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[ Abstract ]
This paper attempts to answer the question of how Korean private partid patbn investment in

infrastrudurefPPl) s ccessful experience can provide lessons and implications for Aypt. The study

found that Korean government could shift to an efficient PPl system by employing a ne’v Risk
Sharing Approach which helped Korea to mitigate the unexpected risks in PPl Projects. The new Risk
Sharing Approach was achieved through a successive government enabling role; policies and
institutions that were being able to minimize the PPl risks to its bwest levels, and effectively allocate
the risk among PPl partners. With the introduction of BTL scheme to a PPI isk sharing approach,
Korea expands the PPl scope from economic to social infrastructure sectors. On comparing the PPI
system in Egypt to Korean model, we found that Egyptian PPl system had not properly employ a PPI
risk sharing approach. Accordingly, it is recommended that, Egyptian government has to adopt a set
of institutional and regulatory amendments for the aim of adopting a risk sharing approach to the PPI
system.
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| . Introduction

Public Private Partnerships (PPP) have become
prominent over the last decade, fuelled by
insufficient investment in the econony, growing
pressures on government budgets and a general
concern about inefflcient service provision by
state owned enterprise (OECD 2007). Private
participation investment in infrastructure (PPI) is
a form of PPP that enables the private sector to
work iii cooperation with the public sector for
providing infrastructia-e facilities (MOSF 2008a).
PPl has taken place mainly in economic
infrastructure, such as telecommunication,
power; and traiisportation. However, attention
has also shifted to social irrTrastri]ctiljre such as
education, health, welfare facilities, and housing,
as well as environmental sector. Traditionally,
those services liave been provided by the pi+)lic
sector for being less attractable to the private
sector mainly due to its difficulty to attain
reasonable return on investment, and difficulty to
collect fees from users (Jefferies, Me George,
Cadman, and Rng, 2007), and (MOSF 2008b). The
desire of greater efficiency, better services and
the need for additional sources of finances
without imposing a greater burden on the tax

payers grasped new tools to PPl approach to fit

for those sectors.
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The rapid increases in the world popillation,
economic growth, and industrialization, pose real
challenges on infrastructure development
represented by a massive increase in the demand
for infrastructure facilities, and which in return
impose burden on the untries budget, and lead
to an inefficient service delivery (ADB 2008).
Traditionally, the main source of financing
ilifrastructidi'e has been govermnent finances
including taxes, public bonds, and user charges.
Nevertheless, as the size of the economy becomes
bigger, the government role is minimized, and a
more role is given to the Private sector (KRIHS
2005, 21), The PPT emerged as a tool that enables
the private sector to be involved in financing,
constructing, designing, operating, and
managing the infrastructure projects through a

set of schema including- the BOO, BOT, BTO,

and HTL (MOSF 2008c).

The PPIs offer benefits to the countries
employing them represented by: (1) Providing
additional resources of finance to meet the
increase in demand for infrastructure faculties (2)
Encoi“raging the private sector to utilize its
professional skills, creativity and innovation
through the irrfVastri]ctijre projects, (3) Efficient
delivery of services. (4 Assurance of on-time,

on-budget delivery. Transferring certain risks to

the private sector and providing incentives for



assets to be properly maintained. (5) Low eriiig
the cost of infrastructure by reducing both
construe on costs and overall lifecycle costs
(Eggers and Dovey 2006 OECD 2007 Allard and

Trabant 2008 World Bank2007a).

PPI risk management has been a crucial issue for
a PPI success. According to (Weatherall 2004, 3
A PPI is a risk-sharing' relationship between the
public and private sectors to deliver a desired
pi~blic policy outcome and/or public service. A PPI
risk could only be properly managed if allocated
to the best party being able to bear them (Quiggin
2006, 291, 293). Th other words, an efficient risk
management entails the government success on
the allocation of the PPI

risk related to;

construction, management, financing, and
operation among the parties who are being able

to best control and to manage.

The government polices and institutions that
decide on selecting, and allocating the risks
among the parties in the individual PPT contracts
play an important role in the success of a PPI
system. The government role is also crucial for
minimizing moral hazards that might occur in
PPT projects, A moral hazard dascribes a change
that happens to the individual behavior leading
him to behave in a careless way due to receiving

overprotection. In a PPl projects, moral hazard

could occur due to two factors (1) Information
asymmetries in contract renegotiation, (2) Unfair
bidding process that permits only a limited
number of producers to enter the bidding. The
Information asymmetries happens when the
govemmerrt provide the a.ccass to information or
a big fimncial support only to a specific project in
the case it does not want to allow the project to
fail or when the political costof the project failure
is too high. The over protection of specific project,
or restricting the PPI bidding for specific projects
lead the protected parties to be less concerned if a
contract fails or falters, and having no incentive
to ininimize projects costs a.nd inaxim ize its
revenues, leading in retim to projects distress or
faikire (Parker, 2007 2, 8, and 10 Ho, 2007, 22

Spellman and Walker, 2006, 5, 12, and 32).

lossa and Martimort (2008) and Parker ©007)
argued that due to nature of the PPI long life
contracts 25-30, a set of im expected risks might
liappen within the project conti‘act time related
to; the depreciation of the assets prices, or
change in the value of cinrency, or change in
r illations, or change in technology. And these
risks will be bearded by the private sector alone if
the government did not identify from the
beginning how the unexpected risks coidd be
In that case

allocated effectively to each party.

the risks bearded by the private sector would be



reflected as an increase in the services prices.
Accordingly, they suggested that a set of methods
ccmld be employed by the government to mi gate
the unexpected risks in a PPI as follows () Early
anticipation of future risk and its effective
allocation to the contracted parties, (2) Rffective
contracts renegotiation about additional subsidies
to support projects facing financial difficulties.
Again only the effectiveness of the government
policies and institutions could assure the success
of the PPl system. For example, an ineffective
Renegotiation Deal that provides overprotection
for a specific project to avoid its fail might lead to
increasing the risk of iiK)ral hazards as was
mentioned by previously studies. On contrary,
effective government role ccmld mitigate the PPI
risks and challenges. In Sum, a government

enabling role is crucial for a PPI success.

