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Summary

This report summarizes the proceedings of the
Public-Private Partnerships (PPPs) in Urbanization
workshop held in Beijing on 22-23 August 2013.
The workshop was organized by the Ministry of
Finance, the National Development and Reform
Commission, the Asian Development Bank
(ADB), the PPP Research Committee hosted by
the Institute of Fiscal Sciences, and the Regional
Knowledge Sharing Initiative hosted by ADB.
Some 200 participants from the central government,
35 local governments, financiers, private service
providers, academic and research institutions, and
development partners joined the workshop. The
workshop allowed those who were undertaking
the planning, preparations, and implementation of
public-private partnerships (PPPs) to share their
knowledge and best practice approaches to PPPs.!

Theworkshop drew from the extensive use of PPPsin the
People’s Republic of China (PRC) since the early 1990s.
More than 1,000 PPP projects, valued over $100 billion,
are providing services in transport and communication,
energy, clean water, wastewater treatment, and a variety
of social services. Case studies from this experience
were presented by local governments and industry
practitioners. The workshop participants reviewed these
experiences and insights to show how “pathfinder”
PPPs could be prepared and to demonstrate new ways
of using PPPs. They also examined innovative ways of
financing PPPs.

There was consensus in the need to explore how PPPs
can address the challenges arising from the rapid
urbanization of the PRC. It was recognized that the high
demand for infrastructure, education, health care, social

housing, and other public services is straining the fiscal
capacity of local governments. It was acknowledged that
this demand must be met if development goals are to be
achieved. Urban services offering high environmental
benefits, such as public transport, clean energy, and
waste management were also identified as needing
substantial financing.

The discussion emphasized the broad scope of the PPP
agenda. It was accepted that PPPs can do more than just
mobilize additional financial resources and expertise
to deliver more public services. Participants agreed
that PPPs provide a performance-based management
framework that can strengthen the quality of public
services and reduce their cost.

Dialogue extended to the actions that would strengthen
the PPP program and generate quick results. The
Ministry of Finance and the National Development
and Reform Commission endorsed the importance of
strengthening the enabling environment for PPPs and
building capacity in how to prepare, implement, and
manage PPPs. Government agencies were encouraged
to tap into the knowledge resources of international
financial institutions, such as ADB and the World Bank,
and bilateral partners and other partners such as the
Cities Development Initiative for Asia. The international
financial institutions and other partners were in turn
encouraged to promote PPPs in a pragmatic, proactive,
and prudent manner.

At the same time, the potential fiscal risk from PPPs was
emphasized. It was recognized that fiscal agencies need
to understand and recognize these risks and ensure that
prevention and control mechanisms are in place.

T This was funded as a subproject of ADB technical assistance, the Facility for Policy Reform and Capacity Building I1l (TA 7317-PRC).






Introductory Remarks

From the presentation of Ayumi Konishi, Director
General, East Asia Department, ADB

Deputy Director General Yang Yingmin of the Ministry
of Finance, Vice Mayor Jiao Yuan Chao of the People’s
Municipal Government of Harbin, distinguished guests,
friends, colleagues, ladies and gentlemen, good morning
to you all.

I would like to extend my warm welcome to all of you
here for today’s workshop. The Asian Development Bank
(ADB) is very pleased and grateful for this opportunity to
support your discussion of public-private partnerships
(PPPs), and their role in supporting urbanization in the
People’s Republic of China (PRC).

ADB has been helping in the development of the PRC
since 1986 with more than $26 billion of financial
assistance for 194 projects in the public sector. ADB also
has been supporting the private sector and nonsovereign
operations in the PRC since 1988 with nearly $4 billion
of financial assistance for 35 operations. Some projects
have incorporated elements of PPPs. For example, ADB
helped develop and finance one of the initial pathfinder
PPPs—the Chengdu Number 6 water treatment plant
approved in 1999. ADB also provided technical support
for the structural reforms needed to make PPPs possible,
such as revisions to water and wastewater tariffs. Over
the last 15 years, ADB has financed around $2 billion
in PPP investments in the PRC in water supply, waste
management, and energy sectors.

Yet, we do appreciate that ADB assistance to projects
using PPPs hasbeenrather limited or modest, particularly
in light of the vast need for infrastructure development
in support of urbanization, and the large potential
for mobilizing private sector resources. As the PRC’s
urbanization is accelerating, we believe it is essential
for us to work more closely with the private sector
to ensure greater efficiency and maximum impact of
development efforts. Partnering with the private sector
will not only bring in necessary financial resources
but also managerial know-how, new technology and
innovation, and the economic discipline needed to make
the services sustainable. Accordingly, ADB is very keen
in expanding its engagement with the private sector in
the provision of urban services.

PPPs are attracting increasing attention across Asia and
the Pacific. This is building on a pragmatic acceptance
of the limits of conventional approaches to providing
public services. The region’s governments are unable to
keep up with the demands arising from high economic
growth and rapid urbanization. Better ways of mobilizing
private financing are needed. Performance-based
approaches that push service providers to innovate and
deliver higher quality services at lower cost are called for.

At ADB, we see PPPs as providing part of the solution,
and we are deeply committed to help our member
countries explore new and better ways of using PPPs.

One of the advantages that the PRC has is its
tremendous wealth of experience. More PPPs have
been completed in the PRC than in any other Asian
economy, although the sectors in which PPPs have been
concentrated are more limited than elsewhere. There
remain huge opportunities as well as the need to widen
and deepen private sector involvement in making public
investments and providing public services.

We are actually aware that by using the same term
“PPP” many of us may be talking about completely
different things. There are many different structures and
ways to design a PPP. Some arrangements may fit in one
specific situation but the same structure may not really
work effectively in different economic, social, cultural,
political, and business contexts.

| see today’s workshop as an excellent opportunity
to review the PRC’s own experiences and use the
knowledge gained as the foundation for an expanded
PPP program. Not only will this benefit the PRC, it will
also benefit other countries that can learn from such
experience and leadership.

At the same time, the PRC cannot be complacent. As
| mentioned earlier, the experience of the PRC in PPP
activities are mostly in the area of heavy infrastructure.
We are aware that authorities are keen to extend the
PPP model into new areas of the economy. PPPs are
used widely in other countries to provide education,
health, and other social services. We are very keen to
draw on the insights from other countries to help the
PRC develop new uses of PPPs.
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| would like to reiterate the strong commitment of
ADB and hope that, together, we can help develop and
actually participate in financing and implementing a new
generation of PPP projects in the PRC. My colleagues
will explain in detail in the course of this workshop, how
we can work with you in this regard. We are committed
to help the PRC build capacity in PPPs, strengthen the
enabling environment for PPPs, and then prepare and
finance PPPs.

Our priority is to support high quality, “pathfinder” PPPs
that address the urbanization of the PRC and assist in
undertaking innovations in financing. Our intention is to
build a broad package of support around such projects.

However, | should probably note here that we fully
appreciate that building a stronger PPP program is a
long-term commitment. There are still many issues that
need to be addressed, and we need to be prepared to
take risks in venturing into new areas to exploit the full
potential of the PPP modality while thinking through
all possible risks, and to take measures to mitigate or
minimize such risks. | would like to assure you that we
are prepared to make this commitment, and that we
remain to be a reliable, long-term partner of the PRC in
exploring the PPP potential. We are hoping to form long-
term partnerships with a select group of cities that are
prepared to explore new PPP approaches and use their
experiences to demonstrate various PPP possibilities for
others to learn from and to follow.

In providing support for PPPs, two departments of ADB
will be involved: the East Asia Department, which | head;
and the Private Sector Operations Department. These
two ADB departments assure you of our “seamless
support” and | am confident that our joint support will
help you showcase best practice approaches that will
catalyze follow-on projects.

Thank you for the opportunity to support this important
event. | wish you a fruitful workshop.

From the presentation of Yangmin Yang, Deputy
Director General, International Department, Ministry
of Finance

Good morning, everyone. | agree with Director General
Konishi’s comments on the development of PPPs in the
PRC, and to his suggestions forimprovement. Therefore,
my speech will focus on one thing: how to make the
best use of the resources of the international financial
institutions (IFls) so as to actively and steadily push
forward the cooperation between the public sector and
the private sector.

Let me start by addressing why we should actively
promote PPPs. The per capita income of the PRC is only
about $6,000. The international experience tells us that
investment plays an important role in the transition to
a high-income country. The history of other countries
informs us that if the large investment needed to drive
growth is lacking, a country will stay in the low-income
stage and consumption cannot be sustained.

Over the past 30 years, the PRC’s rapid growth has
been fueled by investment in infrastructure, and
the government has played an important role in the
financing process. Looking to the future, the government
will need to allocate public spending more and more
from infrastructure toward social development and
environmental protection. There is also a need to
improve the efficiency of public resources in these areas.
Hence, we all need to work to promote PPP development
to encourage private investment in infrastructure and
social services and improve efficiency.

Promotion of PPPs is in line with both our development
needs and the needs of active international cooperation.
The PRCis now the world’s second largest economy, with
its linkages to the world economy at an unprecedented
level.

After the financial crisis, the international community
discussed how to ensure that private capital flowed
steadily into productive areas on a long-term basis.
We inevitably think of PPPs in this context. Developing
countries want to use PPPs to attract private capital,
especially foreign direct capital investment. Developed
countries are also interested in PPPs, for two key reasons.
Firstly, many developed countries have accumulated
a rich PPP experience and advanced management
skills, and they want to promote PPP development in
order to export their PPP advisory services. Secondly,
the investment in the real economy has faced major
challenges since the financial crisis. Many developed
countries need to update and further develop their
infrastructure, and they expect the PPP investment
model to attract business investment from emerging
market countries.

The international consensus on the importance of
PPPs has been reflected at a number of international
economic forums, such as the G20 forum. For the past
2 years, the G20 has sought the best practice way of
ensuring long-term and steady flows of private capital
to productive areas of the economy. PPPs are seen as a
way of doing so. Over the last 2 years, the Asia-Pacific
Economic Cooperation (APEC) has also invested a lot
of effort in exploring the PPP model.



We have promoted PPP work because it is consistent
with our national development needs and is also
in line with this new era of international economic
cooperation.

In this context, the Ministry of Finance (MOF) has
given PPP an important place in its future planning
and seeks to promote PPP in multiple ways. We could
cite three examples: (i) while ensuring an effective
control of financial risk, MOF supports and guides
local government to use innovative financing in urban
construction such as PPPs; (ii) MOF is supporting
the accelerated construction of affordable housing
projects using multiple channels to attract social capital
for construction, operation, and management; and
PPPs may become a preferred model; and (iii) MOF is
promoting PPPs as a way for the government to promote
and implement the purchasing of social services. MOF
is also working with IFls, including ADB, to identify
efficient use of resources for PPPs.

We want to promote a safe and steady development of
PPPs.

Why? In recent times, in the face of complex domestic
and international situations, the Central Committee of
the PRC has adopted the bottom-line thinking. This
means preparing for the worst result while striving for
the best. This way of thinking stresses the importance
of getting fully prepared and not panicking if there are
emergencies.

We have to realize there is no free lunch. We have just
highlighted the many benefits of PPP, but it also has
many risks. For example, private corporate financing
costs are higher than government financing costs, the
public sector and private sector cooperation are not
equal in cooperation, and PPPs can bring financial risk if
the regulatory system is not in place.

Some PPPs require government contributions. For these
projects, PPPs change the time profile of government
expenditure. Rather than paying the entire construction
cost during construction, such PPPs require
governments to progressively pay the capital cost over
the term of the PPP. So they cannot altogether avoid the
need for payment. PPPs have long project cycles, usually
20-30 years, which far exceed the annual, midterm,
or long-term budget of the government. The lack of a
comprehensive regulatory system could lead to some
government debts staying hidden, and may plant the
seed for a later debt crisis. The outbreak of the financial
crisis in some countries, such as Spain and Portugal, has
shown that a weak regulatory system can lead to the
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actual fiscal debt burden being far greater after a crisis
than the normal debt burden.

For these reasons, developed countries pay special
attention to the regulation of PPPs. Of the more
than 30 countries in the Organisation for Economic
Co-operation and Development (OECD), 17 have
specialized PPP departments, 11 of which are based in
their MOF. They monitor the potential public debt risk.
Such aregulatory system ensures that PPP development
proceeds steadily and safely. Today, we asked our
colleagues in the five divisions of the Ministry of Finance
to attend the seminar. It is our hope that we can work
with the international organizations in improving the
regulatory system from the top-down perspective.
This will guard against the risks of PPPs while helping
promote them.

My three final points shall focus on the role of IFls,
such as ADB. MOF is the window for ADB, the World
Bank, European Investment Bank, International Fund
for Agricultural Development, and Global Environment
Facility. We have made significant cooperation with the
IFls over the past 3 decades, in particular with ADB, on
the development of the finance sector. Some of these
projects are PPPs.

