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What Is so interesting about OPRC ?

« OPRC as a new way of civil work contract

« OPRC as a new way of road asset
management

e OPRC as a way for public-private
partnership (PPP)



OPRC : a new way of civil work road contract operations
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Specific features of OPRC

FIDIC:

Pay in accordance with
work progress measured
by input

Each intervention (design,
construction, supervision,
maintenance, etc.) needs
separate contract

Need large pool of
experienced and
professional staff
(Employer) with multi-
disciplinary team to
evaluate and decide

Require close and full
scale day-to-day site
supervision/ management

All Risks on Employer

PMMRC:

Pay in accordance with the *

approved level of service
(quality and quantity) of
the facility

Development work must
be completed

Deal only with
maintenance works for
single facility or area wide

Relatively small operation
requiring small contractors

Need large pool of
experienced and
professional staff
(Employer) to control the
contracts

Risks related to
maintenance on
contracting entity

comparing to other mode of civil works contracts

OPRC:

Pay in accordance with
approved level of service
(quality and quantity) of the
facility

Development and
maintenance works in one
contract (also called Design,
Build, Operate, Maintain and
Transfer — DBOMT contract)

One contracting entity provide
everything from design to
iImplementation, full control of
right of way within given period
of time

Transfer of facility to Employer
under agreed terms

Need smaller number of staff
with higher skills and
experience

Risks shared between
contracting entity and
Employer



OPRC : a new way for road asset management

¥, A systematic process to effectively rehabilitate ( construct), upgrade, maintain
and operate assets by combining engineering principles with sound business
practice and economic rationale.

¥, Provide a cohesive strategic direction to all asset management activities linked to
Road Agency’s overall business planning cycle.

¥, Provide flexible and logical approach to decision making.

%, Work with existing assets (upgrade, rehabilitate and maintenance) as well as new
capital investment (planning to implementation)

¥, Present the optimal package of services from contracting entity (design,
implementation, quality control and end products) to financing options, a critical
feature of the operation

¥, Easy to achieve clearly defined outcomes that have been established through a
structured assessment of both stakeholder views/ requirements and
organizational objectives.

¥, Simpler monitoring and performance reporting

¥, Legal framework for safeguarding network (axle load control, environment, social,
etc.)



OPRC : a new way for Public-Private Partnership

Why private investment is needed in traditionally public activities:

It is a way to enlarge public resource envelop as fiscal space is
insufficient to fulfill investment needs

Easier applying cost recovery policies at a realistic pace.

Need to reconsider use of targeted subsidies linked to performance
based criteria (output-based approaches)

Domestic and regional capital markets are likely to increase their role
participating actively as financiers and investors in PPP schemes

The trend Is growing even in lower income countries, if the country
can provide the right investment condition for private involvement

Why road sector is a good candidate for PPP:

Asset long live (up to 30 years)
Infrequent lumpy investments

Long lead times (up to 3-5 years for major new constructions and a
much shorter lead time for existing facility)

Exponential cost of deferred maintenance




What can public and private entities bring to the

OPRC contracts ?
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Critical elements for successful OPRC

International Experience

OPRC presents a new trend for road asset management as it
addresses the shortcoming of the traditional way of input based
contract (FIDIC), and serve to enlarge public resource envelop
by engaging private resource through PPP scheme

However, in order for OPRC to be successful, a few critical
elements have to be managed tightly. These include:

— Ensure that Government gets values for money from private
participation

— Allocate risks appropriately between public and private parties

— Establish necessary legal, regulatory and institutional frameworks




The Value for Money could be optimized through private sector by innovation
and management skills resulting in cheaper cost to the economy. Otherwise
the project would be best delivered as a public project.

