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[ Abstract ]

Since 2007, the government of Korea has been taking steps to become a member o the
Development Assistance Committee of the OECD. The government has dso been increasing the
amount o its official development assistance and is planning on raising it further in the next five
yvears. In the face of these changes, t is timely to look into the praspeds and challenges of the
Korean ODA as a member of the DAC,

This paper aims to help modernize the intemational cooperation of the government of Korea by
reviewing the origins and evdution of advanced oourtries' ODA to date, highlighting the main trend
of the international development cooperation o DAC member states in recent decades, and drawing
some lessons and insights from the review.
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[ Abstract |

This paper attempts to answer the question of how Korean private partidpation investment in
infrastructure(PPl) successful experience can provide lessons and implications for Egypt. The study
found that Korean government could shift to an efficient PPl system by employing a new 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 ablke to minimize the PPl risks to its lowest levels, and effectively dlocate
the risk among PPl parners. With the introdudion of BTL scheme to a PPI risk sharing approach,
Korea expands the PPl scope from economic to sccial irfrastructure sectors. On comparing the PPI
system in Egypt to Korean madel, we found that Egyptian PPl system had nat properly employ a PPI
risk sharing apprcach. Accordingly, it is recommended that, Egyptian government has to adopt a set
of institutional and reguatory amendments for the am o adopting a risk sharing approach to the PPI
system.
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I . Introduction

Public Private Partnerships (PPP) have become
prominent over the last decade, fuelled by
insufficient investment in the economy, growing
pressures on government budgets and a general
concern about inefficient 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 in cooperation with the public sector for
providing infrastructure facilities (MOSF 2008a),
PPl has taken place mainly in economic
infrastructure, such as telecommunication,
power, and transportation. However, attention
has also shifted to social infrastructure, such as
education, health, welfare facilities, and housing,
as well as environmental sector. Traditionally,
those services have been provided by the public
sector for being less attractable to the private
sector mainly due to its difficulty to attain
reasonable retum on investment, and difficulty to
collect fees from users (Jefferies, Mc George,
Cadman, and Eng, 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 PPI approach to fit

for those sectors.
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The rapid increases in the world population,
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 countries budget, and lead
to an inefficient service delivery (ADB 2008).
Traditionally, the main source of financing
infrastructure has been government 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 PPI emerged as a tool that enables
the private sector to be involved in financing,
constructing, designing, operating, and
managing the infrastructure prgjects through a
set of schemes including; the BOO, BOT, BTO,

and BTL (MOSF 2008c).

The PPls 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)
Encouraging the private sector to utilize its
professional skills, creativity and innovation
through the infrastructure projects, ) Efficient
delivery of services. @) Assurance of on—time,
on—budget delivery. Transferring certain rigks to

the private sector and providing incentives for



assets to be properly maintained, &) Low ering
the cost of infrastructure by reducing both
construction costs and overall lifecycle costs
{Eggers and Dovey 2006; OECD 2007; Allard and
Trabant 2008; World Bank 2007a),

PH risk management has been a crucial issue for
a PPI success, According to (Weatherall 2004, 3
A PPl ig a risk—sharing relationship between the
public and private sectors to deliver a desired
public policy outcome and/or public service, A PPI
rigk could only be properly managed if allocated
to the best party being able to bear them (Quiggin
2006, 291, 293). In 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 PPI contracts
play an important role in the success of a PPI
gystem. The government role is also crucial for
minimizing moral hazards that might occur in
PPl projects. A moral hazard describes a change
that happens to the individual behavior leading
him to behave in a careless way due to receiving

overprotection, In a PPl prgjects, moral hazard

could oceur 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
government provide the access to information, or
a big financial support only to a specific prgject in
the case it does not want to allow the prgject to
fail or when the pdlitical cost of the project failure
is too high, Theover 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 minimize projects costs and maximirze its
revenues, leading in return to projects distress or
failure Parker, 2007, 2, 8, and 10; Ho, 2007, 22:
Spellman and Walker, 2006, 5, 12, and 39,

