CHAPTER 4

FEASIBILITY ANALYSIS& PPP PLAN

4.1.0 Introduction

It is essential to examine the most critical aspettthe project before making commitments on
investment. Thus, it is worth spending a small amtaef money on an exercise called pre-
investment study/formulation. This cost may varpeteding on the size of the project. However,
during this process, based on the analytical stfdhe data and other information collected,
enables the project sponsoring organization/Departrto stop further expenditure at any stage
of investigation when the data indicate unfavorabémds. Today’s projects especially in the
urban development sector are focused on achiepegifec social & economic development
objectives. Although, problems galore in all typégprojects, it is now increasingly noticed that
development projects generated by the local goventsn public agencies and Government
departments have been faced with unclear outpetims of quality and quantity.

The Project Formulation exercise is done with a view to;
1. Understand various dimensions of the project froverg broad angle

2. Facilitate the project authorities to take a decisas to whether it is going to be
beneficial for the organization to conduct a dethileasibility study or not.
Otherwise the project idea may be dropped at ttageswithout proceeding or
probing any further.

3. A well formulated project is the one which preseatsery unbiased picture of the
project idea in more clear-cut terms with regardltdhe above factors.

4. The project authorities should use the informagienerated through the formulation
exercise to identify the deficiencies and gaps t@keé remedial measures ahead of
time.

5. Projects leading to loss in terms of money, timd dasired output need immediate
attention.

6. Pre-investment study and investment decision in prgject in the government
should become the important function.

7. Preparation of detailed feasibility report shoukl undertaken only when there are
evidence of number of positive indicators to gotfa project.

8. During the pre-investment study, technical assessnezonomic appraisal, input
analysis, project design, cost analysis is donastess whether the inputs that are
required for the project implementation are avddaldSuch inputs are identified &
guantified so that it becomes an important inputtf® cost-benefit analysis of the
project.
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9. The project has also to be assessed from the pounew of social benefits. Most of
the urban development projects are aimed to achdrect and indirect social
benefits. For example, a water supply project féovan has direct benefits such as
supplying the required quantity of safe water te llouse-holds. At the same time, it
has indirect benefits such as reducing the watanebdiseases, health improvement
of the people, increased work out-put because pfared health etc.

4.1.1 Preparation of PPP Plan
The approach to preparation of PPP Plan startsamisttysis and selection from the set of
possible projects identified in the sector. The PRiess for individual projects begins from
this stage. Selected projects that might becomes BR&uld be analysed for their quality as a
project and checked for their suitability to beteyeloped as a PPP:

* Project pre-feasibility analysis

* PPP suitability checks
Pre-feasibility analysis is a necessary stagearettaluation of an individual PPP project.
Suitability checks are made to ensure that supppenvironment for the project exists and
aspects such as legal, institutional and markedagpare well-defined. The purpose is to weed
out poorly suited projects early, before more resesiare used on developing them as PPPs. For
the purpose of suitability checks, the Toolkit deped by the Department of Economic Affairs,
Government of India should be utilized

The PPP Plan will have to be prepared preferably for every riistin the state integrating all
sector-wise projects and the process involvesdhewing basic steps and institutions;

* PPP Cell in the Department of Infrastructure Depelent at the State Level and District
PPP committees will initiate the process of idécdiion of projects in consultation with
respective departments, ULBs, PRIs and public agenc

» A comprehensive survey of need based projects wdnald be taken up on PPP mode in
each district and sector. Take the advice of egp&xdm Government and Private
Sector(transaction Advisors) to develop PPP prsject

* An annual PPP plan of each department/ULB/PRI/ulfjency need to be prepared by
identifying shelf of projects under each applicabéetor as mentioned in the Karnataka
Infrastructure Policy 2007. This will done by th@HRP Cell in coordination with district
committee and experts from Government and Private.

» To prepare a shelf of projects to be offered foP RRd take them forward with assistance
of the owner departments through a transparentts@ieprocess.

» Screen out projects that cannot be taken up onrédfe where the Government alone
can directly invest, especially in backward regiamsl which are purely social service
oriented.

» Each Department is to prepare a PPP Plan with alNOfficer to look after the PPP
projects & to coordinate with State PPP Cell.

» Each Dept, in association with State PPP Cell thbadentify, conceptualize & structure
probable PPP projects and prepare a concept ndteling the need & benefits of doing
under PPP mode, its main features, VFM (Value fonky) test etc.

