e Reform on provisions of public services and
reasons for PPPs

e Development of private sector’s participation
on public facilities

e Guides and rules for promotion of PPPs
e lllustrative Example on Statutory Frameworks
e Forecasted demand for public facilities

e Possible challenges in implementation of
PPPs

e Ways for establishing a proper PPPs system

. Inadequate investment in public facilities — 1. Inadequate investment in public facilities
demand and supply dilemma (Cont'd)
China undergoes a high rate of urbanization e Current standard of public facilities need
20 million or 1.4% increase in urban substantial improvement
population each year e Cities with water supply — 86%
Urbanization rate is.at around 40% in 2003 e Cities with sewage treatment — 42%
If the urbanization rate is between 30 and e Road area coverage ratio — 8.6%, compared
70%, this is still a period of high demand with international norm of not less than 20%
for basic public infrastructures
Great demand for investment in public
facilities and services

1. Inadequate investment in public facilities 2.Limited funding sources and inadequate
(Cont'd) private investment

e Expenditure in public facilities and services e Main source of investment in public facilities

only accounts for a small portion of the total heavily relies on the Government funding
gross domestic product (GDP)

e In the period of 1985 — 0.8%
e In the period of 1995 — 1.7%
e In 2003 — 3.82%

e Need for greater capital investment in public
facilities in order to meet the society need

e In 2002, the total investment in public
facilities was 315 billion
e 30% from the government
e 30% from the stated owned bank
e 20% from facility charge
e Remaining 20% from stock and debt market




2.Limited funding sources and inadequate . Slow reform of state-owned enterprises leads to
private investment/(Cont'd) poor provisions of public services

e The Government remains the main source of High proportion of state-owned enterprises coupled
investment, mingling its roles in enterprises with their irrational management system and lack of

and giving rise to monopoly on provision of market competition and social responsible ‘all result
public fagilities. in inefficient use of capital.

e With the speedy growth in urbanization, L_’; 2003, 803/"682/‘3”?'“ tra“SF"mla“O” Compan_iessi;
reliance on government expenditure is cities 24 B Companies in

insufficient to make things happen. cities wer g

. n There is a huge potential for improvement of
© The GovernmelRuERRF tF1e-{linding efficiency for the provision of public facilities and

sources, particularly from the private sector. services by the private sector.
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e Before 1980s, nearly all companies were 1. Reform of state-owned enterprises by
owned by the Central or Local Governments. establishing modern company management

e Since the 1990s, some) Local Governments structure and system

have resorted to the private sector on the ® Company Law is introduced and some stated-
provision of public facilities. owned enterprises are re-structured as limited

. . ] liability companies.
e After tenyears’ “experimental” experience, it 24 :

has built up a foundation for privatization of 2. rPr:gxlc?I%rl]izcg dpgbléi;fe(ilcl;\t/:/iselds Qr?t(la?n?igés
public facilities in a larger scale. P y P

and market competition exists
e Since 2000, PPPs have become one of the P

g : . With an open market for public facilities, it
Government’s strategies on the provision of ) : : ]
public facilities and services. attracts wider sources of private investment

for speeding up the urban development 10

4. Market mechanism’becomes maturity, and e Since 2000, the Government has introduced
Government has started to strengthen its a series of policies, guides and rules related
monitoring and control system on public to the provisions of the public facilities-and

facilities provided by the private sector. : e Ny s T

There is more market competition from the
local and foreign investors fighting for the
e “Opinions on Acceleration.of Privatization Process

market share. £ Public. Facilities” ¢ B 7% £ | 5% =y
These private companies start to expend ?%*E%U'% Ef;' ;l:esecir b;r[z[(;;g]zjl e 411

their business into other regional areas.

e The Ministry of Construction issued the

e “Rules on Management of Franchised O
of Public Facilities” (ffjr=2 E'JE]&#{’F@
£5% ) in May 2003




e Based on the above Central Government
directives, local Governments have started to
establish rules governing the scope,
procedures and relevant details for opening
up the market of public facilities.

e The Beijing Government issued the “Rules for the
Franchised Operation of Basic Urban Facilities” (
Wﬁjﬁl?}@;ﬂﬁﬁ” 5% ) in October 2003

e The Shenzhen Government issued the “Rules for
the Franchised Operation of Public Facilities” ¢ **
E'Jﬂii”ﬁ %) in May 2003

e How to deal with the property jafter expiry of the
franchised period;

e How to reform the'existing state-owned
enterprises in line with the franchised operators,
particularly on the relevant service charge/fee

e How to set a reasonable fee to balance'with the
investor’s return on investment;

e How to set up a subsidy mechanism where
necessary;

e How the Government exercises an effective
control on the quality of public facilities and
services; so on and so forth

e The Government has to find out workable
solutions to the above issues.

