“Public Private Partnership” Nepalese context

1 Background

Public-Private Partnerships (PPP) is a tool that governments can employ to help deliver needed
infrastructure services. PPPs are a way of contracting for services, using private sector innovation and
expertise, and they often leverage private finance. PPPs can, implemented under the right
circumstances, improve service provision and facilitate economic growth of the country. PPPs also
allow for the better allocation of risk between public and private entities, taking into account their
capacity to manage those risks. The World Bank defines a PPP as “A long-term contractual
arrangement between a public entity or authority and a private entity for providing a public
asset or service in which the private party bears significant risk and management
responsibility.”

Public-Private Partnerships (PPPs) is an innovative option used for delivering a public service. It is
basically a contractual agreement between a public entity and a private entity, whereby the private entity
performs part of a government organization’s service delivery functions, and assumes the associated
risks for a specified period of time. In return, the private entity teceives a benefit/financial
remuneration according to predefined performance criteria. The government enters into PPPs to
attract private capital investment; to increase efficiency and use available resources more effectively;
and to reform sectors through reallocation of roles, incentives, and accountability.

In the concept of partnership, partners should have mutual needs and a mutual objective. Both
partners have to be honest and focused on their objectives for partnership to work. Governance is
recognized as a binding force for the working of partnership. It requires process putting enabling
institutions, procedures and processes surrounding PPPs in place for mutual benefits. This means
involving private service providers, citizens as well as other stakeholders in the process of economic
development.

There is no doubt that PPPs is one of the alternatives for providing improved and innovative public
services. It demands for policies on how the government should cooperate and interact with the
private sectot, users and other stakeholders.

2 Nepalese Context

Nepal does not have a long history of public-private partnership as the public enterprises were
established with the view of serving the top ups. Only after 1990s when the Nepalese government
started with the new initiatives of liberalization and privatization when GON enacted Privatization Act
2050 Opening doors for privatization of the Government Owned Entity. Private Sector involvement in
the Infrastructure Projects groomed further after the enactment of another act by Parliament namely
“Private Financing in Build and operation of Infrastructures 2063” which opened the doors for
private sector in the creation of infrastructure projects. On 3 August 2009, GON through
Department of Electricity Development awarded 9 various Hydro Electricity Projects of total capacity
of 142 MW to Private sector. However, these legislations failed to address the participatory approach of
both government and Private sector in the development of Infrastructure Projects. The participatory
approach was realised ensuring double digit economic growth, to attract private capital investment; to
increase efficiency, use available resources more effectively and to reform sectors through reallocation
of roles, incentives, and accountability. As the result of which GON announced Public Private
Partnership Policy in the Year 2072 which has added additional fuel which can enhance the overall
economic growth of the country.
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3 Public Private Partnership Policy 2072: An Overview

3.1 Need of PPP policy

Government of Nepal, with the intension of Sustainable Economic Development, Infrastructure
Development and Utilization of private sector knowledge, Expertise and technology for the overall
Economic Development of the country announced Public Private Partnership Policy in 2072. GON
target the uplift the country from least developed country to Developing country till 2022 can only be
achieved when the sufficient investment in Infrastructure be insured. So, PPP policy shall play an
important role for enhancing private sector involvement in the infrastructure Development.

Why need of the policy?

e Utilize the expertise of private sector in management, Technical aspects.
e To make total expenditure of 100 Kharba (10 Trillions) 6-7 % of GDP in infrastructure

(current 3-4 % of GDP)

3.2 Obijectives, Strategies and policy

Obijectives

Policies

Strategies

e Create an attractive
environment to attract private
sector investment in
Infrastructure development
and reconstruction

e Utilization of private sector
expertise, entrepreneurial
Skills and technical capabilities

e Promote PPP modality in all
possible Pubic Entity in line
with international Practices.

e Implement PPP modality in all possible
public entity

¢ Locate the focal areas where PPP can be
implemented.

e Activate every public entities to identify
every possible infrastructure and service
sectors where PPP can be implemented.

o C(reate favorable
environment for investment
of private sectors on
Infrastructure Services,
Reconstruction,
management & operation.

e Simplification of procurement and
approval procedure for PPP projects

e better allocation of risk between public
and private entities, taking into account
their capacity to manage those risks

e Ensure investment, support and
Commitment from GON

¢ Optimum utilization of
private sector knowledge
and skills in Infrastructure
Development,
Reconstruction,
management and

e Utilize private sector expertise and
knowledge in Project Identification,
Prioritization, and Modality creation of
feasible projects.

e Proper utilization of expertise of Private
sector in PPP Project implementation

e Ensure long term participation in
operation and maintenance of PPP
Projects.

