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Caribbean Challenges for Growth

a Investments in infrastructure are critical for achieving inclusive and

sustainable growth in the Caribbean

Q Intrinsic characteristics of Caribbean countries (small island economies,
vulnerability to natural hazards, long standing regulatory issues, etc) = high cost of

infrastructure relative to other world regions.

0 Governments face significant capacity constraints - both financial and

technical, in addressing the infrastructure needs

=» Given the governments lack of resources, private sector investment has a

pivotal role to play in bridging the infrastructure gap.



PPPs can help address the infrastructure gap by
mobilizing private sector investment and expertise

. Successful PPPs can:

« have anet positive fiscal impact - reducing government expenditures and increasing
fiscal receipts

- improve competitiveness, thereby creating an environment conducive to private
sector investments into growth sectors

« help make progress on inclusion by broadening access to basic services (energy,
water, transport, health and education)

More specifically:
« PPPs facilitate delivery of improved infrastructure

 PPPs, focused on performance based delivery of infrastructure and services, not just
financing, transfer risk to the private sector

PPPs are not a panacea for all infrastructure development (e.g. does not address
regulatory issues) but are critical in leveraging private sector resources



PPPs in the Caribbean
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v Growing interest of governments to pursue PPP’s

v Countries with PPP legal frameworks, and operational PPP units:
Jamaica, Trinidad & Tobago =» strong project pipeline

v In other countries: lack of framework and of operational units hinders
project identification/execution =» few projects

v Pipeline of potential projects:

=  Transport: Airport and Seaports

= Social Infrastructure: Hospitals, Schools

= Energy: Renewables, diversified generation
= |CT: Telecommunications

=  Water and Sanitation


http://www.iadb.org/index.cfm?lang=es
http://www.iadb.org/index.cfm?lang=es
http://www.iadb.org/index.cfm?lang=es

PPP Projects in the Caribbean
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Successful PPP Projects

Sangster International Airport, Montego Bay, Jamaica
IFC Investment ($52.5 million IFC loan, 52.5 million syndicated loan)

Air Jamaica Privatisation, Jamaica
IFC Advisory (S50m investment, $250m fiscal benefits, 900,000 people with improved access)

Haiti Teleco
IFC Advisory (5100m investment, $200m fiscal benefits, 1.5m people with improved access to services)

Ongoing PPP Projects

Norman Manley International Airport
(Jamaica), shortly to launch tender

Grenada Hospital PPP
(Grenada), ongoing tender process
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Challenges in Advancing PPPs

Limited Institutional Capacity to undertake PPP’s:

» Success in larger countries (Jamaica, Trinidad and Tobago) with PPP units
developing projects but still need for further institutional capacity building

» Limited success in others — limited experience, lack of political will and
limited government resources have seen failed attempts at PPPs

No Clear Policy Framework or Processes results in:

» Lack of defined processes and funding to support project preparation and
development

» Lack of process for dealing with unsolicited proposals
=» Lack of Government capacity to provide clear signal to the market

=>» Project Delays (Years) and Derailment



Challenges in Advancing PPPs

Limited Government Resources to Undertake PPP’s - Governments must have
capacity to meet fiscal obligations associated with PPP’s

» Fiscal challenges with social infrastructure PPPSs (schools, hospitals) or
transactions where government retains demand risk (e.g. Limited/no fiscal revenue; government to
make annual payments to private operator)

» Public sector commitments required to support other PPP arrangements - Termination

payment obligations, guarantees, subsidies (as needed)

=>» Need clarity on fiscal impacts in early stages especially for highly indebted
countries to determine ability to proceed

=» Clarifying expectations on PPP accounting, particularly for countries with IMF
programs is critical to assess pipeline projects in the context of tight fiscal space

=>» May limit PPPs to “standalone” projects not requiring government support



Proposed Solutions

Two Critical factors to enable and foster PPPs in the challenging
Caribbean environment:

— Solid political support by host country
— IFIs collaboration

= WB, IFC, PPIAF are collaborating closely
=>» IFC projects benefited from Canada and US support

= WBG, IADB, CDB, EU and bilaterals (Canada, UK) are increasingly
working together

=» Caribbean governments are increasing their support for PPPs

=>» Time to actively support identified projects (Jamaica, Grenada,
Trinidad and Tobago, others) = demonstration effect



Proposed Solutions

Work on Enabling Environment and Policy Framework

Q Identify fiscal impact of potential PPPs early on, especially for countries
with IMF program

- Is there potential to explore project meeting certain metrics/passing test on risk allocation and
other contractual provisions ?