Iossa and Martimort 2008) and Parker Q007)
argued that due to nature of the PPI long life
contracts 25—30, a set of un expected risks might
happen within the project contract time related
to; the depreciation of the assets prices or
change in the value of currency, or change in
regulations, or change in technology, And those
risks will be bearded by the private sector alone if
the government did not identify from the
beginning how the unexpected risks could be
allocated effectively to each party. In that case

the risks bearded by the private sector would be
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reflected as an increase in the services prices.
Accordingly, they suggested that a set of methods
could be employed by the government to mitigate
the unexpected risks in a PPl as follows; (1) Early
anticipation of future risk and its effective
allocation to the contracted parties, (2) Effective
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 gpecific project to avoid its fail might lead to
increasing the risk of moral hazards as was
mentioned by previously studies. On contrary,
effective government role could mitigate the PPI
risks and challenges, In Sum, a government

enabling role is crucial for a PPI success,

In a recent global trend many international
organizations such as World Bank, OECD, ADB,
and the United Nations encourage the countries
worldwide to a great extent to introduce the PPI
system due to the benefits it offers for the
countries. The PPI international experiences
proved to deliver excellent value for money and
much faster delivery than would have occurred
with traditional procurement. 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 gystem failed to achieve its
prospected outcomes of attracting the private
sector to invest in the infrastructure projects, By
1998, only 13 local government infrastructure
projects were launched. “The slow progress of PPI
during these years has been attributed to: a lack
of transparency, excessively complicated
procedures, nsufficient incentives to the private
sector, and unattractive risk sharing
arrangements, additionally the 1997 financial
crises lowered the private sector appetite for PPI
in Korea” World Bank 20072, 52).

While almost after three year of its
establishment, the Korean Government could
successfully understand the shortcoming of the
PHI program and with the revision of the PPl Act
in Jan, 1999 the PPI system turned to be
successful. “South Korea could reach to an
advanced stage in promoting Public—Private
Partnerships in the development of economic and
social infrastructure, through effective PPP
Legislations, and institutions” (UNESCAP 200 7a,
17). The Korean PPI share of the total
infrastructure investment rose from 3.8 percent
in 1998 to 14.0 percent at 2007, at the meanwhile
the public expenditure declined from 96.2 percent

to 86.0 percent during the same period (MOSF



20084, 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

public sector in financing infrastructure,

Korea could successfully shift in a short period of
time from an inefficient PPI system to an
efficient system and which could happen as a
result of a government comprehensive regulatory
and institutional reform program that
implemented an efficient PPI Rigk Sharing Policy.
Moreover, the Korean government could further
utilize a deeper development to its PPl Risk
Sharing approach to fit with the new global
developments and that enabled the PH to expand
its scope through extending its investment from
the economic to the social infrastructure 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
from the economic into social infrastructure
sectors given that the later are less attractable to
private sector? How Korean PPI successful
experience could provide implications for the
government of Egypt in those sectors? The
structure of paper comprises four sections;
section one is the introduction: section two

presents how a New PPl Rigk Sharing Approach

had improved the Korean PPI Performance
through the period after 1998 up to date and the
expansion of PPl scope to support Korea's Social
Devedopment plan. Section three provides main
findings and implications for the Arab Republic of
Egypt on how Korean PPl system could promote
the private sector investment within Two
Selected Sectors, Education, and Environment:
Water Sewage. And finally, Sectionfour is the

conclusion,

I1. Efficiency of the Korean PFI
System

Over the past decades, South Korea had made
tremendous efforts in improving the
environment sector. For instance in the water
sew age facilities, 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 construction 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 management of existing plants,
Consequently, the PPI investment had been
promoted in Environment sector since 2005. As

of 2007, 17 BTL prgjects had been allocated for
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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 8 metropolitan cities and 26

cities and counties),

The PPI prgjects were implemented through BTL
scheme, under which; private sectors builds and
operates the sewage pipes with their own funds
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 wag introduced to utilize private funding
and concentrated on distributing appropriate
facilities at the earliest convenience,” 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 enhancing 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 BI'L investment in the Korean

sewage pipes through the period 2006— 2007,

As can be seen from table 1 Korea's BTL
mvestment in Sewage Sector accounted 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
government 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
8,824km, thereby increasing the sewage supply
rate from 68.1 % in 2004 to 75% in 2007, in

