- - 30%

On time

PFI Conventional
Procurement

Performance of completed projects — No. of Projects

Source : National Audit Office — UK Parliament — Expenditure Auditor
UNCLASSIFIED

Infrastructure UK

PFI Operational Performance

« users are satisfied with the services provided by PFI projects;

« PFl is delivering the services required  with over 90% of public service
managers believing that services provided are satisfactory or better;

« the incentivisation within PFI contracts is working with the payment
mechanism improving the service being provided in the PFI projects

« evidence that PFI projects can lead to better educational outcomes

-However the old model suffered criticisms, especially in the face of
current economic realities where long term finance is harder to come
by, and had to evolve....

UNCLASSIFIED




Infrastructure UK

The UK PF2 Model - Adapting to a challenging
market

UNCLASSIFIED

Infrastructure UK

The new model adapts to the new economic realitiesan d
responds to the criticisms of old PFI

» Economics
e The failure of the monolines - killed the PFI bond market
e The drying up of long term bank finance (as banks re-capitalise themselves)

« Criticisms of the old model
* Increasing cost of bank debt makes it uneconomic

* PFI used by some public bodies and government departments as a device for off-balance
sheet borrowing

» Long term PFI service delivery is inflexible
 Private sector is making too much profit from PFI — hidden returns
» Projects take too long to procure

» The public and private sectors need aalesetpartnership ethos 0




Infrastructure UK

The core principles of the “traditional” PFI model
remain the same under the new PF2 model

Output

forward a financing

Specification Insurance

Only Residual Risk

Transfer solution that does not

rely on bank debt

More Institutional

Investment
Public Sector Entity SPV @
i 25year Service Spedial P Financial R o
) : pecial Purpose - _ e
Central, Regional or Local ! Agreement Vehicle Company Providers gearing c80/20
Government R
Authority/NHS Trust ; +10% publc
Shareholders
change in law - Construction Facility Services
will be retained by Contract Agreement a (minority) equity

the public sector

holder

not allowed to take
longer than 18
months

Defined Risk
Transfer

UNCLASSIFIED

be removed from

contracts

Financial
Investor

25

Infrastructure UK

PF2

Finance: Equity ¢ The public sector will be a (minority) equity holder

¢ A proportion of equity will be competed for post
preferred bidder

* Must bring forward a financing solution that does not
rely on bank debt

 Capital structure likely to have a lower gearing c80/20

Finance: Debt

* Tendering phase of projects not allowed to take longer
than 18 months (unless an exemption has been agreed )

* Additional pre-procurement checks before projects go to
market

Procurement

* ‘Soft services’ such as cleaning and catering removed
from contracts

* Standardised output specifications introduced for
accommodation projects

* Spending control total to be introduced for PF2 projects

Services

Transparency

* Private sector equity return information to be published
by Treasury

* A business case approval tracker to be introduced

* Some risks retained by the public sector compared with
PFI

Risk allocation

PFI

* In nearly all PFI projects the equity holders are from the private
sector

¢ All equity allocated at the point of appointing the preferred
bidder

¢ Since 2008 virtually all debt has been raised from the banks

* A PFl accommodation project has a typically c90/10 structure

¢ No time limit on the tendering phase (worst projects took up
to 60 months)

* ‘Soft services’ included in most PFI projects

¢ Output specifications generally designed on a project by
project basis

* Assessment of PFI liabilities published since July 2011 in the
form of WGA but no spending control of projects

* Private sector equity return information derived only from
published annual accounts

* No published information on status of business cases

* Risks such as change in law held by the private sector.