- Important to determine clear and consistent position to guide the countries

O Explore opportunities for harmonization - English Speaking Caribbean given similar
Common Law system

O Haiti and OECS - discuss creation of PPP units



Proposed Solutions

Support for Capacity Building and Network Building
O National Level:
» Need for PPP training, sharing of country level experiences
O Regional Level:
» EXplore Opportunities for Regional PPP Centre of Excellence

— Potential repository of PPP expertise to provide support, particularly to OECS,
Haiti, Guyana Governments which do not have PPP units

— Could be developed at a regional body (e.g. CDB) with support of IFI's
» Regional PPP forums and training

— PPP Centre of Excellence could coordinate a programmatic approach to PPP
training in the region in collaboration with IFI’s



World Bank Group: Multi-faceted support to PPP’s,
leveraged by donor financing and coordination with

IFIs (e.g. IADB, CDB)

» Introducing

competition

»  Setting the

IBRD conditions for

private
investment

= Assessing

consistency

with

IBRD/IFC environmental

and social
standards

= Tracking result:
and sharing

lessons

Investment

Advising
governments
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donors

Implementing IFC
private-sector
participation
arrangements

Financing
projects through
debt, equity and

Lo IFC
mobilization of
external
resources
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World Bank Group: Case Example - Jamaica

Development Bank of Jamaica / Government of Jamaica
O World Bank, PPIAF: PPP Upstream Support and Capacity Building

— Identify/screen potential projects — driven by sector needs and cognizant of fiscal
constraints to select the right projects

— PPIAF - support for pre-feasibility assessment of projects

— Helping to build capacity of GoJ entities to manage the PPP program

Q IFC: PPP Downstream Support
— MOU between IFC and DBJ - policy review, capacity building, project execution
— Joint Transaction Advisors with DBJ — knowledge transfer, capacity building

» Projects: Norman Manley International Airport, Soapberry Waste Water
Treatment Plant

» Conduct due diligence (technical, legal, financial, E&S), develop transaction
structure and prepare projects to go to market

» Manage bidding process, support GoJ in evaluation, award, through to closing
12



Conclusions

Take Away Messages

« Two critical factors — Government support + IFIs coordination
* No time to waste — Actively support identified projects

Issues for discussion

« Achieving a strong political commitment for the establishment of a clear
policy framework and transparent processes

« Identify priority projects

« How to fiscally account for PPPs

Actionable Items

« Execution of identified projects (Jamaica, Trinidad and Tobago, Grenada,
others)
« Institutional capacity:
— Jamaica - WBG, IADB and DBJ, others?
— Haiti, OECS — PPP unit?
— PPP training, sharing of experiences (national and regional levels)
— PPP center of excellence (regional)
« Enabling environment and policy framework:
— ldentify Government policy actions and timeline
— PPP accounting treatment
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Annex - Selected IFC Supported PPPs

* Global Impact of IFC supported PPPs, FY0O5-FY13
« Jamaica: Air Jamaica

« Haiti: Teleco

« Panama: Panama Pacifico SEZ

* Colombia: Ruta del Sol

« Lesotho: National Referral Hospital

* India: Gujarat Solar

» Brazil: Belo Horizonte Schools



Impact of IFC’s PPPs

o 3 5 5 people with first-time or improved access to
- . education, electricity, health, sanitation, water,
million and other basic services.

$3,000,000,000

In private investment

$2,000,000,000

In fiscal benefits

Developmental impact of IFC projects closed FY05 to FY13



Szeccess Storzes

PUBLIC-PRIVATE PARTNERSHIPS

T¥is series provides an overview of
suuccessfrl public-privare partmnersbips
in varions infrastruciure sectors,

swbhere FFC was the lead advisor:

Jamaica: AIr Jamaica

Regional air travel is a critical issue facing the Caribbean’s small,
fragmented countries and markets. IFC was lead advisor to the
government of Jamaica in structuring the privatization of Air
Jamaica, which culminated in an agreement betvween Jamaica's
government and Caribbean Airlines, the national airline of Trinidad
and Tobago. Approximately 900,000 passengers annually will
benefit from the newvw service, which eliminates the government’s
subsidy of the airline’s operations. The agreement was signed on
April 20, 2010.

The privatization will transfer full financial responsibility of Air Jamaica to Caribbean
Airlines, without including Air Jamaica's past liabilities. Under the terms of the
agreement, the government of Trinidad and Tobago will invest $50 million in
Caribbean Airlines” equity capital in order to fund its Jamaican operations, ensuring
sustainable development while improving air service to and from the country.

The project was supported by the Canadian International Development Agency,
the U.S. Treasury, and the U.S. Trade and Development Agency.
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BACKGROUND

The Jamaican economy is heavily dependent on services, which
account for more than &0 percent of GIDPR The counory derives
mast of its foreign revenues froon tourism, so air service is critical o
the economy and dthe country’s fuoure. Howewver, Air Jamaica — the
national airline — operaved in an intensely competitive environment
dominaved by large. privavely owned airlines. Air Jamaica experienced
losses in 40 out of its 42 years of existence;: as of March 20010, Air
Jamaica’s Aimancial statements showed an accumulbated deficic of
approximartely £1_54 billiomn.

The Jamaican government determined that dhere was no economic
rationale for its conrinued involverment in Air Jamaica and that this
expense was unsustainable. Iv sought o remowve Air Jamaica from the
naticonal budpet so thar those resources could be released to suppore
critical infrasorusctare projects and social services. The povermment
neaded oo ensure the long-term, sustainable development of Air
Jamaica through a partnership — in this case. between the government
and an investor with rechnical expertise and financial strenpeh.

IFC"S ROILE
As lead transaction advisor to the government of Jamaica, IFCs
specific roles included:

= Preliminary market testing and resource mobilizacion.

= [Diagnostic and transaction siorscturing.

= Transacrioni mplemenation.

= Leadership in the design and implementation of a
pre-privatization restructuarirg plan.

Mdimately, IFC contributed to Jamaicas financial sability, a
pricrity of the new political administration. while participating
in the restrucmering, of the Caribbean airline secror, a regional
infrasoructare prioricy.