( Table1 ) Korea's BTL investment trend in Sewage Sector (2005- 2007)

Volume (km) 882.4

Contract amount pillion Won) 5,614

157 3561.1 374.3

1,000 2,307 2,307

Source: Ministry of Environment, Korea 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 Gse Sudy fromthe Korean FA
experi ence in the Educati on Sector

Since its introduction in 2005, the BTL scheme
had helped the Korean PPI system to build 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
and universities increased from 255 PPI

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

Through the PPI school projects the private
sector provides the construction, maintenance,
After the completion of the infrastructure 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
time), and after the end of the concession period
the lease ownership is transferred to the

government,

Within the Schools projects the PPl system had
helped in the construction of new schools,
refurbishment of old facilities, expansion of
facilities in need such as ggymnasium, auditorium,
As for the univergities it helped in construction or
expangion of dormitories and faculty residence, or
the construction of a whole university campus,
Additionally, the Korean PPI system gave
concern for the establisment of community
schools, That kind of school includes combining
several cultural, and welfare facilities into one
facility. The includes

school Culture

establishement of : Library, Sports facility, Youth

( Table2 ) Korea s BTL investment trend in Sewage Sector (2005- 2007)

Univ.&College 30 5,825 9 12 4,031 51 11,061
Elementary

&Secondary 225 13,404 265 26,216 483 19,973 973 59,5693
School

Total 255 19,229 274 27,411 495 24,004 1,024 70,644

Source: Ministry of Envircnment, Korea Environmental policy Bulletin

91



training facility. While welfare indudes: Child—
care facility, Public health & medical facility.
Examples of the community schools under the
PPI are; 9 projects had been implemented in
Kangjin multi—complex in 2005. And 11 projects
had been implemented in 2006 in Injae multi—
complex. Furthermore, Centum High School in
(Busan), and Shindorim High School Seoul) are
currently under construction, and are set to be

open in January, 2009,

Case Study Building University Dormitories

* Project Name: Building Student Residence for
National Universities m Dagjeon /Chungnam
Province,

» Competent Authority: Chungnam University
and 3 Other Universities

» Concessionaire: Chungram Eduvill Co., Litd

* Investment: Total amount of investment: 83.7

billion KRW U$95million)

Project

+ Construction of Chungnam Univeristy: 1,348—
room dorm

* Construction of Kongju University: 617-room
dorm

» Construction of Hanbat University: 300-room
dorm

* Construction of Gongju University of

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

rooms in 4 Universties.

2. Lessons | earned fromBIL Shene

1- Effective Risk Allocation Approach: through
transferring the construction and operational
rigks to the private sector, thereby minimizing
the threats 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 PPl 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 PPI

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,

Govarnment 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—Improving the efficiency of the service
delivery through the Government supervisory
Role.

3— Providing a room for the SME to participate
in PP 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 retum in
investment. And which is assured by a
regular payment to the private sector, instead
of colleting theusers 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 tagks among
the different parties according to the concept
of the best to control and mange. Risk
divergification leads each party to be

gpecialized in his own task in PPl project,

thereby enhancing the project efficiency.

3 Grrent FA systemin Eypt

Over the past few decades, the Egyptian
government has been the major provider of
infrastructure projects. However, with a
multiplying population, 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
financed infrastructure projects and their
nability to meet their economic as well as social

goals,

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

Transport.