In a recent global trend many interna onal
organizations such as World Bank, OECD, ADB,
and the United Nations encourage the countries
worldwide to a great extent to introduce the PPT
system due to the benefits it offers for the
coimtries. The PPI international experiences
proved to deliver excellent value for money and
much faster delivery than would have occurred
with traditional prodement. In line with the
global trend, Korea firstly introduced its PPI

system in 1994 with the promotion of "Private
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Capital into Social Overhead Capital Investment
Act, at the first years of its establishment the
Korean PPl system failed to achieve its
prospected outcomes of attracting the private
sector to invest in the iiifrastmctui'e projects. By
1998, only 13 local government infrestructure
projects were launched, The slow progress of PPI
dicing these years has been attributed to; a lack
of transparency, excessively complicated
procedures, insufficient incentives to the private
and unattractive

sector, risk sharing

arrangements, additionally the 1997 nancial
crises lowered the private sector appetite for PPI
in Korea” (World Bank 2007a, 52),

While almost after three year of its
establishment, the Korean Government could
successfully iniiderstaiid le shortcoming of the
PPI program and with the revision of the PPl Act
in Jan. 1999 the PPl system turned to be
successful, “South Korea could reach to an
advanced stage in promoting Public-Private
Partnerships in the developinent of economic and
social infrastructure, through effective PPP
Legislations, and institutions” (UNESCAP 200 7a,
17). The Korean PPl share of the total
infrastructure invastment rose from 3.8 percent
in 1998 to 14,0 percent at 2007, at the meanwhile
the pix)lic expenditure declined from 9 2 percent

to 86,0 percent during the same period (MOSF



2008(1 13), It indicates that the success of the PPI
system motivated the Korean government to
shift its policy toward giving important roles for

the private sector and a diminishing role for the

Korea ccmld successfidly shift in a short period of
time from an inefficient PPl system to an
efficient system and which ccmld happen as a
result of a government caitiprehensive regulatory
and institutional reform program that
implemented an efficient PPI Risk Sharing Policy,
Moreover, the Korean government could further
utilize a deeper development to its PPT Risk
Sharing approach to t with the new global
develop merits and that enabled the PPI to expand
its scope through extending its investment from
le economic to le social iiifrdstructui’e sectors.
Main issues highlight the importance of this
paper. This paper attempts to answer following
questions: how Korea can improve the PPl Risk
Sharing Approach to allow PPl expand its scope
froin tlie econoin ic into social infrastructure
sectors given that the later are less attractable to
private sector? How Korean PPl successfii
experience could provide implications for the
gOYerninent of Figypt in those sectors? The
structure of paper comprises four sections

section one is the introduction section two

presents how a New PPl Risk Sharing Approach

had improved, the Korean PPl Perform ance
through the period after 1998 up to date and the
expansion of PPl scope to support Korea's Social
Development plan. Section three provides main

ildingsand implications for the Arab Republic of
Rgypt on liow Korean PPT system could promote
the private sector investment within Two
Selected Sectors Education, and Environment:
Water Sewage. And filially, Sectioiifour is the

concliision,

1l. Efficiency of the Korean PPI
system

Over the past decades, South Korea had made

tremendous efforts in improving the

eiivii'oiiiiieiit sector. For instance in the water
sewage facili es, both the quantity and quality
had improved in the last 10 years. In a way to
address those problems, the Korean government
policies were switched from the coiisti"uctioii of
large-size sewage treatment facilities to the
construction of small-size sewage treatment
facilities to reach the areas that need full
coverage. Secondly, the improvement of the
operation and managernent of existing plants.
Consequently, the PPI investment had been
promoted in Environment sector since 2005. As

of 2007, 17 BTL projects had been allocated for



the new installation, replacement, repair, and
the improvement of sewage pipes with a total
investment of US$ 5.5 billion and covering 61
sewage treatment areas under 29 local self-

governing bodies (3 metropolitan cities and 26

cities and coi] ntias).

The PPI projects were implemented through BTL
scheme, under wliich private sectors biilds and
operates the sewage pipes with their own fimds
and transfer the ownership to the government or
local self-governing bodies or lease them to
recover the investment. During the term of lease,
local self-governing bodies pay the operators the
total amount of investment including
construction costs, interests and management
expenses in equal installments. According to
(MPB 2007, 18) "Build-Transfer-Lease (BTL)
scheme was introduced to utilize private funding
and concentrated on distributing appropriate
facilities at the earliest convenience4# The aim of

the PPl implemented scheme was to enable the

Korean sewage Sector in utilizing private capitals

within a short period of time, and eiilianciiig the
operation and the management of the sewage
treatment plants. Also through the BTL the
Korean government set the rules for inclusion of
SMEs for at least 67% of total private
participation in Sewage. The following table
presents the total BTL investment in the Korean

sewage pipes through the period 2005- 2007.

As can be seen from table 1 Korea's RTL
investment in Sewage Sector accoimted to US$
5.6 billion in 2007, of which US$ 3,9 billion
private investment. As can be noticed the BTL
investment allocated for the years 2006, and
2007, represents more than two folds if compared
to the first year of the project implementation®
and which reflects the increase in the
govenunent confidence in using BTL for the PPI
implemented projects in the Sewage sector. The
increased BTL investment during that period
aimed to extending sewage pipes to a total of

8,824kin, thereby increasing the sewage supply

rate from 68,1 % in 2004 to 75% in 2007, in

<Table 1 > Korea's BTL investmenttrend in Sewage Sector(2005- 2007)

Volume (km) 882.4

Contract amount (billion Won) 5,64

Investment size by year

2005 2006 2007
157 3511 374.3
1,000 2:307 2,307

Sour : Ministry of Erivironinta;it, Kort Environmental policy Bulletin
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addition to improving the service quality,
reflecting the benefits that BTL scheme offers to

the Sewage sector in Korea,

1 Case Study from the Korean PPI

© eri e in the Education Sector

Since its introduction in 2005, the BTL scheme
had helped the Korean PPl system to biild 51
Universities & Colleges, in addition to building
973 elementary & secondary schools. As can be
seen from table 2 with the introduction of the
BTL scheme in 2005, the total number of schools
inereased from 255 PPT

and i]niversities

implemented projects to a total of 1,024 in 2007.