My first point is about the policy setting. As Mr. Konishi
has said, the policy setting of the PRC was built on the
efforts of international organizations like ADB. They
have undertaken a lot of work over the past 30 years,
including through technical assistance projects to
reform the accounting and payment mechanism, to
promote finance and taxation reform, and to improve
the legal system.

Secondly, the IFls actively helped the PRC to reform
the pricing system, such as through the reform of
the sewage fee. This was the first price reform in the
1980s. Undertaken with special approval from the
State Council, the reform was carried out through
international financial projects. These projects actually
created opportunities for the private sector to enter the
traditional areas of the public sector.

My third point is that the IFls helped a lot with PPP
demonstration projects. The Chengdu Number
6 water treatment plant, if | remember correctly,
won international praise, and was known as the
“outstanding project for international financing”
of the year. Mr. Konishi also said that the PRC is the
world’s largest country in terms of using PPP projects,
but the usage is concentrated in infrastructure. Let
me clarify that as early as 1988, we cooperated with
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the World Bank to implement a health project under
which we bought health services from the private
sector. In July 2013, the executive meeting of the
State Council made a special study of the purchase of
public services by public agencies for the promotion
of social development. We can say that our work with
international organizations in these areas served as
pilot projects. Through technical assistance, through
policy advice and demonstration PPP projects, ADB
helped us train a lot of people on how to organize a
PPP. The experiences laid the foundation and formed
the human resource base for our large-scale promotion
of PPP projects in the future.

We hope that the World Bank, ADB, and other
international organizations can help us be more

systematic and comprehensive in the promotion of
PPP, and in designing an action plan that moves us
further ahead. In this way, we can build a platform on
which the PRC and the world economy can benefit from
interaction and create win—-win situations.

So we would like to say that today’s seminar is for
brainstorming our future cooperation. We welcome
suggestions and advice on what you need, so we can
better organize experts and other resources to respond
to your needs.

| wish the workshop a complete success!



Qutline of Presentations

This report summarizes the proceedings of the Public—
Private Partnerships (PPP) in Urbanization workshop
held in Beijing on 22-23 August 2013. The workshop
was organized by the Ministry of Finance (MOF),
the National Development and Reform Commission
(NDRC), the Asian Development Bank (ADB), the PPP
Research Committee hosted by the Institute of Fiscal
Sciences, and the Regional Knowledge Sharing Initiative
hosted by ADB.2 The workshop addressed five main
topics.

The first addressed the demand for PPPs arising
from the PRC’s rapid urbanization. This topic sets the
scene for the workshop. The workshop looked at how
PPPs—an arrangement between a public sector agency
and a private partner to provide public services on a
performance, risk-sharing basis—have been used in the
PRC. The financial challenge created by urbanization,
and the contribution that PPPs can make in meeting the
challenge, were explored.

The second topic addressed the potential for innovation
in PPP projects. Case studies were presented that
looked at the experience of leading PPPs in the PRC’s
energy and transport sectors. Case studies based on
international experience demonstrated how smart
design can enhance project viability, and showed how
PPPs can extend beyond hard infrastructure to deliver
education, health, and other public services. A PPP
model for social housing was also explored.

The third topic addressed the need for innovation in
financing in the PRC. The workshop explored how
additional, low-cost financing could be mobilized for
PPPsinthe PRC. Whatis needed to make PPPs bankable,
the lessons from India’s pursuit of a diversified financing
base for PPPs, and priority policy initiatives for the PRC
were examined.

Next Steps for

PPP

Source: ADB staff.

The role of international financial institutions (IFls) in
supporting PPPs in the PRC provided the fourth topic.
Representatives of ADB, the World Bank, and the Cities
Development Initiative for Asia explained the support
they can provide to both public and private partners to
a PPP.

The fifth and final topic addressed the next steps for
PPPs in the PRC. This topic drew together the workshop
discussion. It covered the key challenges to be addressed
in advancing the PPP agenda, and the practical actions
that could be taken to support the use of PPPs in
addressing the urbanization challenge of the PRC.

2 This was funded as a subproject of ADB technical assistance, the Facility for Policy Reform and Capacity Building Il (TA 7317-PRC).
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Public—Private Partnerships in the
People’s Republic of China

From the presentation of Dr. Sun Jie, Secretary
General, PPP Research Committee and Researcher,
Institute of Fiscal Sciences

Public-private presentations (PPPs) have a long history.
They were, for example, used in Britain more than
400 years ago to help manage the waterways used for
transport. While the history of PPPs is not as long in the
People’s Republic of China (PRC), they are not new to
the country.

One of the earliest examples of PPP innovation in the
PRC was in the late 1970s, when a shortage of meat led
to the formation of a partnership with the private sector
in the feeding of zoo animals. PPPs were also used to deal
with a high theft of poplars planted along roads. To solve
the problem, the trees were planted by the traffic bureau
and the private sector was appointed to manage the
trees. This partnership successfully conserved the trees.

While the PPP model is not new to the PRC, it has
been used in a limited way. It has mainly been used as a
financing model rather than the management model we
now focus on.

ADB and other international financial institutions (IFls)
have different definitions of PPP. The PPP Research
Institute refers to PPPs as a public-private cooperation
under which the nonpublic sector offers resources
and participates in public service provision. Such a
partnership undertakes functions normally undertaken
by government agencies. A PPP shares risk, against a
basic principle that risk should be carried by the partner
best able to manage that risk.

This definition of PPPs allows for considerable diversity
in PPPs. It includes build-operate-transfer (BOT)
arrangements, which are widespread in the PRC but are
often not seen as PPPs.

Some PPPs are complex, and can have a long project
cycle. Consequently, it is best to start the use of the PPP
model at the beginning of project planning, instead of at
the end. This will maximize the potential to realize the
management advantages of PPPs.

Next Steps for

PPP

Source: ADB staff.

Under a PPP, the private partner is allowed to earn a
profit. Profits are, however, controlled so as to ensure
that the public will benefit from the PPP arrangement.
The profit provided to the private sector should be
neither too much nor too little. It must be enough to
maintain the enthusiasm of the private partner.

There are many practical challenges faced in finding the
best sharing of risk and profits. Three recent examples
from the PRC illustrate the diversity of the challenges
facing the private partner:

* A road PPP that constructed tunnels to improve
traffic flow was very effective. Observing the
success, the local government sought to buy
the tunnel, but negotiations failed. In response,
the government built another tunnel, eroding the
financial position of the original tunnel.

*  APPP provided a student dormitory for a university.
The private operators sought to raise the student
rent, but the university disagreed. This led to the
nonpayment of electricity bills by the private partner
and other problems. The project was considered
a failure because agreement could not be reached
over the rent.



* A private sector operator started the construction
of a power plant before it secured a concession
agreement from the government and a power
purchase agreement from the state grid. This made
it difficult for the operator to meet its obligations to
lenders.

Local governments also face challenges. Fiscal risk
is a key challenge if the local government must bear
responsibility for the payments of the PPP project.
Each government must act according to its capacity,
and must ensure that the PPPs it goes into are
affordable.

The PPP Research Committee is currently examining
the policy and regulatory aspects of PPPs. The State
Council has issued 54 policies relating to PPPs, and
local governments have issued around 100. The
range of government agencies involved in PPPs is very
wide. At the central government alone, it includes the
State Council, National Development and Reform
Commission (NDRC), Ministry of Finance (MOF),
Ministry of Communications, Ministry of Housing and
Urban-Rural Development, Ministry of Education,
Ministry of Health, Ministry of Water Resources, Ministry
of Civil Affairs, China Banking Regulatory Commission,
and State Administration of Taxation. A coordinator
that would integrate the PPP work is still lacking, and a
special law for PPPs.

Looking ahead, the priorities for PPPs in the PRC
include the establishment of

* clearlegislation,

* regulatory agencies that ensure both public and
private interests are met,

*  PPP guidance funds to improve the provision of
financing to PPPs and allow a broader range of
investors to engage in PPPs, and

»  well-understood and fair exit mechanisms.

The Urbanization Challenge
From the presentation of Cai Jianming, Chinese
Academy of Science and Douglas Webster of Arizona

State University

The PRC is one of a very few developing countries to
have initiated a policy of accelerated urbanization.

Public—Private Partnerships and Urbanization

This has delivered substantial payoffs realized in
terms of economic growth and the alleviation of
poverty. However, it has also brought new challenges
to environmental quality, the provision and financing
of urban infrastructure, and the quality of urban
communities (particularly suburban and peri-urban
communities).

The new leadership has recently raised urbanization
targets. The primary target is that 70% of population is to
be urbanized by 2025, for a total of 900 million persons.
Achievement of this target will result in 250 million new
urban residents over the next 12 years.

Government policy is focused on urbanization in under-
urbanized regions. This will require the creation of “new
cities” in under-urbanized regions, creating significant
challenges in ensuring a viable economic base and
livelihood for migrants in such cities.

Associated with the new urbanization policy is the
reform of local government finance policies and
mechanisms. Although not accurately estimated,
local government debt is known to be high. The
latest full audit, conducted in 2011, indicated local
government debt of CNY10.7 trillion ($1.8 trillion).3
Haitong Securities estimates local government debt
at CNY15.0 trillion, comprising CNY9.5 trillion in
loans, CNY3.0 trillion in trust funds (pensions, and
others), CNY2.0 trillion in city investment funds, and
CNYO.7 trillion in local government bonds.*

While central government debt is low, estimated at
14.4% of gross domestic product (GDP) in 2012, local
government debt is high-The International Monetary
Fund (IMF) estimates total government debt at 46% of
GDP?

The financing needs are huge. Approximately
CNY4O trillion will be needed by 2030 to provide basic
urban services for the 400 million additional urban
residents expected by then. PRC urban experts point
to a backlog in infrastructure needs, including demand
arising from higher expectations of urban residents
and migrants. The cost of clearing this backlog alone is
estimated to be at least CNY10 trillion.

The capital spending required to absorb migrants
is currently subdued by the hukou system (the
household registration system). If the hukou system

3 National Audit Office. 2011. Audit Findings on [the People’s Republic of] China’s Local Government Debts (No.35-General Serial No.104), Beijing. http://www.

cnao.gov.cn/main/articleshow_ArtID_1154.htm

4 http://europe.chinadaily.com.cn/china/2013-07/29/content_16844480.htm

® International Monetary Fund. 2013. Article IV, Consultation on [the] People’s Republic of China (June).
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were liberalized, it would result in increased demand
for infrastructure (for example, if public schools were
required to service the children of migrants). The future
urban infrastructure capital costs would expand rapidly.

Cost of Absorbing New Immigrants

The capital cost of providing public services, such as
civil infrastructure and public utilities, is estimated at
about CNY100,000 for each new urban resident.®

Housing, which is primarily delivered by the
private sector but requires government subsidies
(often through land) for affordable housing, basic
infrastructure, and others, requires approximately
CNY150,000 per capita.

Urban job creation in the formal sector requires
approximately CNY60,000 per workplace. This would
largely be provided by the private sector and state-
owned enterprises.

Under the new urbanization policy, there is to be less
reliance on bank borrowing by local governments,
and more reliance on domestic bonds and innovative
financing mechanisms such as PPPs. The new
mechanisms need to attract private capital.

Wherever possible, these new mechanisms should
generate revenue so as to ensure that priority urban
projects are self-sustaining. Where revenue generation
is possible, such as in public transit, such revenue
streams should be pursued aggressively to free up capital
for other projects with less revenue potential. As urban
projects usually require land acquisition, they often have
a high potential for win-win outcomes through skillful
use of land readjustment instruments. PPPs provide an
ideal framework to implement land readjustment.

To obtain optimal outcomes, urban PPPs should be
set within the urban vision and strategic contexts. A
perfectly designed and executed PPP that pursues the
wrong objective can severely damage a city. Such a PPP
could, for example, result in overbuilding.

A best practice urban PPP requires the following:

* A long-term partnership between public agencies
and private parties;

e Conceptualization in the context of an urban
strategy;

*  Partnership in design, project preparation, finance,
construction, and operations and maintenance; and

*  May or may not involve revenue generation,
depending on type of project.

The Case of Harbin

From the presentation of Cai Jianming, Chinese
Academy of Science; and Douglas Webster, Arizona
State University

Harbin has a municipal population of 10.6 million
(Census 2010).7 This is a modest increase of 13.1% in
the 2000 population.. The low inter-census population
growth rate ranks Harbin as 27th in the list of 54 largest
municipalities in terms of demographic growth rate. The
population has actually shown signs of declining; the
municipal population declined by 37,000 people from
2007 to 2010. The urbanization level of 47% (2010) is
lower than the 51% for the PRC as a whole.