As can be seen in Table 3 through the period
(1990~2004) 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 PPl investment too the developing

countries through the same period it is noticed
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( Table 3 ) Egypt Private Participation in Infrastructure projects by Sector(1990~2004)

Energy Electricity

Natual Gas

Total Erergy

Telecom Telecom

Tota Telecom

Transport Airports

Seaports

Total Transport

Total Education

Tota Water and sewerage

Total

Source: World Bank PPT

that the Egyptian PPI still remains very lLimited,
For example within the sameperiod, Czech
Republic PPI achieved US $ 16.8billion, and
Colombia achieved US $ 14.7 while South Africa
achieved US $ 18 billion. As for South Korea it
achieved US $ 33 billion, Moreover, it could be
noticed from table 1 that there were no PPI
investment in the Education, and the
Environment Sectors through 1990 till 2004,
Actually, the PPI 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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3 1,158
220
4 1,378
4 3,964
4 398
6 398
2 461
8 859
0 0
0 0
16 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 attain a 6.2% 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 infrastructure 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
mfrastructure 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
mfrastructure spending in 2007, compared to an
amount of US$ 8.2 billion representing the total
infrastructure investment needs for the same
yvear, and which in return creates an
mfrastructure gap of US$ 3.9 billion, This huge
nfrastructure gap provides an indication that the

Egyptian infrastructure is still facing great

challenges,

Egypt's infrastructure challenges for the social

( Table 4 ) EgyptInfrastructure Needs in 2007

GDP Growth Rate
GDP

Currert Infragructure  Spending

Needed Infrastructure  Spending

Infrastructure Gap

and environment sectors, Firstly, within the
education sector the Egyptian government
gspends around 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 misallocation 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
mefficiency of the institutional framework, and
which result in double counting, and

misallocation of resources and above all

mismanagement of the expenditure process,

Moreover, another major concern in the

7%
116.7 (Bilion US$)

4.3 Bilion US$)
(3.7% of GDP)

8.2 Bilion US$)
(7% of GDP)

-39 (Bilion US$)

Source: Um, Paul Noum ba, 2008, Fconomics Support Unit, World Bank. “Egypt PPP Capacity Developm ent Support” Presented
atthe Warld Bank  Egypt PPP Developm ent Corference in Egypt, May 12th, 2008
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educational sector in Egypt is the problem of the
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 many classes reach 80 students
which makes learning of any kind virtually
impossible’. “Additionally, the kinds of furniture
used are not fitting for activity—based learning”
(HDR 2005, 20). Over and above, although Egypt
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 regions inside Egypt,
where the lower Egypt lag far behind the Upper
part. On 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 poor in
terms of quantity, and quality. Also, there are
digparities in the services quantity and quality
between and within governorates, particularly
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 damage costs resulting from a low
water and sanitation qualities were set to be LE

5.35 billionin 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 PPI program was
adopted in June 2006 with the aim of expanding
PPl 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 implemented 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 by which the PPI eligible
facility types are chosen, However, the Egyptian
new PPl program is considered to be in its early
stages of developments, where all PPl projects
are still in the selection process, in addition to the
PPI Projects are set to start implementation

through the period ©008~2012).

Moreover, the Egyptian New PPI program



complies with the one implemented by the
Korean government in terms of the similarity of
the two programs in giving more concern to
gpecific 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
apecific sectors {(education and sewage) within the

Social and Environment sectors,

Table 5 presents the total investment allocated
within the New Egyptian PPI program for the
Social and Environment pipeline projects, As can
be seen from the table the total investment
allocated for the PPl investment for the social
and environment sectors accounted to US$ 6.12
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

( Table 5 ) Egypt PPl Pipeline* Projects in Social and Environment Sectors, as of 2008

Totd Social Infrastructure 612
Education
Health

Tota Environment Sector 220
Water Sewage

that reflects the similarity between the Egyptian
and Korean Model in giving more concern to
those gpecific 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 building of new
2210 public schods; the project will be divided
mto 7 batches within a period of 5 years. 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 project the private sector provides the
construction, maintenance, and non educational
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

(IS Rilions)

Source: Egyptian Ministry of Finance PPP Central Unit 2008 ‘PPP Dovelopmoents in Egypt” Presented at the Warld Bank
Egypt PPPD cvdopment Conference in Egypt May 12th, 2008. *Hpeline Projects: Current PPI Prgjects that arce ready to

belunched during Period (2008—2012).
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services provided by him,

As 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
attention of the Egyptian government to employ a
PPl system in that sector. In order to meet the
challenges of the fast growing urban population
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 would not be achieved. Consequently, a PPI
system is planned with a master plan to build new
Wastewater Treatment Plants with a treatment
capacity of 125 million cubic meter/ day &o 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 meters per day and is expected to
be operational in 2010, The project Service Area

covers the New Cairo City.