Through the PPl school projects the private
sector provides the coiistmctioii, maintenance.
After the completion of the infrastmcti®re facility,

the concessionaire lease the facility to the

government and the concessionaire is given the
right to operate the facility (and receive
government payment for a specific period of

me), and after the end of the concession period
is transferred to the

the lease ownership

government

Within the Schools projects the PPl system had
helped in the construction of new schools,
refurbishinent of old facilities, expansion of
facilities in need such as nasimi, auditorium.
As for the imiversities it helped in construction or
expansion of domitories and faculty residence, or
the construction of a whole university campus.
Additionally, the Korean PPl 7stem gave
concern for the establisment of commimity
schools. That kind of sch 1 includes combining
several cultural, and welfare facilities into one
The Culture includes

school facility.

establishement of : Library, Sports facility, Youth

<Table2 > Korea's BTL investmenttrend in Sewage Sector (2005- 2007)

2005 2006 2007 2005 007
EA EA Amount
Univ,& Coliege 30 5,825 9 J/95 12 4,031 51 1J |l
Elem itary
Secondary 225 13/101 265 26,216 83 19,973 973 59,593
School
Total 255 19,229 274 27,411 495 24,004 1,024 70,644

Source Miiiistiy of Erivironrrita;it, Korea EnviraQinental policy Bulletin
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training facility. While welfare includes- Cliild-
care facility, Public health & medical facility.
Examples of the rnmwiity schools wider the
PPI are; 9 projects had been implemented in
Kaiigjin mijlti—eomplex in 2005. And 11 projects
had been impie"mented in 2006 in Tnjae nrulti—
complex, Fi*rthermore, Centum High School in
(Busan), and Shindorim High School (Seoul) are

currently i cider consti'uctiori, and are set to be

open in January, 200

Case Study Building University Dormitories

* Project Name: Building Student Residence for
National Universities in Daejeon /Chungnain
Province.

« Competent Authority Chungnam University
and 3 Other Universi es

« Concessionaii'e’ Chimgram Eduvill Co., Ltd

e Investment: Total amoimt of investment: 88.7

billion KRW (LJ$95mil]ion)

Project*
e o istructicm of Chungna.m Univeristy: 1,348-
room dorm

e Construction of Kongju University: 617-room
dorai

e C istructi 'i of Hanbat University 300-room
dorai

e Construction of Gongju

University of

education: 227- room dorm.
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Total Number of established rooms- Total 2,492

rooms in 4 Uniyersties.

2. lessens learned from ETL Scheme

1-Effective Risk Allocation Approach through
transferring the construe on and operational
risks to the private sector, thereby minimizing
the thr its in PPI long life time projects and
that might lead to changes in asset prices, or
change in currency value. On the other hand
within the framework of the PPI Act, a set of
incentives were provided to the private sector,
in order to help him mitigate any unexpected
risks during the long life nature of the PPI
contract including Minimum Revenue
Guarantee MRG (to avoid change in market
condition risk), Risk Mitigation for foreign
Exchange Risks (to avoid change in asset
prices and currency devaluation), Buyout
Rights & Compensation on Termination
Payments (to avoid project failure risk), tax
incentives (to attract the private sector to PPT

projects).

‘In social infrastructure projects Government
will be acquiring services, rather than assets.
Accordingly, Government should not bear
any asset related risk. In other words,

Government should not bear construction or



commissioning risk, asset depreciation,
technological obsolescence risk, operating risk
or other similar risks associated with asset
ownership” (Rawlings 2002, 2), as well as
(Flannery and Craven. 2002, 2)

2- Tinproving the efficiency of the service
delivery through the Govemment supervisory
Role.

3- Providing" a room for the SME to participate
in PPT projects.

4- The BTL is considered to be more suitable for
the social infrastructure facilities, as theses
sectors have the common characteristics of;
low return, and difficulty to obtain return in
investment. And which is assured by a
r*—ular payment to the private sector, instead
of colleting the users fees.

5- The Change in the Government regulations
does not lead to project failure, as the private
sector is paid regular installments. For
instance, in the schools the government can
easily change the regulations regarding the
number of students in class, or education
hours, or usage of building after school hours
for other activity.

6- Effective Risk allocation of PPI tasks among
tlie different parties according to tlie concept
of the best to control and mange. Risk

diversification leads each party to be

specialized in his own task in PPl project,

thereby eiilianciiig the project efficiency.

3.

Over the past few decades, the Egyptian
governinent has been the major provider of
infrastructure projects. However, with a
miitiplying popitlation, an expanding, economy,
and increasing financial obligation, the public
sector could hardly maintain its role as the sole
provider of infrastructure projects. The inability
of the public sector to maintain his role was
further confirmed by the bad state of the publicly
finaneed infrastructure projects and their

inability to meet their economic as well as social

goals.

Accordingly, The Egyptian government started
employing a PPl approach since 1990. At the
b~inning, the PPl system was limited to three
infrastructure sectors: Energy, Telecom, and

Transport.

As can be seen in Table 3 through the period
(199072004) only 16 projects involving investment
commitments of US$ 6,2 billion reached final
closure where the telecom sector received the
largest share of investment. On comparing the
Egyptian PPI

investment too the developing

countries through the same period it is noticed
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{ Table3

Energy Electricity

Natirai Gas

Total Er rgy

Telecom Telec t

Total Telecom

Transport Airports

Seaports

Total Transport

Total EclLcation

Total Water and aewerage

Total

Source: World E nk FH

that the Egyp an PPI still remains very limited.
For example within the sameperiod, Czech
Republic PPl achieved US $ 16,8billion, and
Col Tibia, achieved US $ 14.7,while South Africa,
achieved US $ 18 billion As for South Korea it
achieved US $ 33 billioa Moreover, it could be
noticed from table 1that there were no PPI
investinent in the Education, and the
Environment Sectors through 1990 till 2004.