Harbin is relatively poor by the country’s metropolitan
standards, when ranked by GDP per capita Foreign
direct investment (FDI) is also low in Harbin by PRC
standards. Only Jinan has a lower FDI per capita among
equivalent cities.

But Harbin is catching up. The growth rate in GDP per
capita is high, at 14.6% annually in nominal terms from
2001to 2011. Growth in FDl is even higher, increasing by
3.4 times from 2007 to 2011. The number of domestic
tourists rose by 4.8 times from 2001 to 2011, with the
number of international tourists rising by 1.8 times over
the same period.

With the city proper population growing slowly and
expected to peak at approximately 7 million in 2030,
infrastructure demand associated with overly rapid
demographic growth is not the issue.

Theissueistheneedtoimprove the quality and efficiency
(including financial efficiency) of development. Public
investment should be oriented toward providing a higher
value, cleaner economy that can facilitate rebuilding the
economy.

Harbin’s priority needs are as follows:
*  Affordable housing for the young and migrants;

* Improving energy efficiency thereby reducing
pollution and green house gas emissions;

6 National Development and Reform Commission. 2012 Report on [the] PRC’s Urbanization. Draft. Beijing.

Statistics of China. 2001 and 2011. China Statistics Press.

http://www.geohive.com/cntry/cn-23.aspx. Sourced from Heilongjiang Provincial Bureau of Statistics. 2001 and 2011. China Statistics Press.National Bureau of
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Economic Base of Harbin

A
ded 3
* Bio-pharmaceuticals

Limin ETDZ
Hulatiendong Industry Zone

* Green Food Processing « Diverse
J
T — . #
Technology and Innovation New Town ="
* Electronics and Information <
* Optic-mechanical Integration Y = i
* Bio-pharmaceuticals S T Zaie
* New Energy -
« New Materials -~ ""'h‘ * Green Food Processing
—
AR HETDZ-Nangang
l L] * Trade
Yy H * Finance
- * Real Estate
M Municipal S Eopai
Government ‘- \ * Electronics and Information
L ' * Incubator M
HETDZ-Yingbin r- * Advance Manufacturing '
* Advanced Manufacturing — 1
Provincial

« Electronics and Information
* New Energy

* Bio-pharmaceuticals

* New Materials

* Ocean Engineering

-
Government  ——.
i -.i' Inner Industry Zone

— * Equipment Manufacturing

|
7
-

/‘ﬂ‘\ E———a

Hanan Industry New Town
* Equipment Manufacturing

* Advance Manufacturing

* New Materials

* Food and Pharmaceutical

* Electronic Information

i « Modern Services

HETDZ-Hapin

» Automobile

* Food and Beverage
* Pharmaceuticals

* High Technology

R

Note: The Harbin Economic and Technological Development Zone (HETDZ) is situated in Harbin, the capital city of Heilongjiang Province.
The zone has a planned area of 30 square kilometers, and three centralized parks under its administration.

Source: ADB. 2014. Positioning Harbin for Twenty-First Development. Prepared by Douglas Webster, Cai Jianming and Wen Ting.

* Basic public services,
vocational education;

*  Urban platforms that provide a basis for economic
restructuring; and

*  Make existing development zones more attractive
and efficient rather than developing new zones.

Together, these factors are contributing to infrastructure
inefficiencies.

particularly  practical

PPPs provide a potential solution to the problem. The
performance-based management model that underpins
a PPP can result in more cost-effective service delivery.
PPPs can deliver sound planning and operations, and

Harbin faces capital constraints in addressing these
needs, which are compounded by a need to repay
existing loans and bonds. At present, resources are
diluted among too many economic development zones,
and there is residential overbuilding in some areas.

sustainable financial management.

There are many promising PPP opportunities in Harbin.
Further development of Harbin’s new metro system
will dramatically change and concretize Harbin’s
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Spatial Dynamics of Harbin
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spatial structure. A PPP approach associated with
changing land and property market dynamics would
create enormous opportunities for land value capture
that would maximize revenue streams from metro
operations. A PPP approach would avoid a situation
where metro development soaks up scarce public
capital.

There are also opportunities in the development zones,
which already employ PPP-like approaches and are
receptive to the PPP model. There are many specific

sites suited to more intensive development through a
PPP approach, such as the area around the high-speed
rail station, the Songbei high technology zone, and the
Hanan new town.

To realize these opportunities, however, it will require
more attention to capacity building. The principles of
PPPs are not well understood in Harbin. The PPP model
is viewed as a means of accessing finance, rather than
the innovation and knowledge transfer benefits typically
associated with PPP interventions.
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China Gas and Natural Gas Distribution

From the presentation of Eric Leung, Deputy Managing
Director and Chief Financial Officer, China Gas
Holdings Limited

The heavy reliance of the People’s Republic of China
(PRC) on coal for heating and power generation creates
a health hazard for its citizens. Air pollution from coal
is one reason why people living in the north of the
PRC have shorter lives on average. Coal accounts for
68% of the country’s energy usage, compared to 30%
globally. Natural gas is a less hazardous alternative. But
gas accounts for only 5% of the country’s energy usage,
compared to 24% globally.®

ADB has supported the development of natural
gas distribution systems by China Gas Holdings
Limited (CGH) through the provision of $200 million
(equivalent) in loans. A service that started with eight
cities in 2003 has now grown to 196 cities. Servicing
27 million people in 21 provinces, CGH is providing clean

Next Steps for

PPP

Source: ADB staff.

8 BP.2013. Statistical Review of World Energy. http://www.bp.com/statisticalreview.

energy solution to cities. A spider web-like distribution
network is now in place across the PRC based on
concession agreements with municipalities.

CGH engages in (i) the investment, operation, and
management of city gas pipeline infrastructure; (ii) the
distribution of natural gas and liquefied petroleum gas
(LPG) to residential, commercial, and industrial users,
and (jii) public transport (such as buses and taxis).

Before 2004, the cities typically had their own gas
company that was funded and mandated by the
government. Coal gas was used instead of natural gas.
Since 2004, CGH has helped cities switch from being a
heavy coal user to a natural gas user.

Under the PPP arrangement, CGH takes industry,
construction, funding, and operating risks. Governments
retain those risks that they could best manage because
they control the source of risk. These retained risks
include pricing and policy risk (e.g., policy directions that
require certain users to switch from coal).

CGH is typically awarded a 30-year concession. For
such a long-lived PPP to succeed there must be a close
cooperation between the local government and CGH.
A wide range of government agencies are included
within the cooperation, typically under the guidance
and coordination of the mayor’s office. Regional gas
suppliers are also involved so as to ensure the city can
access the required natural gas, which is in short supply.

The expansion of CGH has been supported by ADB
through the provision of loans and support to strengthen
corporate governance, and social and environmental
safeguards. ADB has also arranged commercial bank
syndication under B-loan arrangements.

The total investment mobilized to date by CGH is
CNY34 billion. This investment is providing a range
of benefits including less pollution and a lower cost of
fuel. CGH’s intention is to expand operations to at least
another 100 cities.
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Public—Private Partnership at the Municipal Level by China Gas Holdings
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Public-Private Partnership at Municipal-Level Cooperation
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The Beijing Metro

From the presentation of Yi Min, Chief Executive
Officer, China MTR Corporation Ltd

Beijing’s Metro Line 4 was developed by the Beijing
Municipal Government as a PPP. The main private
sector partner to this partnership arrangement is the
China MTR Corporation Ltd (China MTR). This was
established in 1975, and listed on the Hong Kong Stock
Exchange in 2000. Although a commercial entity, China
MTR remains 76.5% owned by the Government of Hong
Kong, China, hence, remains a state-owned enterprise
(SOE). In 2007, China MTR merged with the Kowloon-
Canton Railway Corporation, and by the end of 2012
had a market value of HK$163 billion.

China MTR operates nine metro lines, an airport line,
and a light-rail. Operations cover Hong Kong, China;
Beijing; Australia; and Europe. The total length of the
line is 218 kilometers (km), and the daily patronage is
5.1 million persons.

The Metro Line 4 PPP is held by the Beijing MTR, which
is owned by the following: China MTR (49%); the Beijing
Capital Group Co. (49%), which is an SOE of the Beijing
Municipal Government; and Beijing Infrastructure
Investment Co. Ltd (2%), another SOE.

The 29 km long and 24 stations of Metro Line 4
were constructed at a cost of CNY15.3 billion. The
concession agreement was signed in 2006 and
operations commenced in 2009. A feature of the PPP
is the separation of funding. Construction of the track
and stations—Part A—was funded by the Beijing
Municipal Government while the rolling stock and
other equipment—Part B—were financed by the PPP
company. The Beijing MTR invested CNY4.6 billion in
the construction of Part B.

The risks taken by Beijing MTR relate to the construction
cost, interest and exchange rates, operation costs,
patronage risk, and force majeure.

The concession period is 30 years. Over this period, the
payment to Beijing MTR is linked to patronage and ticket
fare revenue. As a market-oriented project, the PPP
requires areasonable rate of return. Government subsidies
are needed to help achieve the target rate of return.

The concession agreement of Line 4 sets the initial
ticket price of each operation, and a mechanism for

periodically reviewing and adjusting the estimated ticket
price. The Beijing Metro ticket fare (currently CNY2) is
decided by the Beijing Municipal Government. When
the actual ticket cost is higher than the ticket price (after
adjusting), the government shall pay the difference as a
subsidy to the PPP company. If the actual ticket price is
higher than the estimated cost, the excess will be shared
by the PPP company and the government.

Beijing Line 14 is also being developed as a PPP on a
similar basis. The 47 km long and 37 stations are being
developed at a capital cost of CNY50 billion. The
CNY15 billion Part B is the responsibility of Beijing MTR.
The initial phase of line 14 opened in May 2013, and
the remainder is to open in 2015. Again, the concession
period is set at 30 years.

The success of the Beijing Metro PPPs rests on the
following:

* Clear and consistent policies based on Beijing’s
urban infrastructure franchise regulations;

* A strong economy to ensure sufficient patronage
and revenue from associated commercial
developments. This is required to meet the
investor’s rate-of-return requirements;

* A stable market environment comprising financing,
tendering, bidding, and insurance systems;

* An efficient organizational structure for the three
shareholders;

e The availability of essential professionals and
experts; and

*  Reasonable risk-sharing mechanisms.

The use of the PPP model in Beijing Metro has offered
a number of benefits. Firstly, it has allowed the Beijing
Municipal Government to overcome a financial
shortage and speed up the development of essential
infrastructure. Secondly, it has saved costs.

The project’s post-evaluation report by the Beijing
Development and Reform Commission found that
the PPP saved CNY4.6 billion—CNY600 million in
additional investment, and CNY4 billion in replacement
and renovation costs. A key source of the cost saving is
the enhanced motivation of the PPP company to save
costs while ensuring project quality and safe operations.

The new metro lines are also boosting the city’s
competitiveness, and transferring technology and
experience from Hong Kong, China and international
markets.



*  One of the arterial lines in
Beijing

o 28.2 kilometers in length

e 24 stations

* Tlinterchange stations
(4 stations are yet to be
constructed)

*  Aruntime trip of 48 minutes

*  Connects the education area
(Peking University, Tsinghua
University, and Renmin
University), high-tech area
(Zhongguancun), and tourist
attractions (e.g., Summer
Palace, Beijing Zoo)

Source: China MTR Corporation Limited.

Innovation in Public-Private Partnership Projects

Beijing Metro Line 4

There is substantial potential to expand the use of PPPs in
developing the country’s metro systems. Outside Beijing,
for example, China MTR has already partnered with the
Hangzhou Metro Group to construct the Hangzhou Metro
Line 1. This 48 km line with 31 stations cost CNY22 billion,
and opened in 2012 with a 25-year concession.

To realize this potential, it will be important to ensure
market-oriented ticket fares, a deep understanding of
the PPP model, and the active participation of all parties
to a PPP.

Metro Public-Private Partnerships
in Hong Kong, China

From the presentation of Andrew McCusker, recently
retired Director of Operations for the Hong Kong Mass
Transit Railways Corporation

Governments throughout the world are returning to
rail as a way of providing sustainable urban transport.
The private sector is recognized as key partner in these
urban rail projects.

15
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Beijing MTR: A Public-Private Partnership Company
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Bringing the private sector into rail projects requires
close attention to the investor’s need for adequate
returns. This attention must start from the initial
concept and continue through the build and operational
phase, and into the renewal phase.

The benefits of bringing the private sector into rail are
well recognized and these include the following:

»  Efficiency, which saves time and resources;

e The introduction of commercial elements (e.g.,
shop, residential and other developments) to
enhance the viability of a project;

*  Improved risk management;

* Independent and multiple verification of project
feasibility;

* Innovation, such as through the introduction of
new technology;

*  Reducedpublicsectorstaffinglevels,and associated
costs savings;

*  Reduced political pressures on the setting of fares;
and

e Best practice approaches to asset management.