3) PPl Regulatory and Institutional Framewo rk

in Egypt

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

parliament hasto ratify the case by case prgject.

As for the Egyptian PPI ingtitutional framework,
there are no organizations established under the
PPI system. Instead, the Central PPP Unit
achieves most of the PPl system activities., The
Central PPP Unit is under 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 ministries and
public bodies, promoting the national PPP
initiative, and developing PPP best practices,

models, and standards for Egypt.



Finally the selection process of the PPl projectsis
conducted according in Two Stages as follows: ()
PQ (Pre—Qualified Evaluation). Pre—evaluation
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 PPl 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
mternational advisor is appointed for the case by
case project to assist in evaluating the PPI
projects to be selected. Furthermore, the
Egyptian PPI selection evaluation process is
conducted according to VFM Value of Money
techniques. Additionally, only the solicited

projects are allowed in the Egyptian PPl system.

Il. Main Findings: Role of
Government in the PPI System
— Egypt and South Korea

The following table presents a summarized
comparison of the government role in the PPI
gystem in the Republic of Korea, and the Arab

Republic of Egypt for the aim of pointing out the

similarities and the differences between the
government role in the two countries, followed by
an analysis of which policies and institutional
framework had benefited the Korean government
in implementing the PPl reform program in order

to draw lessons 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 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 by which the
PPI eligible facility types are chosen. However, the
Egyptian PPI system does not employ a risk
sharing mechanism, and this could appear in the
absence of the necessary regulations, and

institutions in PPI system.

As table 6 presents, the set of regulations and
institutions that the Egyptian government lack
and are found in the Korean model are as follows;
firstly, the Egyptian PPI system does not have
specific law for PPI 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

prgject; the Guide does not provide international
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( Table 6 ) Role of Govemment Comparison between Egypt and South Korea

Responsible Ministry

Role of Regp onsible
Ministry

PRI Central Unit

Others Minigtries
participating in PPI
program

Criteria for Selecting
PPI Projects

Incentives and Risk
allocation
Mechanism s

Separate
Crganizations in
PH System

PH Legal System

Annua PPl Plan

PP Projects

Selection Process
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Minigtry of Finance

Development of Primary PP policies and
egtablishment of comprehensive investment plans,

Central PPP Unit,

under the direct supervision of the Minigter,

fts major Role:

» | Create ard implement framework for Egypt s overal
PPP program

» | Selection process of PPl projects,

» | PPP Satdlite Units wihinthe Procuring Ministries,

» | Mnigtry of investment;

Responsble for: easyaccess far infomatonto hvestors,
promotion for PPl world wide,

» VFM Value of Money Mechanism

» Specffic incentives given to the PPI Projects, they
are treated as ordinary public and private projects.
» MechanismsemployedtoPPIProjects

No Separate organizations, all the PPl tasks are

under taken by the Central PPP Unit

PPI Guideline,No  sp ecific Law for PH Projects

Ministry of Stategy and Finance

Private investment Commitee, underthe direct
supervision of the Minister,
tts Role:

» | Desigrates central management PPl projects and

concessionares

» | PPP procurhg Ministies,

» VFM Value of Money mechanism

A Risk Sharing Mechanism that includes; Minimum
Reverue Guarantee MRG, Risk Mttigation for foreign
Exchange Rigks, Buyout Rights & Compenseation on
Termination Payments.