Actually, the PPl for those sectors had been

recently introduced in Egypt since 2006,

1 Current challenges of Social and

Environment Sectors

In a recent trend, the Egyptian government
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Egypt Ptivate Participation in Infrastrnctureprajects by Sector(1990~2004)

3 1,158

1,378
3,964
398
398

859

O O o N O M b~ b

&

6208

started encouraging the inducement of the
private sector as an important contributor to the
economic development plan, and this started with
the beginning of the national five year
development plan (2002—2007) where it was
stated that “In order to attaina 2% GDP growth
rate by 2007, investments were estimated to
increase from 16.9% of GDP in 2002 to reach
19,8% in 2007. This is likely to occur through
encouraging private initiatives, as the private
sector's share is expected to reach about 60% of
the Plan's target investment. Naturally, this
requires opening the door for the PPI in
infrastructure services”. Accordingly, the

Egyptian government raised the PPl investment

for the economic infrastmctue amounting to



US$ 15,3 billion in 2007, Even though the efforts
done by the Egyptian government in promoting
the PPl investment in infrastructure. The
infrastructure challenges remain in a prominent
position. The following table presents the huge
infrastructure gap resulting from the increase in
demand for the infrastructure faculties in Egypt
in 2007, As can be seen in table 4 only US$ 4,3
billion represents the amount of the available
infrastructure spending in 2007, compared to an
amount of US$ 8.2 billion representing the total
infrastructure investment needs for the same
year, and which in return creates an
infrastructure gap of US$ 3,9 billion. This huge
infrastructure gap provides an Mica on that the

Egyptian infrastructure is still facing great

challenges.

Egypt's infrastructi®e challenges for the social

<Table 4 > EgyptInfrastructure Needs in 2007

Egypt
GDP Growth Pate

GDP

Currert Infrastructi/e Spending

Needed infrastructure Spendirg

Infrasimd re C”p

and environment sectors. Firstly, within the
education sector the Egyptian government
spends aroimd 19% of its total expenditure on
education™ roughly 5% of GDP this is considered
one of the highest ratios in the world. However,
the expenditure on education is not enough due
to the misalloca on of government expenditures.
Additionally, most of the expenditures are
allocated on the construction of new buildings
and classes, and there is a lack of allocation of
resources for the maintenance of the school
buildings. The Bureaucracy and lack of
transparency are the most contributors to
inefficiency of the institutional framework, and
which result in double counting, and
misallocation of resources and above all
mismanagement of the expenditure process.

in the

Moreover, another major concern

2007
7%
J16.7 (Billion USS)

4.3 pillion US$)
(3.7% Of GDP)
8.2 pillion US$)

(7% of GDP)

-3.9 (Billion USS)

Source: Um, Paul Nouinba 2j08. Ebcaicmics SupportUrit, World E&nk. “Egypt PPPCapadty Develcpment Support” Hresented
atthe World Bank. Egypt PPP DwelgDmeatCori'Q'ence in Egypt, May 12t1% 2008
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educational sector in Egypt is the problem of le
crowdedness of the students in the classroom.
According to the Human Development Report “In
Egypt, 40% of the schools have a class density far
exceeding the average of 40 children per
classroom; in fact rnany classes reach 80 students
which makes learning of any kind virtually
impossible”, aAdditionally, the kinds of furnit®e
used are not ttiiig for activit*z-based learning”
(HDR 2005, 20), Over and above, although Rgypt
has made major strides in access to education
with an enrolment rate reaching a level above
90%, HDI Education index reveals the uneven
progress between different regi is inside Egypt,
where the lower Egypt lag far behind the Upper
part, Qn the other hand on assessing the quality
of internet access to schools and universities in
Egypt, the HDR shows that it is considered to be
in adequate. And this is attributed to a limited

number of PC penetrations per school and limited

bandwidth.

Secondly, the infrastructure challenges facing the
environment sector, the existing water and
sanitation services are considered to be p r in
terms of quantity, and quality. Also, there are
disparities in the services quantity and quality
between and within governorates, particidarly
between the urban and rural parts in Egypt,

where it goes for that sake of the urban parts.
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According to (HDR 2005, 25, 178) "The number of
people without access to sanitation in Upper
Egypt is alarming when compared to the same
number in other regions”, furthermore the
estimated darnage costs resulting from a low
water and sanitation qualities were set to be T/R

5,35 billion in 2003 or 1,8% of GDP,

2) New PPI Program for Expanding PPl Scope

The government of Egypt had recently planned to
expand PPI scope for the social and Environment
Sectors. Consequently, a new PPl program was
adopted in June 2006 with the aim of expanding
PPI scope to reach social and environment sectors
such as Education, Water Sewage, and Health
sectors. The New Egyptian PPl program complies
greatly with the one iinpiemented by South Korea
and that in terms of: the responsible bodies
handling the system, the criteria at which the
procurement process is based Value of money
VFM, and the steps hy which the PPI eligible
facility types are chosen. However, the Rgyptian
new PPl pregram is considered to be in its early
stages of developments, where all PPl projects
are still in the selection process, in addition to the
PPT Projects are set to start implem errtatbn
through the period (2008—2012).

Moreover, the Egyptian New PPl program



complies with the one implemented by the
Korean government in terms of the similarity of
the two programs in giving more concern to
specific sectors within the social and environment
sector which are- education and sewage sectors.
The following table shall elaborate more on the
Egyptian government concern on promoting two
specific sectors (education and sewage) within the

Social and Envircmment sectors.

Table 5 presents the total investment allocated
within the New Egyptian PPl program for the
Social and Environment pipeline projects. As can
be seen from the table the total investment
allocated for the PPI investment for the social
and environment sectors accounted to US$ 6 2
billion in 2008, of which the largest portion is
allocated to the Education sector accounting to
US$ 5.00 billion, followed by the wastewater

treatment Plants recoding US$ 2.20 billion. And

that reflects the similarity between le Egyptian
and Korean Model in giving more concern to
those specific sectors within the Social and

Environment sector.