TRAMNSACTION STRUCTURE

LUnder the terms of the agreement, che povernment of Trinidad and
Tobago will inwvest 350 million in Caribbean Airlines to fund its mew
Jamaican operations. The Jamaican povernment will receive a 16
prercent minority incerest in Caribbean Airlines in compensation for
the transfer of Air Jamaica’s marker share and poodbaill o Caribbean
Airlines. The government of Jamaica will remin ownership of Air
Jamaica’s real estate and indusorial assets.

The transition went inoe effece on May 1. 2010, and Air Jamaica
continuwed its operation under a contracrual arrangement with
Caribbean Aidrlines. There was no disruprion of services ricketrs
previously issaed to passengers were honored. The fimancial ransition
alzo went into effect ar this vime,. and Caribbean Airlines assum ed
full inancial responsibility for Air Jamaica. Air Jamaica employees
werne made redundant, though Caribbean Airlines planned to re-hire
approximately 1,000 of them during the transition period. These
employvees had been identified and approached earlier in the process.

BIDDIMNG
In March 2008, the government established a transparent and non-
discriminatory bidding process so that any suirtably qualified investors

could pardicipare. Potential investors were asked o demonstrate
rheir techmical experrise and financial sorengrh by submioring
propasals highlighting their gualifications and plan for the futoare

of the airline. Registered prospecrive invesoors were reguired o
adhere to a clear dimetable.

IFC assisted the government in assessing adherence vo the
requirements and puidelines by each incerested parcy. Seven
companies submicrted expressions of inrerest, five of which fulfilled
the requirement o provide information on their inancial sorengith
and aviation expertise. IFC and the povernment of Jamaica concluded
thar four of the five companies mer the technical and Ainancial
criteria. Uldimately owo of them — Indigo Parmmers and Caribbean
Aigrlines — submimted proposals before the deadline of June 30, 2009,

IFC and the government of Jamaica then evaluarved the strenpgths
of each proposal. following a pre-derermined evaluation approach
(a weighted scoring system}. Proposals from Indigo Parmmers amd
Caribbean Aidines were both strong. bur Indigo Partners” proposal
scorsd marginally higher. The recommendadion of Indipo Paromers
wwas accepred by the povernment and negotiations began in July
200 on an exclasive basis.

Howewver, four months later the negotiating parties acknowledged
their lack of progress in reaching a final agreement. Discussions

with Indigo were verminared by muneal consent. The government of
Jamaica resumed negotiations with Caribbean Airlines. Megotiatiomns
between the povernment and Caribbean Airlines were successfully
completed in April 201 0.
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Szeccess Storzes

IFC ADVISORY SERVICES

TFis series provides arn overview of
successfiel public-privare partmnerships
i various infrasiriucture seciors,
swhere IFC was the lead advisor.
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Haiti: Teleco

On April 29, 2010, the Central Bank of Haiti (Banque de Ila
Républigque d'Haiti or BRH) signed an agreement with Vietnam'’s
largest mobile telephone operator, Viettel, to significantly expand
telecommunications services in the earthquake-ravaged country.
The public-private partnership is expected to modernize Teleco,
help improve the company’s technical and financial capacities,
modernize its infrastructure, and provide new services to its
customers.

viettel will invest US$99 million under a public-private-partnership that will fold Teleco,
the existing state-owned telecom enterprise, into a new telecommunications company.
The investment will increase access to fixed and mobile telephone services and develop
the country’s first nationwide fiber optic network. The agreement represents Haiti’s
largest foreign direct investment following the massive earthquake that struck the
country earlier this year.

DevCo, a multi-donor program affiliated with the Private Infrastructure Development
Group and supported by the UK’'s Department for International Development, the
Dutch Ministry of Foreign Affairs, the Swedish International Development Agency and
the Austrian Development Agency, provided support for the advisory work. Additional
support for IFC’s advisory work was provided by the US Treasury Department.
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BACK GROUMND

Even befors the devasvating January 2010 carchgquake, Hairi’s tele-
communications infrastrucrure was wocfully inadeguate. Fixed line
penctration was aonly 1.2 percent, the lowese in Latin America and
the Caribbean. Mobile density was abowrt 35 percent, while ITnter—
net penctration was below 1 percent. With the liberalizarion of
rhe telecom mobile marketr in 20040, Teleco——the srate owned fisced
velephony enterprise that had enjoyved a monopoly in the telecom
soctor—saw its marketr share reduced o 4 percene of the owerall
elephony marker or less than 1 2000000 lines compared o 3.5 million
morbile subscribers in 2009, In addicion, che company suffered from
a dererioraring relephony nevwork. BRH has been regquired to cowver
Teleco™s recornded financial losses in recent years.

Im 20007, BEH and the Government announcood their intencion oo
modernize Teleco through a public-private parcnership (PPP) chac
would transfer majority ownership and management control to a
reputable teleccommunications investor.  The strategy of opening
Teleoo's capital to a stravegic partner would bhelp improve the company’s
vechnical and financial capacities, modernize its infrasrructare, and
provide new services to its cusoomers. More broadly. the moderniza-
tion projece aimed at achieving significane development impaces over
five-years, inclading:

= Intcnsificd compctition in the tclecom market (in 20069, a
single company had over &0 percent of the markee share).