The experience of Hong Kong, China demonstrates
what is required for success. Five lines are currently
being developed as PPPs: (i) the 3 km West Island Line,

(i) the 7 km South Island Line (East), (iii) the 2.6 km
Kwun Tong Line Extension, (iv) the 26 km Express Rail
Link, and (v) the 17 km Shatin to Central Link.

The West Island Line from Sheung Wan to Kennedy
Town is a “community railway” incorporating significant
input from local district residents. It contains many
features that preserve local heritage and provide urban
renewal opportunities. The project agreement was
signed in 2009 and the line is targeted to open in 2014.
It will reduce the travel time from Kennedy Town to
Sheung Wan to only 8 minutes and from Kennedy Town
to Tsim Sha Tsui to 14 minutes.

The South Island Line (East) was gazetted in 2009 and
is now undergoing public consultation in advance of
government authorization.

The Kwun Tong Line Extension will run from the existing
Yau Ma Tei Station of the Kwun Tong Line to Whampoa
via Ho Man Tin, which will be an interchange station with
the East-West Corridor of the Shatin to Central Link.

The Express Rail Link is the Hong Kong, China section
of the Guangzhou to Shenzhen-Hong Kong Express
Rail Link. It will provide high-speed, cross-boundary rail
services connecting Hong Kong, China to Shenzhen,



Guangzhou and the 16,000 km high-speed intercity rail
network in the mainland. Construction commenced in
2010, and the line is expected to start service in 2015.

The preliminary design of the Shatin to Central Link was
completed in 2009.

These five projects are being developed under a range
of models. Two lines are being developed as a rail plus
property PPP in cooperation with China MTR. The “plus
property” component is intended to fill funding gaps. It
provides a potential next step for the country’s metro PPPs.

Under the rail plus property PPP, China MTR will pay the
full market price of the sites, the development cost of
the property developments, and the construction and
operating cost of the railway. China MTR will develop
the sites both horizontally and vertically. It will bear the
risks of financing the railway and property development,
operating the railway, and the market fluctuations in rail
and property markets. China MTR will, in return, receive

Innovation in Public-Private Partnership Projects

the growth in the value of the land it purchases, the
fare from the rail line, and non-fare revenues from the
associated commercial developments.

The attraction of this model for Government of Hong
Kong, China is that it removes the need for a direct
subsidy to the project. The government also benefits
from the general increase in land prices and increase in
the value of its shares in China MTR.

*  This experience establishes the following keys to a
successful partnership on rail PPPs:

* A good partner with good knowledge of the local
context, a willingness to risk a sustainable amount
of capital early in the project, and the financial
strength to overcome expected and unexpected
problems;

* A good project rational that makes strategic and
economic sense, and has political support and that
of local financial institutions; and

*  Good returns.

Hong Kong, China’s Subway Lines

Disney Resort Line (2005)

Kowloon Southern Link (2009)

Source: China MTR Corporation Limited.

-

Ma On Shan Line (2004)

Tseung Kwan O Line (2002)

Is
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MTR Ownership Model

Government Capital
Contribution Model
1

Rail plus Property Model
1
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* Project Agreement signed in

* Development right for a site at
Wong Chuk Hang was granted

* Construction in progress

* Target to commence service in 2015

* Project Agreement signed in
May 2011
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Social Sector Public-Private Partnerships in the
United Kingdom

From the presentation of Simon Booker, Director,
Infrastructure Finance, KPMG

While there is no single definition of PPPs in the United
Kingdom (UK),atits most basic level, it can be thought of as
a lease for an asset that includes guaranteed maintenance.

The key objectives and benefits of PPPs are well known,
as follows:

e Accelerate the delivery of infrastructure.

* Ensure budgetary certainty over the life of a
contract.

*  Ensure that payments are dependent on service
delivery.

*  Ensure that assets are maintained.

*  Adopt a whole life view of service delivery, and not
only look at the assets.

*  Ensure best value through the transfer of some risk
to the private sector.

PPP is one of several procurement routes in the UK,
where it accounts for only 10%-15% of infrastructure
development.

PPPs have undergone substantial evolution in the UK
in recent decades. In the early stage, PPP activity was
concentrated in transport. Road PPPs, in particular,
were attractive to investors. The PPP journey probably
started with roads because there were relatively easy
transactions available. As the market developed and
regulations improved, it has been adapted to apply in
new areas such as the social sectors.

There are different levels of complexity in social sector
PPPs. The simplest is a serviced infrastructure. Under a
PPP in health, for example, the private partner provides
and maintains the buildings used by a hospital or other
health facility. It may also provide some basic services
such as catering and gardening.

The next level of complexity is to prepare discrete
packages of services. For example, the provision of
medical equipment in a new hospital, pathology and
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Service Concession Model

Project Cost 100% Funded by The Government.
Details of the O&M Concession to be agreed.
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Source: China MTR Corporation Limited.
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Vertical Integration
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Source: China MTR Corporation Limited.

Public-Private Partnerships in the United Kingdom, 1987-2012

UK PPPs by Sector
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Private and Public Roles in Hospitals
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Source: Simon Booker.

Pharmacy

Pathology Clinical Services

pharmacy services can be bundled into a PPP. This
model is currently being used by the Government of
Hong Kong, China for nine new hospitals.

Clinical services are normally provided by the public
sector under a health PPP. However, they can potentially
be provided by the private sector. This would constitute
the most complex form of health PPP.

Education PPPs have been promoted in the UK using
similar approaches. That is, the simplest education PPP
provides the school buildings only, with the provision
of education services normally the responsibility of the
public sector.

Schools are a major component of the Private Finance
Initiative (PFI) program in the UK. Approximately
225 education projects with a total value of
approximately £10 billion have been completed.
These have typically been for very simple PPPs that
concentrate on providing school buildings and very
basic services. Individual school projects are too small
to be viable as a PPP, and they are mostly “grouped” into
a larger school project (e.g., 20 or more school activities
may be grouped into one project).

How have these different PPP models performed? The
results are encouraging, with the UK PFI generally more
successful than conventional public procurement. A
high percentage of PFI projects are delivered on time
and on budget. A 2003 study conducted by the UK

Delivery on Time and On Budget:
Public—Private Partnership Market in the
United Kingdom
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Source: United Kingdom Comptroller and Auditor General.
2003. Public Finance Initiative Construction Performance.
London (February).
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National Audit Office found that 76% of PFI projects
were completed on time, and 78% were completed on
budget. By contrast, for conventional procurement, only
30% of projects were completed on time and only 27%
were completed on budget.

[t must be pointed out that it took the UK 20 years or so
to develop the institutions, legal frameworks, business
strategies, and capital market instruments needed
for successful PPPs. The UK is also characterized by
a strong, centralized procurement system that can
ensure project quality. While lessons can be learned
from the UK, projects in other countries need to be
structured to meet the unique features of the market
they are in.

It is also important to keep in mind the checklist for
successful project development, which are

e strong government support,

* astable legal and regulatory framework,

* acontractual framework that reflects the economics
of the project, and

* therational allocation of risk among parties.

Perhaps the key issue is the allocation of risk. Allocating
too much risk to the private sector partner can make the
cost of a PPP become too high. But allocating too little
risk to the private sector partner can also make them
earn excessive profits and undermine confidence in a
PPP program.

Education Public-Private Partnerships

From the presentation of Norman LaRocque,
Senior Education Specialist of the Southeast Asia
Department, ADB

ADB has an active pipeline and portfolio of technical
and vocational education and training (TVET) projects
in the PRC that are creating human capital. PPPs provide
a range of ideas on how such projects can be delivered.

There are three main types of education PPPs:

*  Service delivery PPPs, under which the government
have contracts with private operators to deliver
teaching services or to manage public school, TVET
colleges, institutes, and universities;

e Contracting with the private sector for the provision
of education infrastructure, such as school
buildings; and

* Avoucher or subsidy program.

Under the first type, the education service is usually
provided by the private sector from a publicly owned
facility. The PPP is usually in the form of a management
contract. Payment to the private sector partner is often
made on a per student basis or as a lump sum.

The second type of education PPP where facilities
are built and maintained by the private sector is the
most common type. This works like a concession-type
arrangement based on the facilities only. The public
sector partner provides the actual education services.

The voucher or subsidy program is a form of entitlement
provided to students. Students use the voucher to pay
part of their tuition fees at registered schools, training
colleges, institutes, or universities. Under this PPP,
the government’s role is limited to providing financial
assistance and overseeing the quality of registered
education providers.

There are many examples of such PPPs that offer a rich
experience for the PRC to draw on.

The Penang Skills Development Center in Malaysia, for
example, providesahybrid model of private management
of a public institute. It is located within three industrial
zones, and focuses on providing the skills needed within
the zones. It is a partnership among the academia, the
private sector, and the government. The government
provided land and infrastructure, and regulates the
facility. Most financing is provided by the private sector.
More than 150,000 students have graduated and found
employment within the industrial zones.

The Republic of Korea introduced a build-transfer-
lease system for education in 2005. Modeled on the
UK PFl, the private sector finances the design, builds,
and undertakes the maintenance of these schools for
20 years. The government makes availability payments
to the private sector for 20 years, and the facilities
constructed and financed by the private sector are
ultimately transferred to the public sector. The public
sector delivers education using the facilities that are
built, managed, and maintained by the private sector.
It may be a public institution, but the building and the
institute itself are managed by the private sector. This
PPP is used in basic and secondary education and TVET.

In the Lao People’s Democratic Republic, the
government is proposing to provide land to a private
operator to construct a training institute that will offer
regional and international-level training in hospitality
and tourism. This will provide an alternative to the
low-quality hospitality training currently offered by
public and private institutes.



The proposal is for the government to build the training
institute on half of a piece of land, with the private sector
partner to be provided a concession to build a hotel
on the other half. Some of the revenue from the hotel
operation will be earmarked for the training institute
to help fund its operation. This will supplement tuition
fees and other miscellaneous revenue. This is one way
of ensuring revenue for the training institute without
recourse to the budget. The applicability of the concept
is also being explored in Myanmar and Cambodia.

Education is very well suited to the PPP model.
In  comparison, infrastructure projects can raise
complicated resettlement and land acquisition issues.
Working on schools, TVET colleges, and universities, is
much simpler from this perspective.

PPPs are undertaken for a range of reasons, such as
pursuing better quality, more relevant,and more efficient
services. The common ground in PPPs is an acceptance
that the government can shift its role from sole funder,
operator, and regulator to focus on regulation and give
the private sector more responsibility for the funding
and operation of education facilities. Giving the private
sector more autonomy does not mean the governmentis
shifting its responsibilities. Autonomy should be subject
to accountability and an outcome focus backed by good
regulation. This will promote high quality standards and
innovation, and help avoid unintended consequences.

Innovation in Public—Private Partnership Projects

Social Housing in the People’s Republic of China

From the presentations of Wang Wenlin, Department
Director of Sinohydro Group Ltd; and Zheng Kangbin,
Senior Financial Specialist, PSOD, ADB. Case: Social
Housing PPP

The Tianjin Wuging Land Development and Social
Housing Project commenced development in 2009.
The build-transfer project involves the removal of
1 million square meters (m?) of old housing spread
over 23 administrative counties, and the relocation of
23,000 people to 1.3 million m? of new housing. The
total investment for the project is CNY8 billion, making
it the largest build-transfer project of its type issued in
20009.

The new housing is within a complex designed by
experts in green and sustainable development. It
provides apartments that vary from 60 m? to 130 m? in
one, two, and three-bedroom configurations.

The 6-year project is freeing up development of land for
business use. Theindustrial park that has been established
is expected to generate value-added of CNY20 billion,
tax revenue of CNY5 billion, and 50,000 jobs.

The PPP model can be used to enhance the performance
incentive of the build-transfer model and introduce a
life-cycle approach to social housing. The PPP model is

Proposed Lao National Institute of Tourism and Hospitality Public-Private Partnership,

Vientiane, Lao People’s Democratic Republic

Source: ADB staff.

* Not-for-profit training institute.
e Curriculum benchmarked on ASEAN good practice
and competency standards.
* Key elements:
- Government of the Lao PDR provides free land to
LuxDevelopment.
- LuxDevelopment constructs and operates the
training institute on half of the land.

- Private company operates commercial hotel on the
other half of the land under a concession from the
government. There is no lease payment.

- Payment in lieu of a lease payment is made by
hotel operator directly to the training institute to
finance its operation.

- The training institute is financed by tuition fees,
the hotel payment, and other revenues.
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Education and Training Public-Private Partnerships

Examples of Basic/Secondary Education and TVET

ADB = Asian Development Bank, Lao PDR = Lao People’s Democratic Republic, TVET = technical and vocational education and training.