According to (Egypt PPP National Program 2007,
45, 52), the Egyptian pipeline projects planned for
the Education Sector includes the biilding of new
2210 public schools the project will be divided
into 7 te.tchas within a peHod of 5years. The first
stage of the project includes the establishment of
300 schools covering 27 governorates with a total
of 4903 new class rooms. Through the PPI
schooling prgject the private sector provides the

nstmc i maintenance, and non edurn onal
services including: cleaning, security, and help
desk. On the other hand the government provides
the educational services and pays annual fees for
the private sector covering the construction, and

maintenance cost, and the returns for the

<Table5 > Egypt PPl Pipeline* Projects in Social and Environment Sectors, as of 2008 (L Rillions)
FacilityType Total Investment
Total Social Infra rncture 6.12
Education 5.00
Health ? 2
Total Environment Sector 2.20
W ater Sewage 2.20

SourcG: Egyptian Ministry of Plnanco. FPP Central Unit 200

'tP P Dcvclg™ments in Egypt/” R'cscntcd at the Wa'ld Bank

Egypt FPPD evdopment Confcrcnco in Egypt May 12th, 2008. "Hpclinc R’ojccte: Currcrrt PPIPrqccts that arc ready to

be lunched during Period (2008-2012).
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services provided by him,

A for the pipeline projects for the Environment
Sector, the importance of the environment sector
on improving the overall productivity and
improving the consumer's health called the
atten on of the Egyptian government to employ a
PPI system in that sector. In order to meet the
diallenges of the fast growing urban popidation
and particularly to address the burden of
overcrowding in the capital city Cairo, the
Egyptian government started promoting the
development of new urban cities, such as the New
Cairo city. With a limited government budget this
plan wemld not be achieved. Consequently, a PPI
system is planned with a master plan to bi*ild new
Wastewater Treatment Plants with a treatment
capacity of 1.25 million cubic meter/ day (to be
implemented on three Phases) and with a total
estimated cost of 2,5 billion. The first phase of this
master plan consider the construction of a
Wastewater Treatment Plant with a capacity of
250,000 cubic metere per day and is expected to
be operational in 2010. The project Service Area

covers the New Cairo City.

3) PPI Regulatory and Institutional Framework
in Egypt
The Egyptian PPI

regulatory framework is
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organized according to a guideline issued hy the
Ministry of Finance there is no specific law that
exists for the PPI projects. The PPl guide line set
the rules governing PPl program including Rules
for Selecting PPl projects, Defining Eligible
Facility Types, Tinpleinentation Scheme Process,
in addition to Rules for Termination mechanisms,
and Role of Public and Private Parties in PPI
project. Even though, le guideline covers the
major issues in the PPT system. However, it does
not provide international fixed norms or
standards for PPI projects, rather it depend on
the advices provided by the interna onal advisor
appointed to the case by case project. Moreover,

for the approval of a PPI selected project the

parliament has to ratify the case by case project.

As for the Egyptian PPI institutional framework,
there are no organizations established under the
PPl system. Instead, the Central PPP Unit
achieves most of the PPl  stem activities. The
Central PPP Unit is i icier the Authority of the
Ministry of Finance it is tasks includes Creating
and implementing framework for Egypt’ s overall
PPP program, assisting awarding authorities in
the selection of PPl projects, coordinating the
PPP national program across ininistries and
PPP

public bodies, promo ng the national

initiative, and developing PPP best practices,

models, and standards for E"ypt.



Filially the selection process of the PPl projects is
conducted according in Two Stages as follows” (0
PQ (Pre—Qualified Evaluation) Pre —-evalua on
of the projects proposal before being accepted to
enter the tender, and is followed by
renegotiation with the private parties to reach
on a final

proposal. (2) Main Evaluation

(Bidding) selection is based on Technology and
best Prices, Within the First Stage the PPI along
with PPP Satellite Units within the procuring
ministries decide on the approval of the PPI
project to be promoted to enter to the second
procurement stage, at that stage an
international advisor is appointed for the case by
case project to assist in evaluating the PPI
projects to be selected. Furthermore, the
Egyptian PPl selection evaluation process is
conducted according to VFM Value of Money
techniques. Additionally,

only the solicited

projects are allowed in the Egyptian PPl system.

H. Main Findings: Role of
Government in the PPl System
- Egypt and South Korea

The following table presents a sijmmarized
comparison of the government role in the PPI
system in the Repi®blic of Korea, and the Arab

Repuljlic of Egypt for the aim of pointing' out the

similarities and the differences between the
government role in the two coimtries, followed by
an analysis of which policies and institutional
framework had bene ted the Korean government
in iinplenientiiig' the PPI reform program in order

to draw lassons for the Arab Republic of Egypt

As can be seen in table 6, the overall structure of
the PPl System employed by the Egyptian
government complies greatly with that
implemented in South Korea and tliat in terms of
the responsible bodies handling the system, the
criteria at which the procurement process is based
Value of Money VFM, and the steps by which the
PPI eligible facility types are chosen However, the
Egyptian PPl system does not employ a risk
sharing mechanism, and this could appear in the

absence of the necessary regulations, and

institutions in PP system.

As table 6 presents, the set of regiila ons and
institutions that the Egyptian government lack
and are found in the Korean model are as follows
firstly, the Egyptian PPl system does not have
specific law for PPl projects, rather the PPI
procedures are organized according to PPl guide
line issued by the Ministry of Finance. The guide
line misses important things found in the law as

follows: Parliament has to ratify the case by case

project the Guide does not provide international
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{ Table 6 } Role of Government Comparison between Egypt and South Korea

J Item

Resp isible Ministry

Role of Responsible

Ministry

PPI Central Unit

Others Ministries
participating in PPI

program

Criteria for Selecting

PPl Projects

Incentives and Risk
allocation

Mechanisms

Sep arate
Qganizations in

PR System

PR Legal System

Annual PPl Plan

PP Rejects

Selection Rocess
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Egypt
Ministry of Finance

Development of Primary PPI policies and

establishment of mprehenave investment plans.