= Increased penetration and higher gquality mobile relephony
services, particularly for low income customers and raral
subscribers.

= Increased Internet penceration.

= Significant investments in critical telecom infrascrecture—
such as nationwide fiber optic backbone and access o a secomnd
fiber optic submarine cable——arhich were expecoed o boost che
development of I'T-services in the counery.

Wich a population of nearly 10 million, Hairi had the potential o
become the second largest telecom market in the Caribbean.

The carcthguake thar srruck Hairi in the midst of che nepgoriations
caused sipgnificant damagre to the exisring telecom operators’ networks,
including those of Teleco., Rebuilding infrastracrurne and increasing
accoess o fixed., mobile, and high speed internet services bocame a key
component of the country’s long-term recovery stratcgy.

IFC'S ROILE

IFC served as the advisor to BRH on structuring and implementing
the international bidding process for the telecom PPPR IFC worked
closcly with Hairi’s Council for che Modernization of Svate-Ohawned
Enterprises, which aceed as the projects implementation agency on
behalf of BREH to ensure thee highest standards of transparency and
IFC also coordinaved with che "World Bank. wwhich was
conducring a reform project o improve the regulatory environmene
for eeleccom opcrators in the country.

fairncss.

TRANSACTION STRIUWCTURE

The PPP eswablished a new telecom company that possessed licenses
and frequencies for a full range of telocom services, including wire line.
fixed-wireless, international submarine cable, "Wikdlax-based wircless
broadband, and cellular. The winning bidder wouwld hold a 60 percene
stake in the new company; BRH. Teleco, and their affiliaves would
control the remaining 40 percent.

BIDDING

Wietpel won the invernational render among three bidders o upgrade
Haiti's fiwed line nerwork and build che counery’s first fiber opric
cable nocrwork. Victeel will inicially inwese UUSESD million., and then
an additional 1TIS$540 million over four years.

The constrection of dhe fiber optic cable nerwork will provide Inverner
access to remone towns, while the opening of a second addicional
access point to submarine fiber opric cables will improve the counery's
global conmectivity

Fimnanoce Corporation
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Szeccess Storzes

INFRASTRUCTURE ADVISORY

This series provides an overview of
successfiel public-privare partnerships
72 vAriows irfrastricctiere sectors,

where IFC was the lead advisor.

Panama: Panama Pacifico SEZ

The Panama Pacifico project is transforming the former Howard
U.S. Aiir Force base outside Panama City into a hub for interna-
tional trade, logistics, services, commerce, and industry. As prin-
cipal advisor to the government, IFC recommended that a private
investor develop the 2,500 hectare site through the establish-
ment of a special economic zone (SEZ) with a modern regulatory
framework and administration conducive to business and direct
foreign investment. The land received SEZ status in 2005 and
within two years a private master developer was selected and a
master development agreement signed.

One of the largest development projects in the world, Panama Pacifico capitalizes on
its strategic location at the entrance to the Panama Canal and its close proximity to
Panama City, the capital. London & Regional Properties (L&R), a global private real
estate development firm, won the bid for the 40-year concession. L&R committed to
invest a minimum of US$408 million over the first eight years of the project, of which
USS$20 miillion was paid up front, and a minimum of $100 million for each eight-year
period afterward. Panama Pacifico is expected to attract US$3 billion in direct for-
eign investment and create an estimated 20,000 new jobs.
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BACK GROUMND

In accordance with the 1977 Torrijos-{ arter Treaty, che Howard
.5, Air Foroe base and ics infrastrucoure reverted to the
povernment of Panama in 1999, The povernment sougzht to usc
the asscts, espocially the runvway, o bring cconomic activity to
the country and create jobs. After a number of unsucocessfual
attempits oo achicwe these objectives, the governmene revained TFC
in June 20001 to advise on structuring  the project as a public-
private partnership aimed at gencrating sustainable employmene
opportunities. strengthening and diversifying Panama’s economic
basce. increasing the country’s com petitiveness, and improving cthe
imvestment climate.

IFC'S ROLE

When IFC signed the mandane for the Panama Pacifico public-
private partnership, the government was intent on turning the
former milivary base into an airport and pare. IFC brought a
more expansive vision oo the project and helped the government
reoognise the site’s full development potencial.

IFC s mandate included developing the project concept:
designing a coherent development stravegys drafting laws creating
a special economic mone based on incernarional best pracrices

and associated repgularions: developing a land use masver plamn.
bascline environmental and demand studies, and a financial
mcedel to define the land prices designing an innovative masger
development agreement: and managing an international selection
process. Daring the six years of the mandate™s tenure, TFC worked
with the government authorities. class associations, opinion
makers. and political lecaders vo preparc the project and help
ensure congressional approwal.

A major national public relations campaign helped build
conscnsus among the diverse srakeholders and gave the project
credibility. This in rurn helped ensure approwval of the Llaw crearing
rthe Agency for the FPanama Pacifico Special Economic Lone.

a dedicated agency structured to facilivate one-swop shopping.
IFC played a lead role in promoting the projoect to potencial
international bidders. ensuring a transparent and competitive
process, sclecting the master developern, and advising on the
contract sEructure.