B)Financia Support Mechanism that includes Tax
benefits, Construction subsidies, and freedom on
detecting the return on investment.  discussed ina brief
in (Section 3.4)

» PIMAC: Public Private Infrastructure Investment
Management Center
» KODIT: Korean Credt Guarantee Fund

PPl Act

Regulates the rues gowerning PPl program including: Rules for Selecting PP projects, Defining  Eligible Facility

Types, Implementation Scheme Process, Rulesfor Termimation mechanisms, Role of Public and Private Parties

No Annual PP Plan

Two Stagesfor PP Selection:
1) PQ Pre-Qualfied Evaluation) Pre-evaluation of

PPI Act issue an annual PPl Plan, and which
amounce the solicted PPlannually selected projects,
in add tionto identifyingthe following:

» The Long-term Development Chbjectives

» Investment Priorities

» Nationa Policies and Straegies for Infragructure

Development

the projects proposal before being accepted to enter the

tender, and is followed by renegotiation with the private partiesto reach ona final proposal,

2)Main Bvaluation (Bidding): selection isbased on Technology and beg Prices.



Authortty . o ) ) )
. Central  PPP Untt, in coardination with PPP Satelite Units
Responsble for . ) e ) . .
) within the procuring ministries appoirts ore inter ratoral
Selecting the PP ) )
. advisor forthe case by case project.
Projects

The projects eligible

) Only Solicted Proects
for PPl Selection

PP onestop service

Source: Authors’ own research

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

to PP projeds.

Secondly, the Egyptian model does not provide
any kind of risk sharing regulations in PPI
gystem. On the other hand, the Korean model
employ a set of risk sharing regulations, by which
the government is committed to share a part of
the unexpected risks with the private sector. Due
to nature of the PPl long life contracts 25-30, a
set of un expected risks might happen within the
projed contract time related to; the depreciation
of the assets prices, or change in the value of
arrency, or change in regulations, or change in
technology, and which could be reflected in an
increase in the services prices and that might lead
to project distress or failure, The set of Risk
allocation mechanisms introduced by the Korean

government included; Minimum Revenue

No  Specific organizaton for the PPl Projects.

PIMAC

And which isa separate arganization,

Empbys a high level of echrician experts wthinthe maor
fields related to the infragtructure sectors, and that have
high level of the projects evaluation  techniques

Bath Solcited, and Unsolicited Projects

PMAC

Guarantee MRG (o avoid change in market
condition rigk), Construction subsidies, and Rigk
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 PPI

projects).

Thirdly, the Selection process of the PPl prgjects;
the Egyptian government does not have a
separate organization that decides on selecting the
PPl approved prgjects. In Egypt, the selection
process is done through central PPI unit
incorporation with the appointment of
international advisor for the case by case PPI
praject. On the other hand, the establishment of
the Public Private Infrastructure Investment
Management Center PIMAC in Korea as a

separate organivation with a sufficient mumber of
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employed technicians and experts, has the
advantage of improving the evaluation techniques
for the seledion process, thereby ensuring the
selection of the best PPl projects among the
different competitors, and an efficient risk dharing
approach. Also PIMAC has the advantage of
acting as a one—stop service for the PPl investors,
thereby making it much easier for the private
parties to deal with one gpecific 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 PPI 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
prgjects. The Unsolicited Project provides the
private sector the opportunity of proposing new
projects other than those originally planned by
the government, thereby giving the private sector
the opportunity to be more creative in proposing
new ideas or thoughts that might have not been
clearly observed by the government 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 projeds, other
private sectors are allowed to submit their
proposals for the same project, thereby
competition arises in the (PQ) stage, leading the
projed cost to be minimized to its actual margin,
and resulting in cost effectiveness for the sake of

the consumers,

Finally, the Korean model differs from the
Egyptian in the establishment of a separate
organization; the Korean Credit Guararntee Fund
KODIT, and which provides guarantees for the
PHI projeds, thereby, from one side, inducing the
private sector to PPI projects, and from other side
securing the PPI projects from a collapse that
might happen due to any unexpeded financial
distress that could face PPl prgjects during their
long life contract, Hence, assuring the

sustainability of essential services for consumers.