Central PPP Unit,

urder thedired siipervision of the M inister,

Its major Role

* | Create and implement framework for Egypf s cm -al
PPP program

« | Selection process of PPl projects.

- | PPP Satellite Units withint Prociring Minisiries,
* 1 Mhistry of investment;
Responsible fa easyaccessfa infoirnalionto hv 3 rs,

promotion for PPI vvoii wide.

* VFM Value of Money Mechanism

* Specific incentives given to the PPl Projects, they
are treated as ordinary public and private projects.

* MeohanismsempbyedtoP R Rojects

No Separate organizations, all the PPI tasks are

under taken by the Central PPP Unit

PPl Guideline, No specific Lawfcr PR Rejects

Regulates the rules

Types, Implementation Scfeme Rocess, Rulesfor Termiration

No /Vuubl PPl Plan

Two Stagesfor PR Selection:

1) PQ Pr~Qualified Equation): Rrevaluation of

tender, and is followed by renegotiation with tte private parties to reach on a final

governing PPI program including Rules for Selecting PPI projects, Defining

South Korea

Ministry of Strategy aid Finance

Private investment Committee, underthe direct
supervision of the Minister,
Its Role

o 3syrates central management PPI projects and

coricessiaiaires

*l PPP proairng Ministries.

* VFM Value of Money mechanism

A) Risk Sharing Mechanian that includes; Minimum
Revenue Gtarantee MRG. Risk Mitigation fa foreign
Exchange Risks. Bi /out Rights & Compensation on

Termination Payments.

B) Financial Support Mechanism that includes: Tax

benefits, Construction subsidies and freedom on
detectirg the return on investment, diBajssed ina brief

in (Section 3,4)

*« PIMAG: Public Private Infrastructure Investment
Management Center

* KODI[T: Korean Credit Qjarantee Fund
PPI Act

Eligible Facility

mechantems. Role of Pibiicand Private Parties

PPl Act issue an annual PPl Plan, and which

announce the icited PPl annual/selected projects,

in add ition to identifying the following:
* The Long-term Development Objectives
« Investment Priorities

« National Policies and Strategies for Infrastructure

Development

the projects proposal before being accepted to enter the

proposal.

2) Main Evaluation (Bidding) election isba”cl on Technology and best Rices.



Egypt

Authority

Central PPP Unit in coordination with PPP Satellite Units

Responsible fcr

within the procuring ministries appoints ovb inter national

Selecting tte PPI
aclvi rforthe case by case project.
Rojects

The projects eligible
Q / Solicited Rojects
for PPI Selection

PR one-stop service

Sout'ce Authors’ own research

fixed norms or standards for PPl projects with
the absence of PPI law no incentives are provided

to PPT projects.

Secondly, the Egyptian model does not provide
any kind of risk sharing regulations in PPI
system. On the other hand, the Korean model
employ a set of risk sharing r ulations by wliich
the government is committed to diare a part of
the unexpected risks with the private sector. Due
to ture of the PPI long life contracts 25-30, a
set of 1ui expected risks might happen ewithin the
project contract time related to the deprecia on
of the assets prices, or change in the value of
currency, or change in regulations, or change in
tedmology, and which could be reflected in an
increase in the servbes prices and that might lead
to project distress or failure. The set of Risk
allocation mechanisms introduced by the Korean

government included Minimnm Revenle

No Specific organizationfa the PPl Rojects,

South Korea

PiMAC
And which isa separate organization,
Empbysa high level of technician experts wthin the major

fields relatal to the infrastructure dots: and that have

high level of the projects evaLation tec hiiq es

Both Solcital, and Unsolicited Projects

PIMAC

Guarantee MRG (to avoid change in market
condition risk), Construction subsidies, and Risk
Mitigation for foreign Exchange Risks (to avoid
change in asset prfces and currency d alLiation)
Buyout Rights & Compensation on Termina on
Payments (to avoid project failure risk), tax
incentives (to attract the private sector to PPT

projects).

Thirdly, the Selection process of the PPI projects
the Egyptian government does not have a
separate organiza on that decides on selecting the
PPl approved projects. In Egypt, the selection
process is done through central PPl unit
incorporation with the appointment of
international advisor for the case by case PPT
project. Oil the other hand, the establishment of
the Public Private Infrastructure Investment

Management Center PIMAC in Korea as a

separate organization with a sufficient number of



employed technicians and experts, has the
advantage of improving the evaluation techniques
for the selection process, thereby ensuinng the
selection of the best PPl projects among the
different competitors, and an efficient risk sharing
approach. Also PIMAC has the advantage of
acting as a one-stop service for the PPI investors,
thereby making it much easier for the private
parties to deal with one specific organization
rather than dealing with several government
authorities and which gives incentive to the

private parties to be attracted to PPl system

One more important thing is observed in the
selection process of the Korean model, within the
frame work of the PPl regulations both the
Solicited and the unsolicited projects are approved
to be eligible for PPl projects. On contrary, the
Egyptian model approves only the Solicited
projects. The Unsolicited Project provides the
private sector the opportunity of proposing new
projects other tha 1 those originally planned by
the goyernment, thereby giving the private sector
the opportunity to be more crea ve in proposing
new ideas or thoughts that might have not been
clearly observed by the goveminent authorities.
Additionally, in an Unsolicited projects cost
effectiveness is ensured, because once a private
sector offers a proposal of a new valuable idea or

project based on an estimated cash flow
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statement. Under the unsolicited projects, other
private sectors are allowed to submit their
proposals for the same project, thereby
competition arises in the (FQ) stage, leading the
project cost to be minimized to its actual margin,
and resulting in cost effectiveness r the sake of
the consumers.

Finally, the Korean model differs from the
Egyptian in the establishment of a separate
organization the Korean Credit Guarantee Fund
KODIT, and which provides guarantees for the
PPI projects, thereby, from one side, inducing the
private sector to PPT projects, and from other side
securing the PPI projects from a collapse that
might liappen due to any unexpected financial
distress that could face PPI projects dining their
life contract, Hence,

long assuring the

sustainability of essential services for consumers.