The “Regulations for Franchlsed Operatlon of Beij
Basic Urban Facilities” /(] ﬂj %LF?QTJF?:E
EHER) is effective from 1st arc (0[0]
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e The above rules lay down important steps as

to how the policy direction turns into
practices on the privatization of public
facilities.
e |t touches on such issues as
e how to use the franchised operation in the
provisions of public facilities and/or services;
e How to deal with the property ownership of newly
constructed infrastructures/facilities;
e How to determine the period of franchised
operation;

e Whether the franchised operator needs to pay for
any fees for the right of operation;

e In 2004, the Ministry of Construction also

issued a “Sample Document for the
Franchised Operation of Urban Water Sugply,
Gas Sugﬁly and Waste Disposal” (5

s'ﬁi » BT I PR F mffﬂ&
BN TR ¢>> for providing more details about
the whole franchised arrangement of public
facilities.

e It only sets out some principles in details;
both parties can negotiate the detailed
contents of the franchise agreement
according to the actual circumstances.

1
?“ﬁgi'




YRR =

4 5 f,#:a,
S U

A
(I“)lHﬁdﬂfu
()& I‘J’J—””r{]‘ﬁ‘%’

(7% i H AR
(= ) R 0
(@i FqEk

: ”?%ﬂéfr e e

e In 2003, investment/in the public facilities by

the private sector amounted to about 475
billion.
e 32 billion from foreign investment
e 444 billion from local investment

e It is equivalent to 28% of the total fixed
asset investment and 0.58% of the total
gross domestic product (GDP).

e It is estimated that in the coming 10 to 15
years, the fixed asset investment would be
around 585 billion per year.




Since PPP is relatively new to Government
officials, private investors and consumers,
there is an apparent lack of knowledge and
experience on the commercial, technical,
legal and political aspects of PPP.

Even with foreign investors who have
substantial overseas experience in PPP, and
because China has only opened its market
for a relatively short period of time, they
also cannot understand all relevant
practices and procedures.

® PPPs are treated as a privatization of public
facilities/services, focusing on short-term
return without the spirit of long-term
partnership.
® In order to maintain a high return on
investment, both government and private
investor try to charge a high fee for the
provided services as well as assigning land use
without paying any charge it By -
The financial risk and burden are shifted to the
public who faces a high price for the public
services without the corresponding increase in
service quality.

® |n most cities, there are no detailed guides
and laws governing the provision of public
facilities and services by the private-sector.

e China is not based on'the “common law”
principles.

e Under the China’'s Administrative Laws ( /<[ %5
F'3£) , there is a general “Government
Procurement Regulations” (>/fiRfE )
Unfortunately, this procurement regulation is
not specifically concerned with the procurement
of many aspects involved in a complex PPP
project.

® There is too much emphasis on attracting
investment from the private sector and too
little attention to market competition
® The main objective of PPPs is to make use of
market competition so as to ensure effective
use of resources in the provision of public
facilities and services.

However, some Local Governments place much
emphasis on attracting private investments
even by offering more favorable terms than the
normal national status [aﬁulrij;g

® There is inadequate knowledge about PPPs,
particularly in respect of commercial,
technical, legal and policy issues.
Both the Government and private investor chase
for financial returns.
There_is no proper risk assessment.
Parties make their decisions not based on
thorough and objective technical and financial
analyses.
When problem arises, parties look for
opportunities to escape from responsibility.

® There is lack of administrative framework
for PPP projects.

® Amongst various government departments, it is
not clear which department has an authority to

® |t is.quite unpredictable whether the promise
given by-an appointed government
representative is enforceable.

® Thus, some overseas investors insist on the
passing of the relevant rules or regulations for a
PPP project to assure that the signed
agreement will be enforceable.




® Other problems at the operational level. The Government should‘generally follow some good

® In order to attract foreign investment, some international PPP practices. _
local governments promise more than they The Government should thoroughly consider.all
could do “gizst parties’ interests before making a decision on a PPP

When the Government changes, they!may find project.

possible ways to terminate those agreement A flexible, independent, transparent, accountable
which'is-found to be unfair or unreasonable. and professional monitoring system, with the
The price control system isnot perfect. appropriate authority, should be built in any PPP

: : L roject.
The public also finds no effective channel to 2 ) udici tem for di lution i
voice its opinion on the PPP projects. A proper judiciary system for dispute resolution is
. ) o important to ensure private sector's investment in
If there is a dispute, whether it is resolved

g . : capital intensive PPP proj .
under the administrative law and contract law is D projects
not clear. 31