TRANSACTION STRUCTURE

The Panama Pacifico projoct is intendeod to transform a former
1.5, Air Force base into a special economic sone for internacional
crade, commerce, and indusery and to develop the sioe as a
ocommercial, residential, logistics and business hub. Plans call
for the constraction of more than one million squane meters

of commercial space as well as an urban center with 20, 0000
houses and apartments, hooels, shopping centers, and restaurants
surrounded by gardens., green beles, parks, and water resources.
The former military airserip is being used as an altermate airport
o Tocumen International Airport (and therefore financed by
Tocumen Airport users). Today the former military airstrip

primarily serves the Singapore Technologices (51T) Maintenance-
Repair-COwerhauling facilivies. 5T vook owver the four hangars and
currently employees abour 300 rechnicians who have been trained
ar the facilicy. Plans for addicional facilities are underaay.

IFC proposed a highly innovative and complex transaction
seructure for the 40-ypear concession. The master development
agroement allocared rhe parries’ obligarions and risks. The
agrecment also defined the pricing of land (fixed base price and
contingent price, derermined by a transaction value or deemed
sale)., the minimum land takedowns by category of use, the rules
for land development to prevent land speculation, the penalcies
for mon compliance [ e g. government buyback oprions). and

rthe governmenrt’s onsite infrastructure development obligations.
among others. Under the terms of the agreement. the masver
developer is granted exclusive development rights for 15 yecars and
limited righes for the rest of the concession.

EBIDDIMNG

L&R waon rthe bid for the 40-year concession. The winning
proposal incluoded commicments o invest a minimum of 2408
million owver the first cight years of the projoct. of which USSE20
million was paid up front, and a minimum of 3100 million for
ecach cight year period afterward.
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Szeccess Storzes

PUBLIC-PRIVATE PARTNERSHIPS

Thris series provides an overview of
successful public-private partnerships

in various infrastruacture sectors,
wwhere FFC wwas the lead advisor:

Colombia: Ruta del sol

Good highway infrastructure is essential to economic
development. The Colombian government backed this concept in
July 2010 when it awarded the concession of the third and final
section for the construction and expansion of the $2.6 billion
Ruta del Sol highway. This 1,000-kilometer road connects the
capital, Bogota, with other large urban areas of the country’s
interior and Caribbean coast. When completed, Ruta del Sol will
help foster the country’'s competitiveness in these sectors and
improve road and travel conditions for passengers and goods.

Ruta del Sol was initially conceived by the government as a single project. It was
later divided into three concessions to adapt to market conditions, to ease its
construction and financing, and to mitigate single-operator risk. The winner of
Sector 1 will be responsible for building a new 78-kilometer double carriageway
road in mountainous terrain and for maintaining it for seven years. The winners of
Sectors 2 and 3 will undertake the rehabilitation, expansion to double carriageway,
maintenance and operation of 528 and 465 kilometers of existing roads, respectively,
for up to 25 years. The project received Project Finance International’s Transport Deal
of the Year award for the Americas for 2011.

The Public-Private Advisory Infrastructure Facility (PPIAF) and the IFC-U.S. Department
of the Treasry Trust Fund provided funding for the project.

I C | S e Yoration EPPILAF
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BACK GROUMND

Like other couneries in Latin Aomerica. in the lasc 200 years
Colombia has been expanding ics road nerwork through differenc
concession models. As a result. a number of projects have been
avwarded under a broad range of contracomal seructures. Oheer
the years, however, many of these projeces suffered construction
and maintenance delays. leading to contract renegoriations

and in some cascs carly termination. In addition. these projeces
attracted very limited participarion from intermacional investors
and local pension funds. This sitwation led Colombia’s Mational
Concessions Instituee {IMNCO) oo sock assistance from TFOC.

Extending more than 1,000 kilometers. Futa del Sol was one

of the mose important missing picces of Colombia’s concession
program. Following a failed amtempt to concession iv in the carly
1990s, in 20007 Colombia’s Ministrics of Transport. Fimance

and Planning jointly requesved IFC assistance to structure a

new conoession for the projecet and help prepare a bidding and
contractual strucoure that could become a model fior futwre road

DT S SS TS

IFC'S ROILE

IFC was the transaction adwvisor vo INOCO for the structaring

of the three concessions which were tendered in oao bidding
processes. [IFCs involvement included sclecting and leading,

a group of consultants who helped carry out the projecet™ doc
diligenoes and preparcd detailed studies for strocturing and market
information purposes.

IF(Ts role also included preparing the project’s inancial model
and evaluaring different structuring alternatives. These analyses
also derermined che level of support required vo develop a public-
private partnership, o help the povernmene make an informed

decision on its subsidy contribution.

TRAMNSACTION STRUCTUWRE
The project was structured in three parts:

Secoor 1: A 78 -kilometer double lane greenficld project. The

due diligence phase included a desp engineering analysis and an
assessment of porential alignmenos. Given its risk profile, Secrion

1 wwas structurned as a medinm-term concoession of seven years with
availability payments {(five years for construction and tao years for
operation]). The intention is o retender it as a toll road concession
at a future daoe.

Secvor 2: This project covers 528 kilometers in flat serrain and
revenues include toll collections and government availability
payments. This was structured as wvariable-verm concession. so the
concession will expire once the concessionaire’™s requested MNeo
Present Walue (INPV) of reveniues is reached (maximuoum cermm is 25
FeArs b

Secvor 3: This project covers 465 kilometers of semi-fAar terrain
and revenues include ooll collections and government availability
payments. This was also strucrured as variable-term concession

limited to a maximum term of 25 years.