In sum, on comparing the PPl system in Egypt to
the Korean model, it was found that 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. Accordingly, it is recommended

that, in order to enhance the efficiency of the



( Table7 ) Lessons fom the Korean PPl Experience to the Egyptian New PPl Program in the Social and Environment Sectors

Institutional Reform

Separate Law for PPl Proects
(Act on PP}

Risk Sharing Mechanisms
Revised PPl Act (1999)

Regulatory Reform

Expanding PPIRisk Shating fo fit
Socialand Environment Sectors
Amendmerts of PPl Act 2005)

1) Establishment of Separate
Crganization for Selection
Process
PIMAC:

Improving PPl selection
techniques, leadingto
Effective Risk allocation

2) Establishment of Separate
COrganization provides Credit
Guarantees for PPI Projects

SeparaeLawforPRoferollowin
gBenefis:

1)Provides a set ofincertives
to PPI, and which could not
be provided without
separae law

2) Avoidingthe parliament
case by caserétification for
PPl projects

Gowvernment share portion of
PPIrisk with the private
sector:

1) Risk Mitigation for foreign
Exchange Risks, Buyout
Rights & Compensation on
Termination Payments.

2)Financial Support: Tax
berefitsfor PH,

Introduction of BTL Scheme:

Trarsferring  construction and
operational risks to more than
one party, government role is
[Lnice supervisory.

KODIT:
Provide credit

3)Providing international fixed
normsand standardsfor PPI
projects ingtead of the
appointment ofa case by

Guarantee for
PPl projectsto cover
unexpected risks in PRI

case international advisor for
each project

Congruction subsidies

3) Introduction of Unsolicited
projects: enhance private
sector creativity, and lead to
cod effectiveness

Source: Authors' own research

Egyptian new PPl program, the Egyptian
government has to adopt a set of institutional and
regulatory amendments to its PPl system for the
aim of adopting 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 regulatory
and institutional reform recommended to be

employed by the Egyptian model, and are found

in the Korean Model are as follows:

® Regulatory Reform Program:

« (Revised Korean PPl Act in 1999); Government
Sharing Mechanism ,at which government
Share portion of PPI risk with private sector,
and that in away to minimize PPl Rigks that
mighth appen through PPIl on glife contracts
25—30. These Risk sharing mechanismsin
cluded the following: Risk Mitigation for
foreign Exchange Risks, Buyout Rights &

Compensationon Termination Payments, in
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addition to the revised act introduced the Un
solicited Projects to PHI eligible projects.

+ (Amendments to PPI Act in 2005); Introduction
of BTL to social and environment sectors, at
which the PPl 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 Private Participation in Infrastructure
PPD); Separate law for PPl 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

imternational advisor for each project

B [nstitutional 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 PPl partners, in addition to
itsimportant role asa one—stop service for the
PPl investors,

*» Establishment of KODIT and which; Provide
credit guarantees for PPl projects to cover PPI

unexpected risks,
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IV. Conclusions

Korea could shift in a short period of time to an
efficient PPI system by employing a new risk
sharing approach for its PPI 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
being able to minimize the PPI risks to its lowest
levels, and its effective allocation among the PPI
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 PPI have taken place mainly in economic
infrastructure, such asg telecommunication,
power, and transportation. However, recently,
attention has turned to expand its scope to reach
social infrastructure, such as education, health,

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 OECD average. In
order to support the government social

development plan, the PPl scope was expanded



from the economic to the social infrastructure
sectors in 2005, The Korean experience provides
evidences for the importance of the PPI in
enhancing the performance of the Social and
Environment Infrastructure Sectors, A similar
program had been adopted in Egypt since June,
20006, seeking to expand PPl scope to the social,
and environment sectors such as, Education,
Water and Sewage, and Health, Nevertheless,
The Egyptian new PPl program is considered to
be in its early stages of developments, where all
PHI projects are still in the selection process, and
the first Projects are set to start implementation

through the period 2008~2012.