In sum, on comparing the PPl system in Egypt to
the Korea | model, it was found that Egyptian PPI
system does not employ a PPT risk sharing
approach In Korea, a new risk sharing approach
was achieved through a successive government
enabling role policies and institutions that were
being able to minimize the PPT ri sto its lowest
levels, and effectively allocate the risk among the
PPl partners. Accordingly, it is recommended

that, iii order to enhance the efficiency of the



<Table7) Lessons from the Korean PPl Experienceto the Egyptian New PPl Program in the Social and Environment Sectors

Institutional Reform

Separate Law for PPl Rojeds
(Act on PPI)

1) Establishment of Separate SeparateLawforP R offerfollowin

Oganizatbn for Seledbn g Benefits:
Process
PIMAC: 1)R ovidas a set ofircentivas

Improving PPI election to PPI, and which could not

techniques, leading to be provided without

Effective Risk allocation “parate Law

2) Establishment of Separate 2) Avoiding the parliament

Quganizatbn providas Credit case by case ratification for

Guarantees for PPI Projects PPI projects

KODIT: 3) Roviding international fixed

Prcvidecredit Guarantee for norms and standards for PPI

PPl projects to cover projects instead of tte

unexpected risks in PPl appointment ofa ca” by

case intermtional advlaor fa

e ,h project

Source: Authors own research

Egyptian new PPl program, the Egyptian
government has to adopt a set of institutional and
regulatory amendments to its PPT system for the
aim of adop ng a new risk sharing approach as
was employed by the Korean Model, Accordingly,
the following table presents the lessons drawn

from the Korean PPl Model to the Egyptian PPI

system.

As can be seen from table 7 the set of r*idatory

and institirtional reform recommended to be

employed by the Egyptian model, and are found

Regulatory Reform Program

Expanding PPI Risk Sharing to fit
Sodaland Environment Sectors
Amendments of PPl Act 005}

Risk Sharing Mechanisms
Revised PPIAd (1999)

Government are portion of Introduction of BTL Scheme:

PPI risk with the private

sector: Trareferring constriction and
operational risksto morethan
1) Risk Mitigation for foreign one party, government role is

Exchange Risks:Buyout rvice supervisory.

Rights & Compensation on

Termination FAynents.

2) Financial Support: Tax
berefits for PR,

Construction subsidies

3) Introduction of Unsolicited

projects: enhance private

sector creativity: and lead to

oosi effectiveness

in the Korean Model are as follows:
m Regulatory Reform Program

¢ (Revised Korean PPT Actin 1999) Government
Sharing Mechanism,at which government
Share portion of PPI risk with private sector,
and that in away to minimize PPl Risks that
rnighth appen through PPI1 on glife contracts
25—30. These Risk sharing mechanismsin
eluded the following Risk Mitigation for

foreign Exchange Risks, Buyout Rights &

Compensationon Termination Payments, in



addition to the revised act introduced the Un
solicited Projects to PPI eligible projects.

* (Amendments to PPl Act in 2005); Introduction
of BTL to social and environment sectors, at
which the PPI construction, and operational
risks are transferred to more than private
party, and the government role is restricted on
the service supply and provision only,

* (Act on Rivate Participation in liifrastructia"e
PPT); Separate law for PPT Projects and which
offers the following benefits: provides a set of
incentives, and which could not be provided
without a separate law avoiding the case that
the parliament has to ratify the case by case
PPI projects; providing international fixed
norms and standards for PPl projects instead

of the appointment of a case by case

international advisor for each project

m Institutional Reform Program:
«Establishment of PIMAC as a separate
institution in order to the improve the PPI
selecting process, and effectively allocates the
risks between the PPI partners, in addition to
its important role as a one -stop service for the
PPI investors,

*Establishment of KODTT and which Provide
credit guarantees for PPl projects to cover PPI

imexpected risks.
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W. Conclusions

Korea ccmld shift in a short period of time to an
efficient PPl system by employing a new risk
sharing approach for its PPl System. In Korea, an
Efficient Risk Sharing Approach was employed
through a successive government enabling role,
achieved through a comprehensive set of
government policies and institutions that were
levels, and its effective allocation among the PPT
partners. A further improvement in Korea’s risk
sharing approach through the introduction of the
BTL scheme, have helped Korea to expand PPI
scope to the social and Environment Sectors.
According to the PPI international experiences,
the PPl have taken place mainly in economic
infrastructure, such as telecommunication,
power, and ti'ansportation. However, recently,
attention has turned to expand its scope to reach
health,

social infrastructure, such as education,

and housing, as well as environmental sector.

As Korea, started to pay more attention to the
social development as an important catalyst for
achieving an economic development; the Korean
Government started to increase its spending for
the social welfare to reach the OF1CD average. Th
order

to support the government social

develop merit plan, the PPl scope was expanded



from the economic to the social iiifrasti'ucture
sectors in 2005. The Korean experience provides
evidences for the importance of the PPI in
enhancing the performance of the Social and
Environment liifrastmctui'e Sectors. A similar
pregram had been adopted in Egypt since June,
2006, seeking to expand PPl scope to the social,
and environment sectors such as Education,
Water and Sewage, and He 1th, Nevertheless,
The Rgyptian new PPT program is considered to
be in its early stages of developments, where all
PPI projects are still in the selection process, and
the first Projects are set to start implementa on

through the period 2008 2012,

On Comparing the Egyptian PPl system to the

Korean Model, it was found that the Egyp an

PPl program complies greatly with the one

implemented by South Korea and that in terms of

the following

«Similar PPI Structin®e and Procedures in both
countries including! The responsible bodies
handling the system, the criteria at which the
procurement process is based Value of money
VFM, and the steps by which the PPI eligible
facility types are chosen,

«Tn Both countries, within the PPT model, a
specific concern is provided to two specific
sectors within the Social and Environment

sector which are Education, and Sewage

system: The largest Portion of the PPI
investment for the Social and Environment is

allocated to those sectors.