Questions to be answered regarding Value for Money:

Is private sector more efficient than the public sector?
Is private capital cheaper than public capital?
Have deferred payments taken into account?
Are contingent liabilities appropriately accounted for?
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PPP projects should be able to provide equivalent or better value for money
than a public sector project approach

Incremental Benefits may accrue from:
— speedier implementation (fiscal constraints)
— optimal long-term costs (life costs) of the operation
— better service (cost & efficiency) and coverage
— payment upon satisfactory delivery of the predetermined output/services

Cost to roag user
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Allocation of Risk

Risk is defined as uncertainty of outcome, whether positive
opportunity or negative impact
e Itis important to quantify all risks involved

* Risk allocation is the process of apportioning individual risk related to
project and service delivery to the party best placed to manage each risk
(project-related risks to private sector; non-project-related risks to public
sector)

* Risks are allocated across the supply process, from Road Authority, its
customers, supplier and their subcontractors

* Level of risk may be raised by inadequate legal, regulatory, institutional
frameworks

Risk Transfer
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Risk transfer in different road contract options

Risk to public sector

Risk to private sector
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Risk Management and Assessment
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Risk management cycle consists of:
f Risks ldentification and Assessment
f Risks Allocation and Mitigations
Generally Risks include:

f Contractual Risks: can be allocated, but not for the components related to
political, environment, and financial risks

f Service Risks, are risks that the public sector is seeming to place with the
party best able to control and manage them

Main challenge is understanding and assessing risks, grouped into :
f Construction Risks
f Market Risks
f Operation and Maintenance Risks
f Financial Risks
f Other Risks (including political risks, regulatory risks, etc.)

Specific risks should be allocated to parties which are best equipped to
handle them or in a best position to exert influence on its outcome

Some risks can be mitigated through off-take agreements, swap and forward
contracts

Others can be insured or priced (i.e., political risk — transfer, convertibility and
expropriation through guarantees, hedging and derivatives for financial risk,
etc.)
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Type of Risks iIn OPRC Contract

Project Related Risks

(relatively manageable by
sponsors and lenders)

¥, Completion Risk (engineering
& construction cost / time cost
control)

¥, Operational Performance Risk
(technical & operational know-
how)

¥, Market Risk (Volume and Tariff-
related to toll)

%, Financial Risk (Exchange Rate
and Interest Rate Fluctuations)

% Environmental Risk (past and
future liabilities, project delays)

Ya

Y

Ya

Y

Non-Project Related Risks

(non-manageable by sponsors and
lenders)

Political Risk (expropriation, political
violence, currency convertibility &
transfer)

Regulatory Risk (Government’s default
on contractual obligations, i.e.,
pricing formulas )

Macroeconomics Environment -

Volatility Risk (changes in macro
balance in relatively short periods,
l.e., exchange rate, inflation, etc...)

Legal Environment (rule of law, i.e.,
judicial system, regulatory procedures
and arbitration)
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Risks under OPRC operations
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Construction Risks

Risk Public Authority Private Sector Shared | Mitigation
Design | Design fault in Design contractor Check tender specifications
defects | tender fault Monitor design work
specifications Replace contractors insurancy
- Change orders - Poor design / Force Monitor /inspect const. work
- Payments to construction Majeure| - Provide early warning
Cost i : )
overrun Authorltlgs - Poor cost m_e_chanlsms in the contract
- Change in law assessment Anticipate problems and
- Contractors default allocate risks in contract
Use insurance
- Statutory approvals | - Poor design/ Force Obtain approvals in advance
Delays |- Utilities evacuations construction Majeure| - Monitor and inspect
in - Ground delivery - Poor timetable construction work
project |- Gov’'t works delivery assessment Provide for early warning
comple |- Hazardous materials| - Usual building Antiquit mechanisms in the contract
tion - Special kind permits/ licensing ies Use insurance
building permits - Contractors default
Failure - Quality shortfall Monitor/inspect const. work
to meet - Defects in Provide for early warning
perfor- construction mechanisms in the contract
mace Use insurance

criteria
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Market Risks

toll related

S

Risk Public Authority | Private Sector | Shared Mitigation
- Timing of - Quality of Behavior |- Availability
construction of service Related based payment
related - Timetable |demand model
infrastructure |- Traffic - Mix payments
Demand |- Cqmpeting growth model (fixed
(infrastructure) model and variables)

- Government
support and
safety nets

- Agreed limits of
traffic model

- Price regulated |- Non price - Ensure clear
projects (most | Regulated regulatory regime
Price common) projects (toll

roads in some

instances)
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Operation and Maintenance RISkS