Covernment subsidies for all sectors consisted of yeardy, project-
specific budgetary allocations assigned by the Ministry of
Fimance to cach concession. These allocations will be transferred
every year oo individual concession trusts and funds would be
payable o the concessionaires upon complerion of contractwally-
defined construction milestones. [Dedocrions could be applicd

oo the payments if the concessionaire does not meect minimuom
road condition and operational performance parameters.  This
plan creates an incentive for compliance with construction and
operation and maintenance goals.

The bidding criveria for all three sectors consisved of a
combination of technical and economic variables wich the greatest
walue assigned vo the cconomic proposal. The cconomic variable
was the lowest B PV of revenues.

BIDDIMNG

HSecoor 1 was awarded to Consorcic Wial Helios, a consortiuam bed
by Colombias (Zrupo Solarte and ConConcreto 5_A. together with
Argentinag’s lecsa 5 A The governmene conrribution requesoed

weas 53770 million, 20 percent less than the maximume-approved
government contribution to this concession. -

Secoor 2 was awarded to Concesionaria Fura del Sol SAS, a
consortium led by Brazils Constructora Norbervo Ovdebrecht
and rthe Colombian financial group Corficolombiana. MNPV of
revenues requested totaled 510047 billion, which represenred 6.5
percent less than the maximume-allowed bid wvalue.

Secvor 3 was awarded to Yuma Concesionaria 5.4 PSE a
consortium led by Ivalys Impregilo, which included Colombia's
Bancolombia and the pension fund Proteccidon. MPY of revenues
requested totaled $1.039 billion for Sccror 3, which was 9.5
percent less than the maximum-allowed bid value.
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This series provides an overview of
successfiul prublic-privare partrrerships
P72 VArios irfrdsiriictire sectors,

where IFC was the lead advisor.

Lesotho: National Referral
Hospital

Lesotho is replacing its main public hospital with a new 425-

bed facility that is supported by a network of refurbished urban
clinics. All the facilities will be designed, built, financed, and
operated under a public private partnership (PPP) arrangement
that will also include clinical services. The nevww hospital will
deliver greatly improved, high—quality, publicly funded health
care services and will serve as the main clinical training facility
for all health professionals. The PPP project structure is a first for
the health sector in Africa.

The Tsepong consortium, headed by Netcare and comprising significant local ovwner-
ship, won the bid for the project. Tsepong will design, construct, partially finance, and
operate the new hospital and three urban clinics under an 18-year PPP agreement.
The project will cost approximately US$100 million and will be financed through a
combination of commercial financing by the Development Bank of Southern Africa, a
government contribution, and private equity.

The project was supported by technical assistance funds from the governments of the

Netherlands and Sweden and has been awarded a grant of US$6.25 miillion from the
Global Partnership for Output Based Aid that will be used for the initial delivery of

services at the new facilities
- . Fc | International
2 Finance Corporation
World Bank Group



BACK GROUND

Lesotho is a small, mountainous country of 2 million pcoplec in
southcrn Africa. Its revenues come primarily from watcr expores
to South Africa, agriculturc, and garment manufacrurc. The
country faccs scrious challenges in the hcalth sector. The natdion’s
main huspita], Ql.u:cn Elizabech 11, is an aging fa.ci.lil:y thar is
funcrioning at a minimal level and urgently needs to be replaced.
It is also consuming increasing government resources while

scrvices continuce to decline.

Furthermorc, Lesotho faces a shortage of trained hecalth carc
professionals. The new hospital will help the country roctain
and attract doctors and nurscs by providing improved working
conditions and professional development programs.

IFC"S ROLE

TFC adwvised rthe FOVCTTLIMISTT O the feasi bi]it_r,.r, structuring,
tendering. and implementation of the PPR It worked closcly with
the govornmoent to bolscer ics undcmtanl:l.i.ng of PPPs, build ics
implecmeontation capacity, and healp it garner political support.

The IFC tecam underrook extensive due diligence and project
ﬁ:—asibilit}r work, and marketed the project ].cu:all}r, :l:gianally, and
intcrnationally. IFC also commissioned a bascline study thart
documented the existing poor services and faciliries, vaiding
important dara thar allowed the government o make some simple.
but cffcctive, l:.hangl:s at the current ]‘n:l-spil:a] that could improwve
scrvices in the intcrim before the noew hospital is completed. The
study also gave potential bidders realistic opecrating data thoy
could use when preparing their bids. Fina].ly, the team cl.l:'vu:].cl])ccl
the bidding documents and PPP agreement and helped the

government with the tender process.

ITFC will continue o adwvise the FOVCIMITICNT for an addicional 12
months during the carly stage of implemontation.

TRANSACTION STRUCTURE

The government wantod a new hospital that it could atford given
ics limmited bu-d.gcl:, bur also needed to be sure thar the same
Pmb]cms thar the existing haspiml faces—insufficient staff,
maintcnance, and supplics—would not be perpermared. It also
wanted the new hospiral to have a lasting effect on local cconomic
devclopment.