» All projects should normally be tested for PPP aatdity — for fully state funded
projects.
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The shelf of probable PPP projects is to be pléeddre the State PPP Cell & State level
committee.

Conduct feasibility analysis and after ascertainimg feasibility and viability, prepare
DPR, concessions required, land requirement of V{gpes of State support, VFM
analysis.

To leverage State and Central Govt. funds to sugpavate investment and to create a
conducive environment to utilize the efficiencieanovativeness and flexibility of
Private Sector to provide better infrastructure sevice at an optimal cost.

Setting up of a transparent, consistent, efficighininistrative mechanism to create a
level playing field for all participants and protéaterest of all stakeholders.

Putting in place an effective and efficient inditnal mechanism for speedy clearance of
the projects.

Provide necessary risk sharing framework in thgegtcstructure so as to assign risks to
the entity most suited to manage them.

Facilitate capacity building & training of officelthrough ATl Mysore, iDeck, IDD and
other Agencies

Putting in place an appropriate and robust regojdtgrievance redressal mechanism.
Provision for contingency of failure & abandonirgsld be made at the
conceptualization/ Project report stage.

4.1.2 Critical Successfactors

» Favorable Karnataka State Infrastructure policy&urfe work
» Consensus and political support
» Cost recovery & Risk sharing between public ansgig sector

Some other critical issues:

The value for money assessment takes into consialetthe costs over the life cycle of a
project;

The value for money assessment takes into consiolere risk allocation and focuses
on the impact of the risk transfer on the costhéogovernment or society

The value for money assessment is based on theigles of discounting i.e it present a
net present value of all future cash flows takintpiaccount that future cash flows are
less attractive than current cash flows as reftebtethe use of a discount rate;

The value for money assessment. Upon review of thielvalue for money assessment is
to be updated based on the actual bids.

Choice of the tender strategy, most notably cortipetbidding versus direct negotiations
or unsolicited proposals;

Nature of the tender strategy, in particular tiféedence between value for money driven
tender procedures versus accelerating investmenendender procedures.

The coherence of the contract, most specifically talation between risk allocation
specifications and payment mechanism
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4.1.3 Illustration on I dentification of PPP Projectsfor School Education

Policy

Outcome

Output

No child left out

Availability of 1 school for
every 20,000 population

About 250 schools to b
constructed

Free Education for girl child

Girl child to be educated fre
up to 10 class

Fund for offsetting cost 0
education of girls

Flexible timings for school
for wide outreach

Schools with adaptive timing
& Curriculum in order tg
allow flexibility to girls to
study

3-shift policy introduced in
schools

No girl left out

More schools for girls

33% of schools for girls

Retaining and Enhancing GE
especially for girls

Primary GER improved to b
10 percentage points eve
year, 15 PP for girls

Incentivizing  retention
students, especially girls

o

i

ult

Ensuring adults are educateq Adult  education to  bg¢ Increasing the number of adt
enhanced education centres
All schools to be housed | Decrease in percentage |Increase the construction

permanent buildings

school without building by &
% per annum

schools

4.1.4 PPP Planning Approach & Shelf of Projects

The PPP life cycle refers to the process of comnazing a PPP all the way through the
termination of a PPP. As such this process incltioe$ollowing phases;

a.

b
c
d.
e

Identification and Organization
. Feasibility and viability

. Analyse and Structure

Tender and Contracting

. Implementation and Monitoring

Further at the department/agency level, each of the service/work/project being considered
for PPP mode need to go through the following stages.

Unbundling/Bundling of Services
Needs Assessment of services to be taken up ufieaRd Government
Identify parts amenable to PPP
Select Mode of Privatization

- Divestiture assets/Rights are Sold or
Transferred for BOT, BOO, BOOT etc.)

Contracting Out
Financing
Deregulation
Invite Bids
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Assess the Bidding

Selection of Bids

Preparation of Contract

Award of Contract

Monitoring, Evaluation and Impact Assessment

Once a PPP project is conceived and identified kdyequestions that need to be addressed
are;

1.
2. Is a PPP achievable ?

3.

4. Does the projects fit within the respective seqiolicy i.e does the project serves a

No o

Is the project desirable ?
Is a PPP likely to be attractive ?

purpose & objectives of the sector policy.