3.3 Priority Sector for PPP model

PPP Policy has set the following priority sectors for the PPP projects:

e Infrastructure and transportation (Bridge, Road, Airport, Railway, Cable car, Ropeway and all

dry port.

e Energy Sector (Generation, Transmission and Distribution of Energy) including other forms of

energy
e Telecommunication

e Urban and rural environment sector (Waste Management, Drinking water, drainage and

sanitation program)
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e Education, Health related infrastructure & services, Tourism Infrastructure (other than hotel &
residence)

e Service/Facility based Urban infrastructures

3.4 Structure
The PPP Structure suggested by PPP Policy, 2072.
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3.5 PPP Model

Management

Contract
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The model shall be determined on the basis of detailed feasibility report of the project.

3.6 Process Flow: PPP Implementation

PPP shall be implemented on the basis of following process
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Procurement process for the PPPs implementation shall be as under

Call for "Request for Expression of Interest "

Call "Requestfor qualification "

call for "Request for Proposal" - Financial/Technical

Reveiw of Proposals- open Financial proposal only after technical proposal gets qualified

Approve the proposal by Committee consisting Representative from MOF & PPP
center/National Planning Commission

Enter Contract with the selected entity

3.7 Special Provisions

3.7.1 Unsolicited Proposals
This is a written application for a new or innovative idea submitted by private sector on the initiative of
the offer or for the purpose of obtaining a contract with the government, and is not in response to a
request for proposals. Interested Private sector can directly identify and make a request to
Implementing Agency for the implementation of the projects. Following proposals can be taken into
procedures for bidding:

e Previously Identified projects but no successful proposals received

e  Only use of Propriety goods which are available in private sector only

e Projects declared as strategically important by cabinet of ministers

3.7.2 Land Acquisition and lobbying with government entity
GON/ Implementing Agency shall make necessary land available for the project. No agreement of

PPP shall be entered unless 80% of the necessary land is acquired by the implementing entity. Further
the GON via Ministry of Finance shall establish revolving fund for the acquisition of land for the
project. Further, Approval on environment and other related field shall be fully supported by
implementing agency.

3.7.3 Viability Gap Fund (VGF) & Project Preparation Facility Fund (PPFF)

Finance Ministry shall establish a Viability Gap Fund to support the projects which are not economic
viable but important national growth. The Fund shall be provided to the financially unfeasible projects
in nature of capital grants approved from PPP Direction Committee with the recommendation of PPP
Center. Further, a separate fund namely Project Preparation Facility fund shall also be established by
MOF to support project assessment, Feasibility study and other required consulting services. Separate
Directives for the operation of VGF and PPFF shall be formulated within one year after the
implementation of the policy.
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3.8 Challenges and Shortcomings

The main challenge is to uplift the country from under developed country to Developing Country till
2022 A.D and to attract investment in PPP Model and management of PPP projects.

Timely completion & execution of PPP projects, Land acquisition, EIA and other feasibility report
preparation, Lack of knowledge and expertise in the field of implementation of PPP Projects, lack of
proper manpower and limited resources available has created a major constraint in the implementation
of PPP Projects.

The procedural hazards in PPP Policy may take a sufficient time for the execution of the PPP projects.
The Policy failed to monitoring mechanism regarding the identification of PPP Projects. Monitoring
part has been made on the execution level only; however it is necessary to monitor whether the
implementing entity has identified all the possible projects that can be operated in PPP model.

Further Regarding the financing of the PPP projects, annual allocation of budget from MOF is
provisioned. However, the financing arrangement would have been much effective if the provision of
establishment of Special Purpose Vehicle (SPV) was put into for the creation of Non-Banking
Financing Institution (N-BFIs) which in turn could allocate the fund required to finance the PPP
projects not only from the budget from GON but also could raise Bonds and other securities required.

4 Conclusions

Infrastructure development is an inevitable component of economic and social growth of every
country. Participation of private sector shall not only enhance the volume of capital investment but also
ensure the enhancement of management capabilities and technical expertise in the infrastructure
development.

Although the government via its policy has opened the door for PPPs, the implementation part is
much more challenging and a strong commitment is required from both public and private sector for
the enhancement of the Infrastructure projects in Nepal.
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