To address the above, consortia were required to include specific
targets for local participation in the project’s equity, management,
subcontracting, and community dcv:lopml:nt as part of their
bids. These targects, a]cl-l:l.g with stared increases over the life of

rthe contrace, were inc.l:l-rpn-ratl:d in rthe final PPP agrecment as
contracrual obligations.

Performance monitoring will also be comprechensive and ecmploy a
system designed by IFC that goes beyond what most health PPPs
usc. Performance will be monitored guarterly by an indecpendent
monitor jointly appointed by the government and the private
opcrator and where it docs not mect the required standards,

proederermined penalrics will come into effect. Furthermore.,

the private opcrator will be required to obtain and maintain
accreditation from the Council for Health Scrvices Accreditation
of Southern Africa. Failure to obtain and maintain this
accroditation can result in terminartion of the agrecment.

The project also includes the Joint Services Committec,
established by the government and the privatc opcrator, to
revicw porformance and to develop moechanisms, procedurcs, and

protocols that will improve services at the hospital and clinics.

BIDDIMNG

Bidders were asked vo submirt their bids within minimum volume,
scervice, and budget parameters to provide the government with a
clear idea of what was possible within the range of affordabilicy.
Bids included a markup of the drafi PPP agrecement and bidders
were scorcd on their technical proposals and then on their
financial bids. Fourtcen companics participated in the investors”
confecrence and two companics submitted bids. A preforred bidder

was sclected for negotiations, which concluded with the signing of
the final PPP agrecment.
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India: Gujarat Solar

Gujarat province in India has a long-term goal of making its
capital, Gandhinagar, a solar-powered city. With over 300

sunny days per year and supported by the Indian government’s
commitment to reducing carbon emissions, it plans to install 500
megawatts (MW/) of solar capacity by March 2014. However, many
commercial and technical issues need to be resolved for this to
happen. As a first step, the government of Gujarat turned to IFC
to help it with an innovative 5 MWV solar rooftop public-private
partnership (PPP) project to add power generating capacity,
develop contractual models for further solar projects, and
demonstrate the technical and economic feasibility of rooftop-
based solar power.

Azure Power and SunEdison each won 25-year concessions for 2.5 MWV solar rooftop
projects. Under the agreement, the developers will install solar photovoltaic panels

on the rooftops of public buildings and private residences and connect them to the

grid. Besides attracting $15 million in private investment, 12,000 people will benefit

from increased access to power and 6,000 thousand tons of carbon emissions will be
saved. The project agreements were signed in April 2012.

The project was implemented with financial support from the Netherlands and
Finland.

Ministry of Foreign Affairs of the
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BACK GROUND

The statc of Gujarat, located in western India, has embraced the
idea of rencwable cnergy. “With over 300 sunny days pecr yecar, the
government of Gujarat plans to develop 500 MY of solar power
capacity by March 2014 to mect its cnergy nceds. It also plans

to make its capital, Gandhinagar. a model solar city. Howewver,
many tcchnical, regulatory and commercial challenges lic ahcad.
The government of Gujarat nccded assistance in scleccting the
most appropriate technology, and suitable agreements betweon

gFovernment, Pl‘iﬁtc investors, and the power procurcr had to be

concluded.

To pave the way for large-scale solar power developmenct, the
government sought private scctor participation to finance and
build two 2.5 MWW pilot solar projects in Gandhinagar that will

goncrate a total of five N al:lnu.a]]}l' I:l'erl.Lgl'l. mcl-ﬁ:clp solar Pa_nc],s.

Mthuugh modest, the project will address issues constraining the
adoprion of solar power, provide extra power capacity to the grid,

and contributc to the reduction of grecnhousc gas cmissions.

IFC'S ROLE

IFC was appointed lead transaction adwvisor to exccute the pilot
projoct by Gujarat’s Department of Encrgy and Petrochemicals.
Besides vaiding transaction advice, IFC's role included
vechnical, lcgis]arjvu:, ana]ytical and ma_rk_l:'ting SUpPOrt. IFCs
support included:

= Amnalyzing the technical oprions for solar pancls, for example,
using concentrated solar power or photovolraic solar pancls;
resolving connectivity issucs, and determining maintcnance
requircments. [IFC recommended using solar pancls mounted
on roofrtops;

- R.r:'vil:'wing social, ]cg'al and commercial issues relared o renting

mDFtDP space from residenrtial and commercial bui]dings, and
then developing tcrms for the rental agreements;

= (Mrganizing an investors’ conference to discuss the project with
porcntial investors and obrain their feedback. Ower 40 firms
artended, dcmcrnstmtin.g strong interest in the project;

= Leading discussions with the client and the local privare discri-
bution company, Torrent, on the power purchase agreement.
IFC helped broker the terms so that Torrent would purchasc
clectricity goncrated by the roofiop pancls.

IFC also recommendcd a transaction structurc and managed the
bidding process, including preparation of bidding documents and
cvaluation of bids.

TRAMNSACTION STRUCTURE
IFC recommendecd a 25-yecar build. own, opecrace (BOHO)

COoOmCcosslon.

Undecr the agreement, the winning bidders will place thousands
of solar pancls on rooftops throughour the city divided into two
clusters, cach with 2.5 MW of installed capacity. Most of thesc
will be aon ]:n_ﬂ:ll.ic buildings, such as schools, }naspita]s, and offices.

The remaining ]:la_n-cls will be placl:d on privatc residences, which
will rececive rental income for hosting the pancls. The developers
will then connect power gencrated by the pancls to the city grid.