Does the project has political support

Is the project adequately justified i.e. is thedear rationale for the project

Is the possible PPP legally viably i.e. are thepelegal impediments to a PPP e.g. is
private participation allowed, is it allowed to cha users and so on;

Is the project affordable i.e is there a fall bagkion should the PPP appear not to be
financially viable or require some level of fissaipport ;

Is there sufficient market appetite for the projéct ensure an adequate level of
competition for the purpose of competitive pricingte market appetite is defined by the
respective market for infrastructure developmet kkey characteristics of the project

most notably ts risk profile and the PPP readiné¢sise respective constituency ;

The attractiveness of the PPP is defined by tHevihg elements ;

1.

2.

3.

Is there the possibility to transfer risks in orderenable the private sector to deliver
value for money ;

Is there the possibility to define the specificaian output terms to allow innovative
solutions and consequent value for money ;

Does the project have sufficient scale and pradieptial to offset the transaction cost,
for both the public sector and the private sectioictvare commonly higher for PPP than
for conventional procurement ;

Is there sufficient time for project preparatiorddhe tender and contracting procedures,
which may be in the rage of 6 months to 2 yearsvemdh are commonly more lengthier
than upon conventional procurement ;

Is there the possibility to optimize life cycle tag or are the life cycle costs
predominantly capital expenditures ;

Are there any issues with regard to employee rights there the possibility to transfer
the operating responsibilities without endangeengployee rights.

If a project is assessed as a suitable PPP byetisian maker, the next step is to establish a
project environment. The project environment nofynalcludes the following element :

1.

Steering Committee comprised of the major publaksholders to ensure coordination
and commitment and with the responsibility to guitke project development and
approve the key features proposed;
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2.

Project Manager who is to be a seasoned expeRkhdhd experienced project manager.
The project Manager is to manage the project teadnt@ act as the linking pin between
the Project Team and the Steering Committee anétbgct manager is the face of the
project.

Project Team , which is normally to a large extwomprised of transaction advisors and
other relevant advisors complemented by some iatestaff to ensure alignment with
internal procedures and policies.

The senior decision maker should allocate sufficiesources for the establishment of the
project environment, possibility supported withafirtial support from the India Infrastructure
Development Fund for which guidelines are availabled should communicate regularly with
the members of the Steering Committee and the &rojanager.

One the project is assessed as suitable and tfexpemvironment is in place, he next step is to
analyse and structure the PPP. This includes priedonty the following elements ;

3.

4.

1. Design of an appropriate risk allocation framework;
2.

Appraisal for an economic, financial, social andimnmental perspective to ensure that
the project meets all the respective requirements;

Design of an appropriate fiscal support packageeifessary to ensure a suitable and
bankable financing structure ;

Assessment of the possible value for money fromyapp PPP in comparison with
conventional procurement.

If the outcome of the financial analysis is thag froject is not self sustainable, the decision
maker need to decide on how to support the bankalod the project i.e. the fiscal support
package. There are various options in this respsxst notably:

1.

The use of guarantees, which in essence impliesvigion of the risk allocation and
which will reduce the project risk profile and cegsently the required rates of return
from the capital providers which are a functiortled risk the respective capital providers
are taking; in principle, the government would ltkeavoid guarantees.

The use of grants in order to reduce the privatanfting requirements. Govt. of India
and some State Governments have the scheme ofliyigbap Fund which allows for a
grant up to 20% of the capital expenditures;

The use of in-kind contribution e.g. Land would ued the private financing
requirements;

The use of debt facilities, most notably long-tedebt, which is relatively scarce in the
private financial sector. In india, this facility iprovided by the state-owned India
Infrastructure Finance Company Ltd.,

The use of risk-capital facilities, i.e, the puldiector taking an equity stake in the project
company. This option is to be considered with dare @s it implies that the government
will have not less than 3 roles: Contracting autliprregulatory authority and
shareholders. These roles all have conflicting egie
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4.1.5 PPP Toolkit of Gol

The Government of India has developed PPP Toolkiteh-based resource that has been
designed to help improve decision-making for infiacture PPPs in India and to improve the

quality of the PPPs that are developed. The TodKibr use by PPP practitioners across India in
both the public and private sectors. It has beaigded with a focus on helping decision-making

by Project Officers at the Central, State and Mipaic levels. Other users, including PPP

practitioners in the private sectors, will alsadfitthe material useful.