Source: ADB staff.

particularly well suited to public rental housing, which Twelfth Five-Year Plan, 2011-2015 to build 36 million
can bring affordable housing within reach of those that  units of social housing and support 20% of those families
cannot afford to buy a property. facing housing difficulties.’

The provision of public rental housing is an important ~ The financing needed to meet this target is over
component of the commitment of the government’s  CNY5 trillion. Local governments, however, have

®  Government of the People’s Republic of China. 2011. Twelfth Five-Year Plan for National Economic and Social Development of the People’s Republic of China,
2011-2015. Beijing.



neither the financial resources, expertise, or experience
to develop affordable rental apartments. Assistance
is required to formulate and pilot social housing PPPs
that suit local circumstances while learning from
international experience.

Financial assessments by ADB have confirmed the
affordability of apartments of 40-60 m? in size. The
PPP contract can provide a mechanism to ensure that
developments are well planned and adhere to the
principles of clean development while ensuring safe,

Innovation in Public—Private Partnership Projects

well serviced communities. Such public rental housing
can target groups in need, such as low-income families,
recent graduates, and migrant workers.

A successful PPP will require support to ensure an
adequate credit rating of projects, ensure a coordinated
approach to support across government agencies, and
to attract high-quality private sector partners. While a
social housing PPP that can be fully funded from tenant
rents may be achievable in some cases, additional
budget support will typically be required.
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Partnership Financing

India’s Story

From the presentation of Pradeep Singh,
Vice-Chairman and CEQO, Infrastructure
Development Finance Company, India

It is tempting to say that everything is perfect in India’s
public-private partnerships (PPPs), that we are doing
everything very well, that we got everything sorted out,
and that lots of progress have been made. It is tempting
to say, but it will not tell the full story. We have made
progress and we have come up with many PPP projects,
and many innovations, models, concessions, contracts,
and new financial instruments. But all is certainly not
well. We are facing problems and challenges. A lot of
people think we have made mistakes, such as weak
regulations that can allow corruption in PPP projects. In
fact, right now, there is considerable questioning as to
whether PPPs are a good path to follow or not.

It is important to make clear that a PPP is not
fundamentally about financing. This may sound like a
contradiction to many, as governments normally think
of PPPs when they are short of money. Financing is
certainly a very important ingredient of a PPP and its
success.

Next Steps for

PPP

Source: ADB staff.

However, the driver of a PPP should be efficiency gains,
improvements to performance, higher accountability,
superior technology, superior management, superior
outcomes, better quality, and lower prices. These are the
outcomes that a PPP is trying to achieve by bringing in the
private sector. In the process, financing will also come.

It is important to recognize that the private sector does
not have access to some secret garden that grows money.
It is the same money available to the private sector.

A government can take money from the road user
and build a road. Or the government can let the road
users keep their money and get the private sector to
build the road. Both ways offer a solution; the road
users get the road. But under a PPP, the private sector
will be accountable for its performance, bring in better
technology, and will minimize cost because that is how
it will make profit. This is the superior outcome that a
PPP can provide.

These observations lead to the importance of balancing
the many issues facing a PPP.

In India, for example, there are strong environmental
and social concerns; we do not want our poor people to
lose their land, we do not want our environment to be
damaged, etc. These concerns have led to a huge amount
of regulation and processes that absorb time. Obtaining
the environmental clearance for a thermal power plant
takes 3-4 years, and when land is required, it can take
2 years to compensate every farmer who is being moved
from that land. Environmental and social concerns need
to be balanced against timely project completion.

Is it sensible to choose affordability over financial
viability? On the one hand, public services provided
cannot be very expensive, but on the other hand, if tariffs
are too low, there will be a financial viability problem and
the project may not be bankable.

On the one hand, there must be transparency,
participation, and inclusiveness, but providing these can
lead to extra processes and delays.

It is attractive to get extra financing from the private
sector, but private sector financing is often believed to
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The Public-Private Partnership Balancing Game
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be expensive. The availability and cost of funds need to
be balanced.

When looking at the financing of a PPP, bankability is at
the heart of the matter. Bankability is the chicken in the
chicken curry in India, and the pork in pork fried rice in
the People’s Republic of China (PRC). Unless a project
is bankable, there is no way anyone will finance it.

What is required to make a project bankable? It requires
that the risk and responsibilities of all elements of a PPP
have been properly identified, properly understood, and
properly allocated. It requires clarity on which risks the
government will take, and which will be taken by the
private sector. It requires clarity on who is in charge of
construction, operations, financing, toll collection, and
others.

The risk allocation needs to be backed up by strong
institutional machinery for enforcing agreements. This
means that regulation is needed. Unless the contract
and concession agreement in which that risk have
been allocated is enforced, a project is likely to fail. The
lenders—bankers, pension funds, insurance funds—
and the equity investors, whoever is putting money into

a project, will have to be satisfied that these matters
have been taken care of and the project is properly
structured. When that happens, a project can be called
bankable.

Thebasicrule fora PPPisif the private sector can control
a variable, they should carry the associated risk. There
is no point in trying to be clever with the private sector
about this. And there is no point in the private sector
being clever with the public owner. If there is a risk the
private sector can manage, they should accept it.

Such risk management can raise interesting challenges.
There was a road bridge outside the capital New Delhi.
It crossed a river with a rich history of religious stories.
One of the foreign investors asked who could take the
archaeological risk. The concern is what would happen
if construction started and a statue of Lord Krishna, a
famous Indian god, was found and people changed their
minds and wanted to build a temple instead of a bridge.
The public sector partner was advised that archaeological
risk needed to be covered. They laughed. The Indian
insurance companies were not interested. Finally, coverage
was provided by one of the world’s biggest insurance
providers. However, it required a hefty premium.
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Financing Public-Private Partnership: A Question of Risk Allocation

Source of Financing

GOVERNMENT
FUNDING

Source: Pradeep Singh.

Risk
Low

High

Quality of funds

Quality of funds

Debt Financing Problems and Solutions

Problem

* Not enough funds available from banks
* Prudential limits

- Ceilings on bank lending to single sector/
group/company

* High up-front capital costs but revenues
spread over long time and back ended.

* Banks are required to provide long-term debt.

* Banks only have short-term deposits.

This creates asset liability mismatch for banks.

Solution

New sources like pension funds, insurance
funds

Infrastructure debt funds

Bond markets

Pension funds/Insurance funds

Can provide long-term debt based on
long-term and assured revenue stream from
pension/premium contributions without asset
liability mismatch

Pension funds/insurance funds require only
long- term steady returns. It is provided

by stable infrastructure projects. Can
complement banks.

Action point # 1:

Action point # 2:

Action point # 3:

risk

Development of a bond market to provide liquidity

Creation of infrastructure debt funds to share financing risks

Provision of rating for bond market and debt funds to assess

Debt Financing Actions

What is credit enhancement?

Any structure that reduces the project risks and improves

the creditworthiness of the project.

Why is credit enhancement necessary?

To give comfort to domestic and international institutions

and to meet regulatory requirements.

How do you provide credit enhancements?

1. Sovereign guarantee by the Government of India
necessary to support projects BUT not sufficient as India
is rated BBB-.

2. Need to partner with multilateral agencies like ADB to
enhance the credit rating to internationally accepted
AAA paper.

Source: Pradeep Singh.




Having prepared a bankable project, what should
happen next?

There are three main sources of financing for PPPs:
debt, equity, and the government. Money has different
risk, mainly because the ability and desire to take risk is
different among different people.

A PPP is not just about private sector funding. The
government by its nature is best placed to take the
highest level of risk. In India, it is typical for governments
fund the initial stage—such as project conception,
structuring, design, preparation of concession
agreements and contracts, and surveys of readiness to
pay. Millions of dollars and 1-2 years are required. The
government has to pay such costs.

Governments that try to escape these costs are likely
to end up paying much more later on. The project may
not succeed, or if it succeeds it will eventually fail or the
private sector will exploit the weaknesses in preparation.
Governments also provide viability gap funding. PPPs are
often not commercially viable based solely on their own
revenues. It is difficult for a road, metro, or water project
to recover the entire cost of investment and operations
and maintenance based on user fees because of a need
to make sure that these important services are also
affordable to those that cannot pay the full cost. For
instance, people that live near a new toll road but are
not users will benefit indirectly from the road, but will
not pay the toll.

Viability gap funding is that extra funding that
a government must provide to make a project
commercially viable and bankable. A project that needs
viability gap funding is not necessarily a bad project.
When governments provide viability gap funding, they
are just standing in proxy of beneficiaries.

How should such viability gap funding be provided?
The answer is via competition. For example, a private
operator of a tollway can be allowed to charge say Rs10
for10 kilometers for 25 years. Before issuing the PPP, the
government should ask how much the operator wants
as viability gap funding to build the road. Whoever
submits the lowest request for viability gap funding is
the winning bidder.

In India, viability gap funding for roads was provided
by a special tax on fuel. The money is ring-fenced and
available for national highway authorities. Providing such
funding is an important part of the role of government.

Equity provided by shareholders takes the next level of
risk. Then there is debt. The smallest amount of funding

Innovation in Public—-Private Partnership Financing

should be from the government, with the next highest
from equity, and the biggest amount from debt. Debt
providers take the least risk. Equity will get its return only
when debt requirements are fully met.

India, however, is now facing a shortage of new debt
financing for PPPs. In India, a very large number of
banks are government or public sector banks. There are
also private banks. Most financing for PPPs were from
governments banks. However, the balance sheets of
the government banks are no longer able to meet the
requirements of the infrastructure sector. On top of the
fact that the banks do not make enough money, they
cannot lend unlimited amounts of money to the same
sector because of prudential and regulatory limits. India
now needs to look for other sources like pension funds,
insurance funds, and so on to bring in more money.

One solution is to create an infrastructure debt fund
that will secure finance from insurance funds and other
sources. That will finance different projects, spreading
the risk. To be most effective, liquid bond markets are
needed.

India is also facing a challenge with the quality of funds.
One issue is the asset-liability mismatch for banks.
PPPs require long-term financing, but banks have short-
term deposits and should predominately lend for the
short term. If not, depositors may be unable to get their
money back on demand. On the other hand, pension
and insurance funds have long-term funds that suit
PPPs. However, only banks have established the ability
to evaluate infrastructure projects and undertake a due
diligence of projects.

A solutionis to bring the funding sources together. Banks
can provide the initial investment when project risk is
highest. Then 2 or 3 years after the project has stabilized
and revenue is clear, the pension and insurance funds
can take on the investment. This is the assembly line of
financing we want to create in India.

Bonds have an important role to play. A bond can be
used like a loaf of bread that is sliced and then sold in
slices. Bonds can be issued by infrastructure debt funds
or other intermediaries and used to finance a number of
projects. Bonds need to be rated through rating agencies.
It is the rating agencies that do all the hard assessing if
a bond is AAA or BBB, etc,, so that the these insurance
and pension funds can comfortably buy these bonds.

Indianbondsarenotratedvery highaspeopledonothave
enough trust that their money will be repaid. The rating
of India’s sovereign bonds is BBB-, and this is too low
for insurance and pension funds. Credit enhancement
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is necessary. This is when where an independent party
accepts some risk of a bond so as to raise the rating. For
example, a guarantor may commit to pay out a loan that
the borrower cannot. Local intermediaries as well as
multilateral organizations like ADB or the World Bank
provide such guarantees.

Pension fund and insurance companies wanted to invest,
but in India they have only invested 1%-3% of those
money in infrastructure. Being creative while ensuring
stable policies has the potential to mobilize these
funds and utilize the amazing investment opportunities
available in India’s infrastructure.

Financing the Private Partner in the People’s
Republic of China

From the presentation of Cynthia Wang,
Managing Director, Investment Banking
of the China International Capital Corporation

At present, the private sector contribution to
infrastructure in the PRC is largely financed by
short-term bank loans. The market is dominated by
conservative investors and investor groups that lack
diversity.

The Company Law and Securities Law allow bonds to
be issued for infrastructure, but only when there is good
track record over the prior 3 years. Infrastructure-based
financing for new assets cannot meet this requirement.
A viable alternative is to finance the private partner on
a corporate finance basis, that is, through bank loans
to enterprises with a good commercial record and
adequate asset backing.

For PPPs such as the Beijing Metro and CGH, the cost
for securing bank loans is low, and the project can carry
a high level of liabilities. It is cost effective to provide
corporate finance to such good companies that then
inject the capital into their infrastructure investments.
Because corporate financing is so attractive, the PRC
banks are not interested in other ways of supporting
infrastructure.

Insurance companies and pension funds are another
alternative that have large asset holdings. However,
their presence is still small. The policies and credit
evaluation systems of insurance companies and
other long-term investors make it difficult for them to
invest in infrastructure. In addition, uncertainty about
government subsidies and user charges, and hence, the

returns from infrastructure projects, has, to date, made
it hard to attract such investors.