Risk Public Authority [ Private Sector Shared | Mitigation
- Changes in - Build flexibility into contract
operator's practices - Cost changes in advance
at project company - Define acceptable reasons for change
request - Provide for changes in
Cost - Opera’;or failure remqnergtion after initigl period.
- Labor issues - Monitor/inspect operation practices
Overrun : : )
- Exchange rates - Provide for early warning mechanismg
on imported - Liquidated damages
resources - Long-term fixed price supply
contracts that support the
projected profit margins
- Proper insurance
Failure or delay in | - Failure or delay in - Obtain approvals in advance if possihle
obtaining obtaining - Ensure clear division of responsibilitigs
Delays in | permissions, permissions, consen in the contract
project consents and and approval (wherg - Implementing employee-friendly labol
operation | approvals (where | there is no public policies
there is public sector discretion) - Long-term labor contracts that are
sector discretion) | - labor issues acceptable to all parties
Failure to - Operator's fault - Monitor and inspect operating practices
meet (malpractice) - Liquidated damages
required - Project company's
standards fault 18




Financial Risks

fluctuations

foreign currencies
Non-convertibility
or non-
transferability

Risk Public Private Shared Mitigation
Authority | Sector
- Fluctuation of - Negotiating Fixed Rate loans
“Benchmark” base | - Interest Rate Conversions
Interest interest rates in the | - Interest Rate Swaps, Futures and
rates period between bid Options
submission and each- Government protects (through the
draw down tender process)
Devaluation of local| - Maximizing Local Currency Conten
currency in Project Financing Packages
Fluctuations in Linking Project Output Prices with
Currency

Exchange Rates

Currency Derivatives

Contingency Support

Government Guarantees for Forex
Availability

Inflation
and indices

Unexpected growth
in indices (CPI, cosf
at construction, etc)

Including an actual index based on
inflation in the contract’s pricing
formula

- Entering into long-term supply

contracts with predetermined %'ces




Other Risks (1)

Risk Public Authority Private Shared Mitigation
Sector
- Breach or cancellation of - Political risk insurance
concession - Political risk guarantees
- Expropriation
. - Failure to obtain or reney
Political
approvals
- Creeping Expropriation
(discriminatory) taxes
- Revocation of work visas
- Import restriction
- Changes in tax regime - Compensation mechanism
- Changes in customs - Partial risk guarantees
Regulatory .
practices
- Changes in
environmental standards
- Flood - Use insurance and Governmen
Force - Earthquake guarantees
Majeure & - Riot - Clearly define Force Majeure in
Special - Strike contract/ insurable & non
Circumstances - War & insurable and compensation

terror

mechanism
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Other risks (2)

Risk Public Authority Private Sector Shared Mitigation
Future extensions of - Compensation
road initiated by the mechanism

Modification | Public Authority or - Time extension

& Extensions | due to events that are mechanism
beyond the control of - Incentives
any parties mechanism
Termination events | Termination due to breach by theferminate | Compensation
due to breach by the Private Sector ( for for owner mechanism with the

PA, for example:
- Failure to provide
the site in planned

example):
Liquidation of the PS

Breach of Finance Agreement.

convenience

main goal to address
the financiers
situation at the date

Early time - The PS ceases to construct of termination
Termination | - Failure to pay any | . The Implementing Authority
of the government |  declared a Major Default in
obligations accordance with the provisions
of the Contract
- The PS commits a persistent
and/or repeated breach of any of
its other Contract Obligation
- Construction Defects - Guarantees
- Subcontractor’s Claims - Insurances
Liability - “Back to Bagk”
subcontractor’s

instirances/ailarant



Business Options and Risk Allocation

General Guio

Risk Factor Details OPRC | Shadow Toll | User’'s Pay Toll
: - Inaccurate assessments of construction costs
Design/ ) : )
: - Delays in project completion P P P
Construction -
- Ground conditions
- Inaccurate assessments of traffic volumes
Demand/ |- Inaccurate assessments of income per vehidle P/G P/G P/G
Revenue |- Inaccurate assessment of development of
competing transportation alternatives
Collection |- Lower collection rates N/A N/A =
O&M and - Inaccurate assessments of O&M costs
Availability - Failure to comply with minimum standards of p P P
levels of availability level of service
service
. - Inaccurate assessment of timing and cost of
Expansions expansions G P P
. - Meeting environmental standards defined by,
Environment Government P P P
P—=Private sector, G = Public SectorfGovernment
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The Concessionaire guarantees structure will be required
throughout the entire construction period because the
Government must protect itself against Concessionaire’s breach at
all the times during the project cycle