4.1.6 PPP process:
Phase 1: PPP identification, covering strategic planning, project pre-feagipanalysis, PPP
suitability checks, and internal clearance to pedceith PPP development

Phase 2: Full feasibility, PPP preparation and project clearance, covering project appraisal

including a full feasibility study, PPP preparatiocluding draft documents, and in-principle
clearance

Phase 3: PPP procurement, covering procurement, final drafts of bidding dioents, final
approval and project award

Phase 4: PPP contract management and monitoring, covering project implementation and
monitoring over the life of the PPP

The PPP process

PPP identification PPP development pipeline PPP operation
Phase 1: Phase 2: Phase 3: Phase 4.
Strateaic planning, Full feasibility  Pracurement, Contract management
Project pre-feasinility Study. PPP - Final approval, and monitaring
PPP suitability testing, preparation,  Award
Internal clearance Clearance

Phase 1 takes place before projects are allowed to erdethé development pipeline. The
purpose of Phase 1 is to ensure a quality pipe@inPPPs. This is a very important Phase.
Projects that are in Phase 2 or Phase 3 are iiPBR development pipeline’. This means they
are under detailed study, development and (if Hreygood enough) procurement as a PPP.

Projects that are successfully developed througtaward of a contract to a private bidder then
enter the operations Phase, covered in Phaserodhcases Phase 4 is the longest Phase in the
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life of a PPP. This Phase is focused on monitotiregterms of the contract to ensure that the
infrastructure services are delivered to the agretadidard. For a PPP to be successful the
Sponsoring Authority must remain engaged with ttegget throughout its operating life.

The toolkit includes a series of Readiness Chetlk®w points in the PPP process. At each of
these checks the project must prove that it isyéadontinue to further development as a PPP.
If a project is not ready it must either be imprwa it should exit the process altogether to
make way for a higher quality project.

For this reason, a project is called a ‘potentRPPuntil it has been given final approval by the
relevant Authority in Phase 3.

A set of toolshas been developed to assist the analysis ansiateonaking of potential PPPs.
These tools are used at several stages in the IPEEsp. The tools are:

- PPP family indicator tool, to show typical options for PPP mode in the seetnd to give a
starting indication of which PPP ‘family’ might bighht for the particular project.

PPP M ode Validation tool, to use a risk allocation analysis to help deéidither which PPP
mode the project is best suited to

The PPP Suitability Filter, to test how well suited the project is to bein@RP. Used in
Phase 1 during the selection of projects for PRieldpment.

« PPP Financial Viability Indicator M odel, to analyse the key questions of financial vi&pili
and test these usinghat-if?" scenarios. Used in Phase 1, Phase 2 and Phase 3.

« VFM Indicator Tool, to help check how likely the project is to praxidalue-for-money to
the public sector. This is used in Phase 2 andéPBas

« Readiness Filter, to check that all the important steps have bedlowed and that the
project is suited to further PPP development. Usedll Phasesduring the Readiness
Checks.

4.1.7 Strategic Planning Exercise
Preliminary needs assessment study

- The key drivers for planning an infrastructure peosgme are the service needs of the
end-users. An overall needs assessment shouldfdedcaut taking account of the types
of services users will need, total user demandtliose services, and all sources of
existing and planned delivery of services.

- Planning for infrastructure services that are ptedi by assets with long lives should
include a needs assessment that covers a corresglyntbng period. This requires a
holistic view taking account of factors that migtftect the level and location of demand,
including expected and planned urban and industeaélopment.
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« Infrastructure services can be defined and measnrdal for all users and broken down
into totals for specific groups of users. The smat plan should provide at least a
preliminary assessment of needs for user groupswbald beserved by particular
infrastructure assets or integrated systems. Tleasethen be mapped to individual
project interventions.

- Defined services in the roads sector would inchetacle kilometres, peak-hour flows.

- Examples of specific user groups include roadsosegsers of a particular route or
corridor, such as commuter traffic, light commelr@i@hicles, buses, multi-axle vehicles
etc.

4.1.8 Pre-feasibility analysis

The pre-feasibility of the project should incluthe following preliminary analysis::

Needs and options analysis

Legal feasibility

Technical feasibility

Scoping social/environment safeguards analysis

Preliminary financial viability including expectatis of required Government financial support
Institutional capability analysis

Identification of next steps required

4.1.9 Full feasibility Study and PPP duediligence

Contents of the full feasibility study

The analysis and information contained in a feéigistudy will in general include those listed
below. Each of these is a detailed separate seofidhe toolkit. Sector specific contents of
feasibility studies are given in the tools section.