A GCHEHED
NCLASSTHTED

26




Infrastructure UK

The UK PFIl experience - Lessons learnt

UNCLASSIFIED

Infrastructure UK

Lessons Learnt - Mistakes to avoid
« Using PFI

When it was not the right procurement model

For the wrong reasons - loading up hidden liabilities

Before policy was stable

Where there was no fixed long term need

Where subject to change / obsolescence (IT /telecoms)

Where project was too small (less than £20m)

Where project was too complicated

Where private sector could not manage the risks transferred (NPL)

« Not managing the market

-Launching projects before they were ready
«Over-relying on “science” of quantitative VfM to justify private finance
-Having a Procuring Authority inadequately staffed, skilled or resourced

IFIED
28




Infrastructure UK

Lessons Learnt — PPP pre-requisites

» Above all, Political Commitment
* Policy framework

» Legislative framework

* Programme development

* Institutional reform

e Capacity building:
— Public sector
— Private sector

* Central support
e Quality Control

e Communications

UNCLASSIFIED

Infrastructure UK

Reference Materials
Reference : http://webarchive.nationalarchives.gov.uk/20130319161430/http://hm-

treasury.gov.uk/infrastructure public_private partnerships.htm
New Documents :

« A New Approach to Public Private Partnerships — Setting out new policy
- Standardisation of PF2 Contracts — Sets out new Contractual Approach and Guidance;

« PF2:AUser Guide — Sets outwhat has changed and where.

« Contract Route Map - steers contractual approach;
http://webarchive.nationalarchives.gov.uk/20130319161430/http://hm-
treasury.gov.uk/iuk_cost_review_index.htm

« Shareholder Agreement — frames the new partnership relationship between public and private
sectors

New Documents : To Come

« Standardised Lean Sourcing Process for PF2 ~ — will set out new a procurement approach;
+ New VfM Methodology - proposes a new evaluation framework
« Hard FM and Services Output Specification - sets standards and prevents gold -plating

UNCLASSIFIED
« Pro Forma Payment Mechanism - standardises approach for payments

30
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Public Affairs Solutions

Public Private Partnerships —

Governance and Implementation

8" Annual International PPP Forum
Toyo University

Tokyo, Japan
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Christopher D. Lloyd

www.mcguirewoodsconsulting.com

Presentation Overview

* US PPP Experience and Examples

» Principles of an Effective PPP Policy

» Making Unsolicited Proposals Work

» Government Regulation of PPP Process

« Strategies for Successful PPP Implementation

McGuireWoods Consulting |2
CONFIDENTIAL




US PPP Experience

McGuireWoods Consulting |3
CONFIDENTIAL

Policy Framework

* Federal government uses PPP for military housifigge
development

» Federal government supports PPP through finance programs
(TIFIA for transportation and Private Activity Bonds)

* Most PPP activity is at the state le

» Virginia developed model legislation in 1995 for transportation,
for social infrastructure in 2002

« Virginia model now widely adopted by states (Texas, Florida,
Maryland, California, Georgia)

McGuireWoods Consulting |4
CONFIDENTIAL




Virginia PPP Implementation

» Nearly 200 projects underway or completed statevadging
from $500,000 - $2 billion

» At least 100 projects rejected
« About 80 (of 135) local governments have PPP guidelines
» About 65/35 solicited vs. unsolicit

» Schools, prisons, public safety facilities, transportation were
early project types

« Water and sewer projects, mixed use development, government
offices, college facilities are next wave of PPP growth

* Non-government financing becoming more accepted

McGuireWoods Consulting |5
CONFIDENTIAL

Public-Private Education Facilities and Infrastructure

Act (PPEA) of 2002 — Non-5tate Entity Review Process
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Public-Private Education Facilides and Infrastrucrure

Act (PPEA) of 2002 - Review Process Overview - PAGE 2
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Washington
METRO parking
and
development —

Reston, Virginia
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Virginia Tech-
Carillion School
of Medicine and
Research

Institute —
Roanoke,
Virginia

|qm L
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George Mason
University,
Graduate

Student
Housing —
Fairfax, Virginia
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PPP Policy Principles

McGuireWoods Consulting |11
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PPP Policy Principles

Commitment to Competitiol E
Transparency E

Qualifications Based Selectic E
Local Government Conse E
Appropriate Government Oversig E‘
Performance Based Contrac E
Integrate Procurement and Finan E’

McGuireWoods Consulting |12
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Unsolicited Proposals