What kind of innovation and what financing channels
can be used instead of bank loans under the regulatory
framework of the PRC? The international practice offers
some insights.

Securitization is one option. Previous efforts at asset
securitization have divided assets into high-risk and
low-risk, and then allowed investors to decide on the
risk-return profile that suits them. The starting point for
such securitization is usually the special purpose of an
established project. This, however, does not solve the
problem of financing new projects.

We have discussed with the regulators at what stage
securitization can be implemented for build-operate-
transfer projects. We believe it can take place very
early. For example, a road project has clear and stable
cash flows very soon after approval. This is because
construction risk is low and any subsidies are well
defined. Even before charging is yet to start, and even
though there is no previous record of the performance,
the government approval for the project can allow asset
securitization. There are many such projects.

Private equity funds and insurance companies are
beginning to enter PPP infrastructure projects through
asset securitization. One reason is a perception that the
high demand arising from urbanization will generate
good rates of return.

One matter requiring attention is the exit mechanisms
available to investors. For example, when the agreement
to provide on-grid electricity expires, will the company
be able to maintain the project? This is a hard question
to answer under the current policy and regulatory
framework. The cost of taking over projects is high
because secondary markets are shallow.

While project financing is small in the PRC, there are
more and more overseas projects with PRC participation
that do use project financing. This provides an inspiration
that banks of the PRC can learn from.

Can the trading of innovative products be supported?
Can there be innovation in listing and exit mechanisms?
Financial innovation is not that hard to achieve. There
are many success stories from the PRC. However, efforts
to innovate need to be coordinated across sectors and
interest groups. Perhaps what is needed is for the People’s
Bank of China to offer guidance on the reform of bank
supervision policies, and undertake a coordinating role.



The Potential for Public-Private Partnership Funds
in the People’s Republic of China

From the presentation of Leo Zhang,
Managing Director, Jumbo Consulting

The commercial banks of the PRC have large asset
bases and provide substantial financial support for
infrastructure. Butthe modes ofinvestment are relatively
narrow. Most infrastructures of local governments
are refinanced by bank loans backed by government
guarantees. When private partners are involved in
infrastructure, they are mainly financed via bank loans.

Relying on the creditworthiness of local governments
is an easy option for banks. It provides fast, reliable
financing for local governments. But it puts pressure
on government finances. The rising level of local
government debt is now spurring calls for new
mechanisms. The international experience is that
infrastructure funds provide an important mechanism
for diversifying infrastructure financing.

Infrastructure funds are a special form of the private
equity fund that can mobilize the substantial supply
of social capital in the PRC. Infrastructure funds offer
long-term investors a stable, low-risk return that can
withstand inflation.

Innovation in Public—Private Partnership Financing

Establishing suchafundstartsfromthe determination
of the fund name, type, size, duration, minimum
subscription, and structure. It needs to be based
on clear investment guidelines that address the
following:

*  Sector focus, such as energy, transport, municipal
environmental protection, or social infrastructure
with a clear pricing mechanism;

e Linkto underlying market trends, such as the ageing
population or urbanization;

e Control requirements. These address how much
of an asset should be held by the fund, e.g., at least
50%;

*  Rate of return requirements;

*  The required protection against inflation and any
local government credit problems; and

*  Specification of the target maturity of a project.
Funds normally emphasize assets under operation
because they typically provide more stable returns,
but can also allow some investment in assets under
construction or renovation.

An exit strategy is also essential. The three main
options are (i) sale of the project assets, (ii) transfer
of assets to a new fund established by the manager,
or (iii) establishment of an exchange-traded fund
that allows new investors to buy-out older investors.

Infrastructure Fund that Promotes Diverse Infrastructure Financing

General

Custodian

Source: Leo Zhang.

Partner Infrastructure Fund
(limited partnership)

Limited
Partner

Investment
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The huge demand for urban infrastructure in the PRC
creates opportunities for innovating in financing.
Infrastructure funds can promote the diversification of
financing and improve the quality of financing. This will
help ease financial pressures on local governments and
support the rapid urban development of the PRC.

Negotiating a Public-Private Partnership
Agreement

From the presentation of Hallam Chow, Partner,
Energy, infrastructure Project and Asset
Finance of White & Case LLP

The PRC governments are faced with limited financial
resources to sponsor public services. Many are looking to
improve existing infrastructure and invest in new public
infrastructure projects. The PPP offers an alternative
model that shares risks with the private sector, but ensure
that governments remain in control via the PPP agreement.
The advantages include the generation of government
revenue from concessions or the leasing of state-owned
assets, and improved provision of public services.

The starting point for structuring a PPP is the
identification of the risks to be transferred from the
public sector partner to the private sector partner. A
PPP must also demonstrate that it is generating value
for money to the government, i.e., a net benefit in
terms of cost, price, quality, quantity, risk transfer, or a
combination thereof.

The negotiation dynamics are driven by

e the public partner considering whether the
premium it will pay for transferring risk provides
value for money;

e the private partner ensuring an appropriate return
for carrying risk; and

* lenders preference for the private partner to avoid
assuming so much risk that the ability to service
debt may be threatened.

The risks normally transferred to the private sector
partner relate to site conditions, environment and
heritage, design, construction, technology, operations,
utilities and other third-party suppliers, government
approvals, insurance, inflation, and currency and interest
rate changes.

Key issues of concern to the private sector partner during
negotiation include (i) caps on revenue or penalties for
poor performance; (ii) the need to limit liabilities under
indemnities to a level that can be covered by insurance;
and (jii) whether the public sector partner is retaining or
sharing in certain site condition risks, the risk of a change
in law, or force majeure risks classified as “relief events.”

The private sector partner will seek to ensure pass
through of costs, and avoiding any early termination
or reduction in the operating period. This is necessary
to allow full recovery of costs and to achieve the target
return on equity.

Policy Certainty and Clean Energy

From the presentation of Dai Cunfeng, General
Manager, China Clean Energy Investment Company

One of the key issues faced in financing clean energy
PPPs is policy certainty. Two examples illustrate the
situation.

The government recently put forward an ambitious
target of installing 10 solar photovoltaic power
generation programs before 2015. As of the end of 2012,
there were only seven programs in place in the PRC. To
complete 10 new projects is a major challenge. The state
had developed a range of supporting policies, such as a
photovoltaic electricity subsidy policy, to achieve the
target. But some posed a huge problem for a developer
of a long-lived asset For example, when a developer
signs a contract with power grid company, it used to
be renewed annually. Recent reform policy of the State
Council released in 2013, have fixed this by allowing, the
electricity price to be set for 25 years. This is the sort
of improvement that was needed to establish policy
certainty.

Heating supply has been opened up to the private
sector. Subsidies constitute a major part of the
revenue for heating supply companies. For most cities,
there have been good prospects for a continuation
of subsidies. Such optimism is, however, based on
government budgets remaining healthy enough to
afford the subsidy. This is no longer assured and policy
may need to address the provision of certainty on
future subsidies.



Support from the International

Financial Institutions

ADB Support for Public-Private Partnerships

From the presentation of Ying Qian,
Director, EARD, ADB; and Craig Sugden,
Principal PPP Specialist, EARD, ADB

Public-private partnership (PPP) is not a new concept
to Asia. It is, however receiving increased attention
given its fit with the government efforts to expand
public services and the role of the private sector in their
delivery.

One driver of this interest is the shortage of capital in
Asia. The Asian Development Bank (ADB) is committed
to helping meet the huge financing needs by mobilizing
the capital and other operational advantages offered by
the private sector. ADB started by publishing a number
of strategies and manuals for PPPs to provide guidance
to its PPP work, and has also upgraded the services it
provides to PPPs.1©

Next Steps for

PPP

Source: ADB staff.

ADB cooperation with the PRC on PPPs has lasted more
than 20 years. ADB has participated in the development
of many projects, and established many relationships.
ADB hopes to use its cross-sector experience to help
new and existing partners engage in the development of
projects. ADB will introduce international experiences
to help develop suitable PPP projects for the PRC. ADB
is also committed to introducing the experience gained
inthe PRC to other countries so as to achieve knowledge
sharing.

The support of ADB for PPPs in the PRC is provided
across the four pillars of ADB PPP Operational Plan.
The East Asia Regional Department (EARD) is solely
responsible for pillars (i), (ii), and (iii); and works with
the Private Sector Operations Division, (which has
financed around $2 billion in infrastructure PPPs in the
PRC) to provide financing support for public and private
sector partners to a PPP under the fourth pillar.

ADB aims to help develop and demonstrate best
practice approaches to PPPs in the PRC that expand
public services and assist innovation in government
financing.

The value-added of ADB is derived from a deep
understanding of key sectors and the challenges arising
from urbanization, and experience and knowledge of
PPPs. ADB contributed to many of the reforms to the
enabling environment for infrastructure (e.g., tariff and
regulatory reform) that make PPPs “bankable.” Extensive
experience in the finance sector and the public finances
of the PRC provides a platform on which this knowledge
can be used to develop innovations in PPP financing.

ADB support draws on an engagement in some of
the leading PPP programs in developing Asia. The
combination of technical assistance and financial
support allows a “learning by doing” approach that
meets the expectations of local governments for an
early, concrete action. The availability of a range of loans

0 ADB. 2012. PPP Operational Plan 2012-2020. Manila. Available in English and Chinese at http://www.adb.org/documents/public-private-partnership-
operational-plan-2012-2020-zh ADB. 2008. PPP Handbook. Manila (September). http://www.adb.org/documents/public-private-partnership-ppp-

handbook-zh
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Loan Products

1. Investment loan with a performance-based
contract.

2. Loans to financial intermediaries for onlending, at
the financial intermediary’s risk, to final borrowers.

3. Policy-based lending, to support reforms and
improve policies. It provides budget support to
governments to address development financing
needs.

4. Results-based lending, to support governments in
designing and implementing government-owned
sector programs. Disbursement is linked directly
with the achievement of program results

5. Partial credit guarantee to cover credit risks
associated with a borrower’s inability to fulfill its
debt service and repayment obligations on time.

6. Arange of other products are available for private
investors e.g., loans, equity investments

Source: ADB staff.

and other financial products from EARD and PSOD
allows this support to be tailored to project needs so as
to leverage the maximum amount of private investment.

Within the PRC, ADB is focusing on the development
of pathfinder PPP projects that would be accompanied
by a package of support for capacity development, the
strengthening of the enabling environment, and financial
innovation. A “PPP demonstration cities” concept is
being explored. Rather than disburse support across
a wide number of cities, efforts would concentrate
on representative cities. These cities would explore
progressively more complex PPPs to be implemented
building on earlier support from ADB. Surrounding cities
will then observe and learn from the demonstration
cities and the best practice approaches they pilot.

The demonstration cities concept requires a long-term
engagement. Actions would be sequenced so as to
provide early results and the adoption of increasingly
sophisticated approaches as participating governments
and the private sector build their capacity. The projects
will be focused on meeting the demands arising from
urbanization, including for social (e.g., education, health,
and social housing) and other municipal services. This will
involve drawing on the international experience to tailor
the PPP model used in the PRC to these new sectors.

Additional technical assistance is also available for
transaction advisory services. This will help complete

ADB?’s PPP Operational Plan

Pillar 1 Pillar 2
Advocacy Fostering Pillar 3 Pillar 4
and capacity  the enabling Project Project
development environment development financing

EARD EARD PSOD and

EARD

EARD = East Asia Department, PSOD = Private Sector Operations
Department.

Source: ADB. 2012. PPP Operational Plan, 2012-2020. Manila.
Available in English and Chinese at http://www.adb.org/documents/
public-private-partnership-operational-plan-2012-2020-zh

well prepared, pathfinder PPPs. This technical support
is to ensure that the PPP contracts are “investment
grade,” and hence, that the PPP projects are bankable.
Following international practice, the preference of ADB
is to recover non-ADB costs from winning bidders.

World Bank Support for Public-Private Partnerships

From the presentation of Binyam Reja, Lead Transport
Specialist and Country Sector Coordinator for
Transport, The World Bank

The World Bank provides support to client countries
on developing programs and projects for PPP through a
number of different tools and mechanisms. This support
to governments helps develop the enabling environment
for PPPs and sector reform, through technical assistance
and as part of broader sector support facilities or facilities
specific to PPPs. The World Bank also supportsanumber
of knowledge management tools and collaborates on
initiatives to support governments, including

*  private sector participation in infrastructure project
database,

*  Public-Private Infrastructure Advisory Facility, and

* training programs on PPPs.

The World Bank, like other international financial
institutions (IFls), provides financing to governments



seeking to support specific projects or PPP programs
through viability gap funding or financial intermediary
loans. The World Bank also provides partial risk
guarantees and credit guarantees to projects in client
countries.