The following guarantees could be applicable:

« Shareholders Guarantee — might not be the best option for project
with lengthy period of contract such as OPRC because:
— it stands in contradiction to the non-recourse principal as it exposes the
shareholders to long-term risk
— it’s value may decline in a case of a sharp decline in the shareholders
financial worth

e Autonomous and Unconditional Bank Guarantee — more suitable for
OPRC over lengthy risk period
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Various type of unconditional guarantees (1)

Pre-construction Guarantee:

— Tender bond, required with tender submission as a guarantee to comply
with the terms of tender. The amount should be small just sufficient to
ensure Concessionaire’s commitment until financial closure

— Financial closure bond, should be significant enough to urge the
concessionaire to reach financial closure swiftly. The amount should be
sufficient to compensate Government if Concessionaire would not reach
financial closure resulting in extra cost to Government to re-tender

Construction Guarantee;

— Construction guarantee can be reduced by about 30-50% of the total
guarantee scope after Concessionaire has invested significant amounts
(usually about 20-25% of the project scope) in the construction, and
financial closure guarantee shall also be returned to Concessionaire

— Construction guarantee shall be returned fully after full completion of
construction and completion certificate issued

24




Various type of unconditional guarantees (2)

Operation and Maintenance Guarantee:

— Concessionaire shall provide the O&M guarantee once it is granted a license to
operate the asset.

— The amount of the guarantee shall be derived from the annual operating and
maintenance costs, and assessment of the potential damage if a breach by
Concessionaire

— 1If O&M costs are relatively low, it could include the assessment of potential
damage resulting from neglecting maintenance. As such, a much bigger
amount than one year O&M cost could be considered

— O&M guarantee shall be renewed each year or on agreed time, in full sum of
the guarantee and shall remain in force until the end of the concession period

Pre-transfer Guarantee:

— The project reaches its most critical stage toward the end of the concession
period, as Concessionaire’s willingness to invest in maintenance sharply
declines. Therefore, in several years before the end of the contract,
Government shall require an autonomous and unconditional guarantee to
secure the transfer of the road according to the level of determined quality.

— The amount of pre-transfer guarantee shall be determined according to the
maintenance cost in recent years, and not less than a certain percentage of the
project scope (5% - 10% of project construction cost)

— Validity of the pre-transfer guarantee should be enforced until 2 years after the
end of the concession period

25




Construction Bond

Permit to operate + 3 years

O & M Bond
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Important Elements for Successful OPRC Tender

In nutshell, required ground work should be sufficiently prepared in
order for OPRC to be successful. These include, interalia:

¥, Conceptual Design :

* Physical features of facility, adequate number of typical cross sections , scale 1: 50

e Layout inclusive of R/W features, scale 1:2500 or 1: 5000

» Geotechnical basic data, investigation reports,

« Traffic Model ( growth, pattern of changes, description of the model and its major
features),

» Level of Service description , qualitative and quantitative specifications,
 Works, Minimal Specifications,

 Risks assessment and allocation

e Duration of Works, Time Table

¥, Financial Model (cost recovery) with description of model used, major
features, mode of payments/remedies/ bonus structure

¥4 EIA/ SIA/ RAP Frameworks should be ready

¥, Legal/ Institutional/ Regulatory Frameworks properly worked out and agreed
upon

¥, Form of Contract with format of required Guarantees/Bonds
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Concluding Remarks:

* The list of ingredients for a successful OPRC
seems long, but if they were done right, the
penefit would be tremendous

 If policy, legal and political factors aside, the
technical issues is mainly on contract and risk
management capability

 The good news is: Great Risk AGreat Return

The important key to make it work is: the need to
change the way of doing business
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