On Comparing the Egyptian PPl system to the

Korean Model, it was found that the Egyptian

PPI program complies greatly with the one

implemented by South Korea and that in terms of

the following:

* Similar PPl Structure 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 PPl eligible
facility types are chosen,

+In Both countries, within the PPl model, a
gpecific 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 procedures of
the PPI system in the two countries, the Korean
PPl system achieved tremendous advancement,
however Egyptian PPl system is considered to be
i its early stages of developments. On comp aring
the PPl system for the two countries it was
noticed that the Egyptian PPl system does not
employ a PPI risk sharing approach. In Korea, a
new rigk sharing approach was achieved through
a suceessive government enabling role; policies
and institutions that were being able to minimize
the PPI rigks to its lowest levels, and effectively
allocate the risk among the PPl partners. The
Egyptian PPl system lacks the necessary
government policies, and effective institutions
that decide on selecting, and allocating the risks
among the PPI partners, thereby leading the
Egyptian PPl system to be incap able 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
n order to enhance the efficiency of the Egyptian
PPI system, the Egyptian PPI system has to
enhance the efficiency of its regulatory and

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

Korean model, including the following;

m A Specific law for PPI Projects (Act on Private
Participation in Infrastructure PPI) and which
offers the following benefits:

() Within the framework of the PPI Act the
PP Projects are provided a set of incentives,
and which could not be provided without a
separate law for PPI 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 PP project

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

case international advisor for each project.

The Korean Model employed an effective risk
allocation and which was achieved through
improving the evaluation techniques of the PPI
selection process as follows:

() Establishment of PIMAC (Institutional
Reform) as a separate institution that
improved the evaluation of 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

PPl investors,
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B Also 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 that
in away to minimize PPl Risks that mighth
appen through PPI long life contracts 25—30.
These Rigks haring mechanism sin cluded the
following: Minimum Revenue Guarantee MRG,
Rigk Mitigation for foreign Exchange Risks,
Buy out Rights & Compensationon Termination

Payments

The Korean Model provided incentives to
Private Sector to induce him to invest in PPI
Projects including the following:

(1) 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 PPI

projects.

The Korean Model employed further
developments for the Risk Sharing Approach to
expand the P scope from economic to the social
infras tructure and which wasd one through the

introduction of the 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 PPI for those sectors.
‘Where the benefits provided by a BTL Scheme

for those Sectors could be as follows:

1-The BTL introduces an efficient risk
sharing mechanisms by transferring the
congtruction, 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 BTL Scheme the
government role is being away of the
construction, and maintenance tasks,
thereby enhancing 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 SME to participate
in PPI projects. In PPl projects, large
construction companies have problems in

preparing several projects due to the lack of

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 SMEs to
participate in the PPI projects. Promoting
SMEs role in infrastructure projects is
crucial due to their importance as an
enginefor economic growth,

The BTL is considered to be more suitable
for the social infrastructure facilities, as
theses sectors have the common
characteristics of} low returmn, 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 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 regulationsregarding
the number of students in class, or
education hours, or usage of building after
school hours 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 PPI project,
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thereby enhancing the project efficiency.

Finally, this paper clarifies that even though the
efforts done by the Egyptian government in
promoting the PPI in infrastructure, the
infrastructure challenges in Egypt remains n 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 PPl role, and which could not be
achieved without a successful PPI system capable
of inducing the private sector to invest in the PPI
projects., Given that, the Egyptian new PPI
program for the social and environment sector is

in its early stages of development, and since a
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gimilar program that had been employed by
South Korea had achieved tremendous success,
Accordingly, the Korean experience could draw
important lessong to the government of Egypt on
how to achieve PPI success for those sectors. As
could be observed from the Korean PPI
experience a successful PPl model entails the
employment of a risk sharing approach capable
to minimizing the PPl risks to its lowest levels
through effectively allocating therisksamong the
PHI 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
of institutional and regulatory reform

amendments,
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