The World Bank can bring international knowledge
and experience to bear in the development of an
effective and sustainable PPP program in the PRC.
Developing PPP programs often requires a long
project cycle, including the development of policy and
regulatory framework, appropriate project selection and
transaction development, arranging for project financing
and providing viability gap funding when needed for
qualified PPP projects, and ex post regulation and
contract enforcement. Loans and grants provided by
the World Bank can be used to finance transaction and
financial advisors to develop PPP programs and specific
transactions, and to provide funding support for PPP
transactions when needed.

Support for Public—Private Partnerships from the
Cities Development Initiative for Asia

From the presentation of Adolfo Guerrero,
Head of the PRC Office of the Cities
Development Initiative for Asia

The Cities Development Initiative for Asia (CDIA) is a
regional initiative established in 2007 by ADB and the
Government of Germany, with additional core funding
support from the governments of Austria, Spain, and
Sweden and the Shanghai Municipal Government.
CDIA provides assistance to medium-sized Asian cities
to bridge the gap between their development plans and
the implementation of their infrastructure investments.

CDIA uses a demand-driven approach with cities.
It supports through a demonstration of innovative
approaches and mechanisms in the preparation of their

Support from the International Financial Institutions

medium-term infrastructure investment plans and
pre-feasibility studies for high priority infrastructure
investment projects. Institutional capacity strengthening
is also provided. In this way, CDIA help cities move
from strategic master plans to concrete policies and
infrastructure projects that are ready to be presented to
financiers and project developers.

In its first 5 years, CDIA has approved support
applications for 50 cities in 14 countries including
78 pre-feasibility studies (PFS). Of these, 44 PFS and
2 urban infrastructure investment programs have been
completed in 29 cities. Potential sources of investment
financing have been firmed up for 22 PFS in 15 cities.
The estimated infrastructure investment value of
projects under preparation is about $5 billion, of which
CDIA inputs represents approximately 0.25%.

Additional financial resource and expertise are very
much needed in the PRC to meet the rising demand
for public infrastructure and services arising from rapid
urbanization. In this regard, PPPs are considered an
alternative way of helping local governments to meet
these challenges of implementing development goals
without harming their fiscal capacity.

The strategy and business plan for 2013-2017 of
the CDIA proposes to increase attention to PPPs for
investment in urban infrastructures. CDIA is working
with ADB to further develop pathfinder PPPs by
providing transaction advisory services that will lead to
well-prepared projects with a high certainty of achieving
financial closure.

CDIA’s PFS help projects in the early stage preparation
to evaluate the suitability of involving the private
sector. This ensures that the main challenges of
feasibility, accountability, risk allocation, and financial
sustainability are addressed early in the process and
during the preparation.
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Cities Development Initiative in Asia:
Focus Areas of Intervention in Project Implementation

Up-stream Down-stream
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Project
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Source: Cities Development Initiative for Asia.

Public-Private Partnership Implementation Status in Asia,
Cities Development Initiative for Asia

City/Urban Intervention (PFS) Investment value in $ Million Linked to Finance Pipeline

Source: Cities Development Initiative for Asia.
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Cities Development Initiative for Asia:

Public-Private Partnership Experiences in the People’s Republic of China

Geju, Yunnan - Finalized

Focus areas

Primary Land Development

CDIA support

$350,000 for PFS and Capacity Building

Estimated $750 million
investment value
Potential source PPP

of financing

Major accomplishments:

Robust and feasible business
proposal.

Reconfigured the rules of
engagement with the private
sector.

Draft expression of interest
and prerequisites for private
sector participants to join
bidding.

Draft contract and contract
conditions for the engagement
with private sector.

Initiation of discussion with
private sector parties.

Yongzhou, Hunan - On going

Focus areas

Solid Waste treatment

CDIA support

$250,000 for PFS and Capacity Building

Estimated
investment value

$120 million

Potential source
of financing

PPP or other sources

Major accomplishments:

Robust and feasible business
proposal to attract private
sector according to the
business opportunity and
balanced risk allocation.
Specific public-private
partnership (PPP) structure
with rules of engagement.

Prerequisites for private sector
partners.

Key points for inclusion in the
draft PPP contract.

Source: Cities Development Initiative for Asia.
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Next Steps for Public-Private Partnerships

The Public-Private Partnership Agenda

From the presentation of Ying Qian,
Director, ADB; and Craig Sugden,
Principal PPP Specialist, EARD, ADB

Of the key issues facing the public-private partnership
(PPP) program of the People’s Republic of China (PRC),
four stand out. These are the potential to

(i) facilitate the PPP program;

(i) enhance competitive pressures;

(iii) use PPPs in new ways, notably by extending the
PPP model into new areas of the economy; and

(iv) explore innovation in PPP financing.

The PRCs framework for PPPs has two key differences
to that in place elsewhere—the absence of a national
PPP law, and a central PPP unit or coordinator.

A PPP has different requirements to a conventional
public investment project, and most countries with
active PPP programs have a PPP law that clarifies how
these additional requirements are managed. This helps
streamline project preparation and implementation
and establishes minimum standards of project quality.
Supporting material would also be desirable, such as

Next Steps for
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Source: ADB staff.

sample contracts, standard definitions and clauses for
PPP agreements, a PPP manual or toolkit, and guidance
on PPP procedures.

The PRC has adopted an incremental approach to
development of the legal and regulatory environment
for PPPs. A broad range of PPP regulatory instruments
have progressively been put in place, and many best
practice approaches to PPPs are in use. However, the
PPP regulations are sector- or location-specific, and
there are other best practice approaches to adopt. A
national PPP law, as opposed to a lower order regulatory
instrument, is still absent.

A PPP coordinator facilitates a PPP program. For
example, a coordinator could guide policy dialogue
and help sector agencies structure, tender, negotiate,
and implement projects. Many decisions makers and
officials involved in PPPs are new to PPPs, with little if
any prior experience. A PPP coordinator would help
compensate for the gaps in experience and knowledge
and allow government agencies to implement high-
quality PPPs with more confidence.

It is possible to build on what is already in place, such
as the PPP regulations adopted by Beijing in 2006. The
PPP Research Committee also provides a starting point
for a PPP coordinator.

Such actions to improve the enabling environment will
be most effective if joined to capacity development
programs. In particular, the release of PRC-specific
training material and the establishment of PPP
resource and learning centers could provide important
underpinnings of a strengthened PPP program.

Competitive tendering is a feature of the international
PPP model. Issuing a PPP on a competitive basis helps
drive down the cost of a PPP and ensure that it provides
value for money. The PRC has also adopted competitive
tendering as best practice and it is the default
procurement method for PPPs set by the procurement
and bidding laws.

While competitive tendering is the default, direct
negotiation is widely used. The available data suggest
that directly negotiated account for around 40%
of PPPs by number and more than half of the total



investment in PPPs. Direct negotiation is weaker from
an accountability and transparency perspective and
may result in higher-cost PPPs.

Competitive pressures on the country’s PPPs are also
eroded by the widespread practice of establishing
service providers that are jointly owned by the public
and private partners. Shared ownership creates a
conflict of interest because the public partner is in part
the private partner. The conflict is most intense if the
public partner also regulates the PPP. Shared ownership
also places additional demands on the management skill
of the public partner, which must oversee both the PPP
agreement and participate in the management of the
service provider.

If a robust PPP program is to be built, it is important
to understand why many local governments prefer
noncompetitive approaches to PPPs. There can be good
reasons for using noncompetitive approaches. But it is
also important to understand any unwanted drivers of
behavior so they can be corrected.

The workshop has emphasized that government
policy supports the extension of PPPs into new areas
of the economy. The huge volume of demand for
public services arising from rapid urbanization and the
tightening budget constraints facing local governments
reinforce the need to extend the use of PPPs beyond
infrastructure.

Priorities include education, health, social housing, and
services that offer high environmental benefits such as
publictransportand waste management. Theinternational
experience demonstrates that such PPPs can be effective
and provide value for money in these sectors.

Thereareimportant differences between the established
infrastructure PPPs and those needed in new areas. One
key difference is that the later are more likely to need
availability payments. Such payments make up for the
absence, or shortfall, in user revenue and ensure that
PPPs are commercially viable.

Availability payments create long-term financial
commitments that need to be kept to affordable levels.
So while PPPs can help ease financing constraints,
they do not avoid them altogether. Local governments
that buy public services via PPPs need to ensure they
have the fiscal capacity to pay for the services. Efforts
to expand the PPP program of the PRC into new areas
of the economy would thus be complemented by
reforms that align financial resources with expenditure
responsibilities and improve the fiscal position of local
governments.

Next Steps for Public-Private Partnerships

PPPs in the PRC are reliant on bank financing. While
this may suit the current situation, it is at odds with the
long-term needs of PPPs. The international experience
is that the participation of institutional and other long-
term sources of finance helps ensure a PPP program to
be robust. Regulatory reforms of 2012 and 2013 have
created a window of opportunity to bring institutional
investors into PPPs. Capitalizing on this opportunity is
perhaps one of the key challenges now facing the PPP
program of the PRC.

PPP funds are used internationally to help broaden the
financing sources available to a PPP. The nature of these
funds depends on whether they support the public or
private partner.

For example, India has established a Viability Gap Fund
Scheme. This provides the government financial support
needed by PPPs that lack sufficient user revenue to be
commercially viable on a stand-alone basis.

Most countries with active PPP programs have PPP
funds that support private investors. In well-developed
PPP markets, the funds are normally established and
run by the private sector. But it is accepted that in
developing PPP markets, governments may need to
play an important facilitating role for such funds. By
taking on an intermediary role, PPP funds lower the
transaction costs faced by institutional investors and
other financiers.

There are many international examples of funds for
private investors that can provide valuable lessons
for the PRC. These examples include the India
Infrastructure Finance Capital Limited and the Indonesia
Infrastructure Finance, both of which were established
with the assistance of ADB. Such innovations may also
suit the needs of the PRC.

Harbin’s Perspective

From the presentation of Sun Yongbin, Deputy
Director General, Harbin Finance Bureau

Harbin’s  infrastructure  program  reflects the
development needs of its people. To support this
program, we have studied our fiscal expenditure and
sought suggestions from ADB, the World Bank, and
local enterprises.

Much of the development of Harbin’s infrastructure
drew on simple approaches. We faced difficulties in
securing finance and were not clear on the full range of
channels available to us to raise money.
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Our imperative to improve management has seen us
choose the PPP model. We have been using PPPs for
some years, and our understanding of how to use PPPs
and plan for them has matured. This has helped us make
adjustments to our financing so it is easier to use and
more diverse. We are now using PPPs in new areas to solve
social problems and to improve people’s living standards.

Nevertheless, we need to find more ways to mobilize
more social resources and improve the quality of public
services.

We are expecting more institutions, including ADB
and the World Bank, to help us develop even better
ways of financing. Simplified procedures are needed for
PPPs so these can be used. It will be important that the
Private Sector Operations Department of ADB be more
involved in local infrastructure construction. Private
enterprises and commercial lenders also have a role to
play in helping expand financing channels.

We recognize that supporting actions are also needed
from Harbin. Notably, we expect our land policy and
other policies to play their role in supporting PPPs.

Luoyang’s Perspective

From the presentation of Xiong Wenbo, Deputy
Director General of the Luoyang Finance Bureau

Urban infrastructure construction is a long-term task.
Urbanization is requiring more and more infrastructure
of higher quality. It is generating a large need for
financing. Most governments began to develop their
infrastructure using simple models. Infrastructure
development was funded from revenue as budgets
allowed. But the demands on governments rose, and
the activities that had to be done grew. Even more
funds were needed, and new ways of raising funds were
used. These have included the issuance of bonds, bank
loans, equity financing, and so on. PPP projects were
also developed, although they were not called PPPs as
people were not aware of what a PPP was. Governments
have already been partnering with the private sector and
the market for some time.

ADB is promoting the use of PPP projects to help
diversify financing, improve the efficiency of project
management, and ease the financial burdens on
governments. These aims are supported.

In advancing PPP projects, the key issues to be faced are
the following:

* Lack of systematic law and legal provisions. This
needs to be addressed.

*  The limited product and opportunities available for
the private sector.

*  Theneedtoimprove the accountability of operators
and their capacity, which is at various stages of
development.

Furtherissues are faced in working with the IFls. Luoyang
has a long history of working with the IFls and is among
the first of several cities to use World Bank loans. The
World Bank and ADB procedures may not match well
with those of the government. Governments are fast
but the World Bank and ADB are not. It is important to
address this and achieve better coordination.

Urbanization and Public-Private Partnerships

From the presentation of Dr. Sun Jie,
Secretary General of the PPP Research
Committee and the Institute of Fiscal Sciences

There is a clear consensus that people are the priority
in managing urbanization. There are two main paths to
urbanization—to either encourage farmers to the cities
or to urbanize rural areas. Regardless of which path is
chosen, alarge amount of infrastructure is needed. If the
construction of such infrastructure is solely dependent
on governments and their resources, the process of
urbanization will take a long time.