Total projocct cost is cstimatced to be $15 million, all of which

will be provided by the winning bidder. The government of
Gujarar will provide access to roofs of buildings it owns,. facilitate
purchasing agrecments with the power procurcr for the cloctricicy
generated, and guarantee a subsidy if required.

The developer will be responsible for identifying private buildings
thar will participate in the project, Pdeul:ing solar possrer and
delivering it vo the grid.

BIDDING
Interest in the pProjoct was strong, wicth 38 firms submi.tl:ing

cxprossions of interest. The winning bidders weore those quoting

the lowest tariff.

Azure Power and SunEdison cach won onc of the two 2.5 MWW
projccts. The project agreements, including the power purchase
agrocmonts (PPAs), wore si.gnl:-cl o ﬁ]:lri] 20, 2012,
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Brazil: Belo Horizonte Schools

Belo Horizonte, the third largest city in Brazil, has made early ed-
ucation a priority in an effort to improve the competitiveness of
its workforce in the long term and support the national govern-
ment’'s policy goals. With support from IFC, it turned to private
sector funding and expertise to expand and strengthen its pre-
school and primary school system. The concession—Brazil’'s first
public-private partnership in the education sector—was avwarded
inJuly 2012

The Educar Consortium, led by Odebrecht, a leading Brazilian construction company,
won the 20-year concession to construct primary schools and preschool facilities. It
will also operate non-pedagogical services, such as maintenance and security. The
partnership will expand access to early education in Belo Horizonte, reaching 18,000
additional children and creating new jobs in the education sector.

IFC’s advisory services for this project were supported by the Brazil Private Sector
Partnership, a joint partnership of IFC with the Brazilian National Development Bank
(BNDES) and the Inter-American Development Bank (IDB).
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BACK GROUMND

The mun icipa]it_v of Belo Horizonte, the capital of the Brazilian
state of Minas (Gerais, has made l::;l_rly educarion a top prioricy

on its agenda. Demand for betrer educartion was strong. with
over 11,000 children, many underprivileged, on a waiting list to
cnroll in school. The municipality also ook a long-term wvicw—a
strong cducarional foundation would be necessary to improve the
long-term compertitiveness of the workforce in a growing region.
Strengrtheoning education is also an important objcctive of Brazil's
federal government.

But the municipality’s efforts have been hampered by technical
and financial limitations. It faced a shortage of school buildings
and only had the resources to meoct approximatcly 35 percont of
demand. It also lacked the resources to manage procurcment of
construction scrvices and manage the non-pedagogical services
of new schools. To address these issues, Belo Horizonte decided
to cxplore the possibility of a privatc sector rolec to cxpand and
strengthen its carly education system.

IFC"S ROLE

The municipality appointed IFC as lead advisor to explore how
private sccror participation could help advance Belo Horizonte's
carly education system, and what mechanism could be used

to do so. Afrer cl:l-nc]u.cr_ing a detailed :Fcasibility stucly, IFEC
recommended that the municipality enter into a public-privare
partncrship (PPP) with a privatc-scctor firm to address the
shortage of preschools and primary schools.

Beocausc a PPP had ncocver been used in Brazils educational system
before. IFC used examples from other countrics to develop

a detailed modecl. dcmonstrating how a wcll—dr:sigrjcd PP

could help the municipality meet its objectives. IFC facilitarted
discussions that allowed stalkcholders to raise their concerns.

Expert consultants managed by IFC devecloped solurions to
financial, technical and legal issucs. These solutions were buile
into a transaction structure madec available for public commeoents
and inputs by potential investors. Following further refinement
of the transaction structure, IFC helped drafr tender documencts,
organizc a public hcaring, and manage the bidding process.

TRAMSACTION STRUCTURE

IEC prDPosccl a 20-year concossion to finance, build, equip and
opcrate non-podagogical services of 32 new preschools and five
primary schools. Comparcd with the traditional procurcment
proccss, private scctor involverment will significantly shorten
the timc required to build and launch these new schools. The
now units will be delivered within two yecars, which is a record
in construction procurcment timing by governments. Primary

schools will then become Opl:l‘al:iorla] in about one yoar.

Undecr the terms of the concession, the municipality is required

to provide sites for the facilitics while the private sccror partner is
responsible for the construction and epcration of non-pedagogical
scrvices, such as dmning, surveillance, Iam]dry. maintcnancc,

and utilities management. This approach improves the overall
administrative ceficiency of managing carly educational facilities
by consolidating these services under a single provider. This also
cnables the direcrors of the schools to focus on recaching rather
than managing multiple vendors.

The private partner will be mecasured according to a sct of
porformance and availability indicartors which will then be assessed
by an independcnt verificr.

BIDDING
The private partner was sclected through a compertitive bidding
process facilitared by IFC. Bidders that meot minimum technical

rl:ql.l.i rements were sclected on a cost basis.

The municipality reccived two gualified bids from two Brazilian
construction companics——Andrade Guticrrez and Odcecbreche.
The Educar Consorriunm, consisring of Construtora MNorberco
Odebreche and Odebreche Parﬁcipal;ﬁm e Investimentos {(both of
which are subsidiaries of (O debreche 5S.A ), won the concession.

The PPP contract was signed on July 25, 2012,
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