Although the similar structure and precedin'es of
the PPT system in the two countries, the Kj)rean
PPl system achieved tremendous advancement,
however Egyptian PPl system is considered to be
iii its early stages of developments. On coinp ariiig
the PPT system for the two coimtries it was
noticed that the Egyptian PPl system does not
employ a PPI risk sharing approach. In Korea, a
new risk sharing approach was achieved through
a successive government enabling role; policies
and institutions that were being able to minimize
the PPI risks to its lowest levels, and effectively
allocate the risk among the PPI partners. The
Egyptian PPl system lacks the necessary
government policies, and effective institutions
that decide on selecting, and allocating the risk
among the PPI partners, thereby leading the
Egyptian PPl system to be incapable of employing
a risk sharing approach and which is considered
to be necessary for improving the PPI
performance. Accordingly, as can be drawn from
the Korean PPl model, it could be suggested that
in order to enhance the efficiency of the Egyptian
PPI system, the Egyptian PPl system has to

enhance the efficiency of its regiiatory and

institutional framework by achieving a set of
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aineiidineiits, as could be extracted from the

Korean model, including the following

m A Specific law for PPl Projects (Act on Private
Participation in liifrastructi re PPI) and wliich
offers tlie fol lowing benefits:

@DWithin the framework of the PPl Act the
PPI Projects are provided a set of incentives,
and wliich could not be provided without a
separate law for PPT projects.

©) The Act issues Annual Plan that included
the yearly planned PPI projects thereby
avoiding the case that the parliament has to
ratify the case by case PPT project

(3) The Korean PPl Act provides international
fixed norms and standards for PPI projects
instead of the appointment of a case by

case international advisor for each project.

m The Korean Model employed an effective risk
allocation and which was achieved throi*gh
improving' the evaluation techniques of the PPI
sel ection process as foil ows:

(DEstablishment of PIMAC (Institutional
Reform) as a separate institution that
improved the evalm on of the PPI selecting
procass, and effectively allocates the risks
between the PPI partners, in addition to its
important role as a one-stop service for the

PPI investors.
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mAlso as a part of the New Risk sharing
approach employed by the Korean Model was
the introduction of a new Risk Sharing
Mechanisms, at which government Share
portion of PPI risk with private sector; and tliat
in away to minimize PPT Risks that inighth
appen through PPI long life contracts 25-30.
These Risks haring mechanism sin eluded the
Risk Mitigation for foreign Exchange Risks,
Buy out Rights & Compensationon Termination

Payments

m The Korean Model provided incentives to
Private Sector to induce him to invest in PPI
Projects including the following
(@ Introduction of Unsolicited Projects,

)Providing the private sector a set of
preferred tax treatments, and construction
subsidies.

(3 The Establishment of Korea Credit
Guarantee Fund as a separate organization
that provides credit guarantees for PPT
projects.

mThe Korean Model employed further

developments for the Risk Sharing Approach to

expand the PPl scope from eoonomic to the social

infras tmeture and which wasd one through the

introduction ofthe BTL Scheme in 2005,



The Korean experience provides evidences for
the importance of the PPl in enhancing the
performance of the Social and Environment
Infrastructure Sector. Also, it provides
evidences of the importance of the BTL
scheme in promoting the PPT for those sectors.

Where the benefits provided by a BTL Scheme

for those Sectors ccmld be as follows

1—Th e BTTj introdijces an efficient risk
sharing mechanisms by transferring the
construction, and operational risks to more
than one private party, thereby the
government would be acquiring services,
rather than assets in Social infrastructure
projects.

2- Improving the efficiency of the service
delivery through the Government

supervisory Role, Within a HTL Scheme the

government role is being away of the

construction, and maintenance tasks,

thereby eiiliancing the government role to

be focused on the service supply and

supervisory only, and which result in
improving the efficiency of the in-
frastructure services delivery.

3- Providing a room for the SMR to participate
in PPl projects. In PPl projects, large

construction companies have problems in

preparing several projects due to the lack of

5-

manpower, on the other hand SMEs are not
qualified to take charge of projects due to
lack of capital and technology. The BTL
scheme has the advantage of the inclusion
of many private parties in each PPI project
providing by that a room for the SMRs to
participate in the PPI projects. Promoting
SMEs role in infrastructure projects is
crucial due to their importance as an
enginefor econoinic growth,

The BTL is considered to be more suitable
for the social infrastructure facilities, as
theses sectors have the common
characteristics of low return, and difficulty
to obtain return in investment. And which is
assured by a regular payment to the private
sector, instead of colleting the users fees,
The Change in the Govenunent r*ulations
does not lead to project failin'e, as the
private sector is paid r~ular installments.
For instance, in the schools the government
can easily cliange the r*ulations ryarding
th e nilmber of stijdents in class, or
education hcmrs, or usage of biilding after
school hoi*rs for other activity,

Effective Risk allocation of PPI tasks among
the different parties according to the
concept of the best to control and mange.

Risk diversification leads each party to be

specialized in his own task in PPl project.



thereby enlianciiig le pixtject efficiency.

Finally, this paper clarifies that even though the
efforts done by the Egyptian government in
promoting the PPl in infrastructure, the
infrastriicti] re challenges in Egypt remains in a
prominent position. The challenges facing the
education and sewage sectors are considered to
be severe, and the only remaining gateway for
confronting the infrastructure challenges is
promoting the PPI role, and which ccmld not be
achieved without a successful PPl system capable
of inducing the private sector to invest in the PPI
projects. Given that, the Egyptian new PPT
program for the social and environment sector is

in its early stages of development, and since a
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similar program that had been employed by
South Korea had achieved tremendous success.
Accordingly, the Korean experience ccmld draw
important lessons to the government of Egypt on
how to adiieve PPI success for those sectors. As
could be observed from the Korean PPT
experience a successful PPI model entails the
employment of a risk sharing approach capable
to niiiiiinizing the PPI risks to its lowest levels
through effectively allocating the risks among the
PPI partners. The Korean Model provides lessons
for the Arab Republic of Egypt about the
importance of the government enabling role in
employing a risk sharing approach through a set
reform

of institutional and regulatory

amendments.
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