McGuireWoods Consulting |13
CONFIDENTIAL

Unsolicited Proposal Principles

* Unsolicited does not meet it is a surprise

* Rdies upon open, collaborative and transparent discussions
between the public and private sector

» Public body must effectively balance unsolicited and solicited
proposal

 Infrastructure spending needs and plans can communicate
potential PPP project concepts

* Must protect intellectual property/proprietary approaches
* Public agency must have ability to say yes when ready
* Public agency must have ability to say no when needed

McGuireWoods Consulting | 14
CONFIDENTIAL




Why Unsolicited Proposals Succeed

» Encourages innovative and creative project appr@ache

* Opens door to alternative financing

» Delivers world-class expertise to meeting infrastructure needs
* Project is approached like a business

« Stronger emphasis on life-cycle costs

McGuireWoods Consulting |15
CONFIDENTIAL

Governance of PPP

McGuireWoods Consulting |16
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Governance Principles

» Strong enabling law helps both public and privatgme

» Create a PPP oversight office with dedicated staff and funding
» Develop clear rules for selection

* Public Sector Comparator and Value for Money concepts

* Interagency working group

McGuireWoods Consulting |17
CONFIDENTIAL

How to Effectively Govern PPP

e Strong contracts
» Permit flexibility as conditions change
e Trust but verify

» Strong public participation and outreach efforts

McGuireWoods Consulting |18
CONFIDENTIAL




PPP Implementation

McGuireWoods Consulting |19
CONFIDENTIAL

Successful PPP Implementation

* No surprises — secure all permits and property sight

» Keep the public informed

 Demonstrate benefits of the project

* Be ontime and on budget

» Exceed expectations on performance

McGuireWoods Consulting |20
CONFIDENTIAL




Questions or Comments?

www.mcguirewoodsconsulting.com

n /McGuireWoodsConsulting

, @MWConsulting

© McGuireWoods Consulting LLC

McGuireWoods Consulting |21
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PPP/PFI in Japan
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Yuji Nemoto nemoto@toyo.jp
Director/Professor, Toyo University PPP Graduate School

Member, PFI Promotion Committee, Cabinet Office of the
Japanese Government

TOYO Univ. PPP School

PPP Legal Framework in Japan PPP® #3#H A

Outsourcing &It

Designated Manager System 1§ IESE

— library, gymnasium and swimming pool etc.

— no ownership, relatively small, 70,000+ projects
PFI (Private Finance Initiative)

— prison, school and hospital etc.

— BOT/BTO, relatively large, 400 projects

Market Testing HIiHT Ak

Economic Development such as Mixed-Use Real

Estate Development #E3TTHEAELEFFRHFE

TOYO Univ. PPP School




Current Issues ®IEDRE Y

Aging of Social Infrastructure A2 725451t
Severe financial circumstances &L UNBABUIR
Infrastructure saving [ B4 77]

e 2020 Tokyo Olympic 2020F B R i

TOYO Univ. PPP School
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Public investment in Japan BADAHIFE

1970's 2020’s
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Recent Accidents ExiITDHK

2012.12.2 The Chuo
Expressway Sasago
Tunnel ceiling board
crash HREHEFF R
IVRF R AR %

2013.2.10 the Hamamatsu |..
Daiichi Bentembashi Bridge [g
wire fracture accident 2
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Recent Accidents ExiITDHHY

2013.8.8
A road cave-in of Kita-ku, Tokyo FIE#BILXEREE
based on sewer breakage. T/KEEHEHIIRE

2013.10.5 .
Aroad crash of Minato-ku,’ ¥ Y
Tokyo

2 X R BB AR R
2013.10.9

the Board of Audit announced that about

40 percent of city offices may collapse by a big
earthquake. ZETHRER. EEOHTEDAEINE
E6RTHIRDBNEFEE

Severe financial circumstances E&LUNBAETS

Debt to nominal GDP(%) &{&xt#& BGDPLL
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Collapse of the Bubble Economy
INT )LERIREA
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Infrastructure Saving BA> 75
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2020 Tokyo Olympics 2020F HE f ik

1964

New-Construction
Public Works
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2020

Re-construction
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