To solve the issues related to urbanization, there is
a need to use financial leverage and to attract social
capital and make implementation as fast and as good as
possible. Itis clear that PPPs are a potential solution and
can make an important contribution to the urbanization
of the PRC.

An International Perspective

From the presentation of Pradeep Singh,
Vice-Chairman and CEOQ, Infrastructure
Development Finance Company, India

To create win—-winssituations, the strengthsand weakness
of the public and private sectors must be identified. By
using the best of the private and public sectors, better
quality outcomes will be achieved at lower cost. The
reason for engaging the private sector is that they can
offer greater efficiency and better technology, since
they are driven by results and need to generate profit.
Accessing these incentives will give the public a better
outcome.



Cities must start with small and incremental steps;
with small projects, and with various types of PPP
arrangements. A PPP project may engage the private
sector in different ways. Cities can start with service or
management contracts, and later advance to lease and
concession contracts and other forms of PPPs.

For example, if the water supply is of poor quality, if
the system has many leaks, pollution, and low water
pressure, then the public sector can start by bringing in
the private sector into operations and maintenance. As
the quality of water improves, it is possible to gradually

Next Steps for Public-Private Partnerships

move to a management contract. This will provide
the rewards of confidence, trust, and capacity. Once
the system is fixed, the system can then be leased to
the private sector, with the public sector to receive
rental income that can be used to expand the system.
Concession agreements with the private sector can
then be considered as a final step.

Above all, this evolution in the role of the private
sector must take place in an environment of trust and
partnership. This is perhaps the most important insight
we can draw from the international experience.
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Concluding Comments

Zhang Minwen, Director,
International Department, MOF

| would like to offer several comments on the meeting
on behalf of the International Department of the
Ministry of Finance and Deputy Director General Yang.
As discussed by DDG Yang in his opening remarks, we
encourage the promotion of PPPs in a steady and active
manner. We would like to add the importance of a
pragmatic attitude and approach.

| have six additional comments to offer:

(i) Firstly, [ willaddress some international perspectives
on public-private partnerships (PPPs). Noting that
a standard international definition of PPPs is yet to
emerge, we favor a broad definition of PPPs for the
PRC. PPPs are seen to encompass any cooperation
that mobilizes private capital for the infrastructure and
public services required for economic development.

Some have ranked the PRC as an emerging country for
PPPs. Others suggest that the PRC has the basic policy
environment and judging from practice and the large
number of PPPs already implemented, the PRC does
have a well established enabling environment for PPPs.
With this large pool of PPPs in place, our view is that the
next step for PPPs is the support of projects with strong
demonstration effects and innovative features, either
in terms of finance, sector, or geographical location.
Extending efforts to local levels (e.g., prefecture and
county levels) is especially important. The Asian
Development Bank (ADB) and other international
financial institutions (IFls) are encouraged to support
such demonstration PPPs.

(i) Some experts have proposed that PPP legislation
and a policy framework should be prepared. Not all
countries have prepared such legislation PPPs. For
instance, the United Kingdom (UK), which is quite
advanced in PPPs and was among one of the first
countries to implement PPPs, has not established a
PPP law. In the UK, regulations on PPPs are included
within sector policy frameworks. Dr. Sun Jie mentioned
that 54 laws and regulations are already in the PRC,
including articles on PPPs. Perhaps the government can
work with the IFls to study the need for a PPP law and
policy framework to add to the 54 laws and regulations
in the PRC.

We need to ensure that PRC regulations and policies
are practical so as to ensure a smooth implementation
of PPPs. Some agencies that are active PPP players may
need to consider releasing some framework regulations
based on related PPP polices.

(i) Perhaps we can think about whether ADB can
choose some cities and conduct municipal-level
assessments of the readiness for PPPs. Based on these
assessments we could have a better understanding of
the basic conditions and enabling environment for PPPs,
potential challenges, and gaps. The assessment would
also help PPP project owners promote and improve their
policies and mechanisms to strengthen the enabling
environment for future PPPs.

(iv) As for fiscal risks, the main factors include pre-
warning, monitoring, and supervision. As DDG Yang
raised in his opening remarks, the PRC and the
international community has attached great importance
to the control of fiscal risks involved in channeling
private capital into the real economy and promoting
PPPs. PPPs can simply change the time profile of the
government’s financial support for a project rather
than altogether avoid the need for such support. Public
expenditure currently paid immediately may instead
be repaid in smaller amounts over a period of 10, 20, or
30 years. PPPs thus can be similar to raising government
debt. Given the likelihood of an expansion in the use of
PPPsin the PRC, it will be important for fiscal agencies to
understand and recognize potential risks and to ensure
that prevention and control mechanisms are in place.
(v) Turning to capacity building, we cannot
overemphasize its importance.

This leads me to the three areas where support is
encouraged. Firstly, we hope ADB can provide some
policy advisory technical assistance and conduct
some research on a PPP road map or action plan that
can help improve the policy framework and regulatory
mechanisms. Secondly, we hope that ADB can initiate
training programs in cooperation with the bilateral
programs. Some bilateral assistance organizations have
shown great interest and provided follow-on support for
PPP trainings. For example, organizations from Australia
and the UK have already provided some training
programs, which can be further expanded. Thirdly, we
would like to encourage the exchange of experience.



The presentations of ADB and the World Bank have
shared quite a lot of successful cases and substantial
best practice experiences, which could be shared among
different cultures and countries. Such exchange of
experience is an important part of the capacity building
for government agencies.

(vi) The PRC would like ADB and the World Bank to
help its enterprises engage in PPP projectsin other Asian
countries, taking advantage of the good experience of
PRCenterprisesin basic and urban infrastructure project
development and management. Through such trilateral
cooperation, the PRC will also be able to contribute its
share in PPP development in Asia.

Finally, | would like to thank everyone. This one-and-a-
half day’s meeting agenda is very tight, and we have not
had enough time to digest it all. But the experts were
very attentive to the discussion and exchange of views.
Thank you all!

Feng Baoshan, Director, Department of Foreign Capital
and Overseas Investment, National Development and
Reform Commission

The one-and-a-half day workshop had been very
fruitful. | would like to add some comments.

What | hope everyone can appreciate is that there are
three main approaches to utilizing foreign funds.

The first approach is the foreign loan from the World
Bank and ADB, which is familiar to everyone. The
second approach is foreign domestic investment, such
as through equity financing or joint ventures between
domestic and foreign enterprises. The third approach
is international commerce. This third approach has
been under strict control in recent years given the high
demand for the foreign currency reserve. For PPPs,
foreign direct investment can be employed for some
projects. International commerce is an alternative for
utilizing foreign funds in PPPs, which is familiar to the
Foreign Fund Division of the local Development and
Reform Commissions.

We have heard a lot about PPPs. | suggest we implement
reforms step by step as the central government has
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planned. We have implemented a lot of PPPs since
the early 1990s. With a deepening of reform, PPPs will
gain more momentum. The key point is how to bring
private funds into the provision of public services in a
proper way.

Last year, we released policies to encourage private
investment in public services. But we still have a long
way to go to ensure effective and sustainable provision
of public services. Some of the key issues have been
highlighted in the workshop.

One is that it is important to establish an open, equal,
and just competition procedure under a proper legal
framework. The legal framework needs to ensure that
private sector partners can engage in infrastructure
construction and operation on an equal footing.

The lack of legal protection makes both sides afraid
of default. How do they solve the problem? They
establish a new joint venture. A good legal environment
is quite important as it ensures smooth infrastructure
construction.

Private enterprises are also very important. The point
just put forward by Pradeep Singh from India is very
good—we need a stronger private sector, as well as
a stronger government, in order to improve quality
and to achieve better results. May | suggest that the
government should walk ahead, so as to make the
private sector more actively engaged.

We encourage and support the private sector
enterprises to get involved in infrastructure. This is
clear from the material released by the State Council
last year. When it comes down to the management,
we have to streamline approval procedures and
decentralize management step by step. To deliver the
results more effectively and more easily, we will take
different measures and approaches to enable the
private sector to play a bigger role more effectively,
more easily, and in a simpler way. But that may
involve a large range of matters and industries, and it
will take time to figure out the best way to promote
private sector participation.

Thank you!
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Appendix 2
Profile of Presenters

Simon Booker

Director, Infrastructure Finance of the international consultant firm KPMG

Simon Booker specializes in Infrastructure and Project Finance/PPPs. Prior to joining KPMG, Booker
worked for both PwC in the Global Infrastructure Team based in London and the UK Civil Aviation
Authority as senior financial advisor. Booker focuses on transport projects and PPPs in roads, rail,
energy, ports, and airports space. He has advised on some large PPPs and acquisitions, including a wide
range of road, airport, rail, and port transactions. Booker has also led several health care and hospital
PPP projects. He has also advised clients in the region on their investment strategies, including Changi
Airports International, Khazanah, and Mitsubishi. He was also involved in the refinancing of the
National Air Traffic Services PPP following the events of 9/11 and was also responsible for regulatory
price determinations at London’s key airports.

Cai Jianming

Professor, Beijing Institute of Geographical Sciences and Natural Resources Research (IGSNRR), Chinese
Academy of Sciences(CAS), and RUAF China regional coordinator of RUAF Foundation.

Cai Jianming frequently serves as a senior consultant or expert on urbanization, regional development-
urban agriculture, and food security issues to international agencies such as the World Bank, Department
for International Development (DFID) of the United Kingdom, Ford Foundation, International
Development Research Center of Canada (IDRC), GTZ, Lincoln Land Institute, and government
ministries of the PRC, such as the National Development and Reform Commission, the Ministry of
Housing and Urban-Rural Construction, and the Ministry of Civil Affairs. He also served as consultant for
local governments and the private sector.

Hallam Chow
Partner, Energy Infrastructure, Project and Asset Finance of White & Case LLP

Hallam Chow is a partner of White & Case in charge of project financing, structured financing, and
asset-based financing in energy and infrastructure sectors. Hallam has over 15 years of experience in
advising lenders and equity investors in structuring to address emerging new needs, such as portfolio
approach to link a series of projects with international market. His recent projects include advising

the Asian Development Bank (ADB) in natural gas extraction and distribution, wind power, water
distribution, wastewater treatment, district energy network development, and capacity building for the
government officials in Asia.

Adolfo Guerrero
Head, PRC Office of the Cities Development Initiative for Asia

Adolfo Guerrero is senior PPP specialist and head of operations in the PRC for the Core Management
Team (CMT) of the Cities Development Initiative for Asia (CDIA). This is a joint program led by the
Asian Development Bank, created to assist cities to identify and prepare priority infrastructure projects
to find financing. Guerrero focuses on institutional arrangements for PPPs targeting deal structure

and project bankability with associated capacity development activities. He has various experiences

in evaluating and identifying funding sources for PPP projects from his previous works as a contractor
where he was director for international operations, and of engineering companies dealing with public
infrastructure investment with the private sector, where he worked as general manager.
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Hisaka Kimura
Principal Investment Specialist, PSOD, ADB

Hisaka Kimura is head of East Asia Unit of Private Sector Infrastructure Finance Division and is
responsible for exploring opportunities, and structuring of infrastructure projects. She has over 18 years
of experience in managing multi-stakeholder projects in various countries, including the PRC, the
United Kingdom, and the Russian Federation, as well as in Central and Eastern Europe. Her areas of
expertise include clean energy, urban environmental infrastructure, natural resources, emergency relief
and reconstruction. Prior to joining the Asian Development Bank, she worked for the European Bank for
Reconstructions and Development and Ernst & Young in London.

Ayumi Konishi
Director General, East Asia Department, ADB

Ayumi Konishi is the director general of the East Asia Department of the Asian Development Bank
(ADB). He assumed office in June 2013. Konishi is responsible for ADB operations in the People’s
Republic of China and Mongolia, and ADB relations with Hong Kong, China; the Republic of Korea;
and Taipei,China. Konishi joined ADB in 1988. He served in various capacities, including his last three
positions as the deputy director general for ADB’s Pacific Department (2012-2013), senior advisor to
the Strategy Policy Department (2011-2012), and ADB Country Director for Viet Nam (2006-2011).
Konishi is a career international civil servant with 30 years of experience.

Norman LaRocque

Senior Education Specialist, Southeast Asia Department, ADB

Norman LaRocque’s work involves designing and implementing projects in ADB developing member
countries and carrying out research on education issues. His current projects include preparation

of a proposed $300 million secondary education program in the Philippines and administration of a
$190 million higher education loan to Viet Nam. His research focuses on the regulation of education,
higher education financing, public-private partnerships, student finance, and private education.

Eric Leung
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