The general contents of a feasibility study inctude

Market analysis and project scope, to assess the need for and appropriate scope @irthect,
building on the work already done at the strat@ipmning and pre-feasibility stage. This would
include:

Needs analysis — does the project meet an end-user need? Doemfiibute to meeting the
objectives of the sponsoring authority? Who wi# tisers be?

Options analysis — what is the best option for meeting the servieedn a no-asset solution,
existing assets, or new assets?

Define the output — what services will the project provide?

Estimate and forecast demand — what level of demand is there for the outputsryises from
the project, and how much are users willing to (@yat isthe value of the demand)?
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Social and environmental feasibility, including the requirements for impact assessmants
for the associated mitigations

Technical feasibility and technical parameters based on the market sésalincluding
specification of required facilities and scenargdsproject size, for use in preliminary project
design

Risk studies and refined PPP mode — Assessment of the risks associated with the giroje
study of which party is best able to bear each, skl refinement of the PPP mode selected at
the pre-feasibility stage

Preliminary cost assessment, to within a sufficient range based on the tecHnspecification
and assessed project risks

Financial analysis and due diligence, incorporating grojectedrevenue structure (eg. Proposed
tariff, required annuity) and assessing any neefdiriancial support from the public sector

Economic feasibility — Assessment of overall net economic benefit efgttoject, incorporating
estimated project benefits and costs including manket factors such as those from the social
and environmental assessment.

Other PPP due diligence activities, including value-for money analysis if data is éafalie

Project implementation schedule, including an outline of the proposed PPP procurdraed
award process through to technical and financiagegl an outline of the construction schedule
and target operation date, and any phasing thptaisned for project extensions or ongoing
development.

Social and environmental feasibility

Infrastructure projects will often have significasdcial and environmental impacts arising from
their construction and operation, which can be hmikitive and negative. The impacts may
include flow-on effects beyond the immediate prbjacea and beyond the people directly
associated with the project (secondary impacts).

Social impacts on communities affected by the project include, dgample, requirements for
resettlement and the associated impact on qudliijecand livelihoods, and impacts related to
environmental alteration (eg on health and livedithe)

Environmental impacts on the project location and in associated aregsli¢g/nstream, ground
water or ambient air) include effects on environtakresources due to alterations or pollutants

It will often by a mandatory regulatory requiremémt assessments of social and environmental
impacts to be carried out during infrastructurejgrb development. The scope of social and
environmental studies can cover:

Quantifiable social and environmental costs andehitsn

Non quantifiable social and environmental costs lagnkfits
Options for mitigating adverse impacts and the obstitigation.
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The secondary effects should be included in thessssent. Public consultation is often a part of
the social and environmental feasibility process.

The analysis should identify what type of sociall @mvironmental impact studies are needed,
and the type of permits and licenses required, siraild take into account health and safety
standards. This information will assist the sponsiih the preparation of tender documents if
the project is taken to market, and will assistdeid with the preparation of risk minimising
bids.

The final assessment of environmental and socstiscand benefits is an input to the economic
assessment of the project. Therefore, in additmrbeing a requirement from a legal and
regulatory perspective, the social and environnmeatalysis is an important part of the

assessment of the project’s overall welfare impeetaptured in the economic analysis.

4.1.10 Environmental Clearanceand EIA

Under Central Government regulation, Environme@hdarance (EC) must be gained for all

physical infrastructure projects that meet certéimesholds. An Environmental Impact

Assessment (EIA) report is often a key requiremast part of the process of gaining

Environmental Clearance. In the recent past antid#\been a particularly stringent requirement
for road related projects (such as Highways). Bl8averned within the EC process.

In some cases a preliminary EIA is carried outatfeasibility stage and a complete assessment
takes place during procurement. In other casesulh&lA will be carried out as part of or in
parallel to the feasibility study.

Depending on the regulatory regime, final appravaly depend on the EIA being satisfactory
and that there are no major adverse environmemtpacts which can not be mitigated. The
whole environmental clearance process can takeaa gepending on the complexity of the
project. This must be factored into the PPP devetq plan.

Environmental Clearance is regulated at the Cdntréhe Ministry of Environment and Forests
(MoEF), which is the nodal agency. The requiremeate specified in MoEF's draft
Environmental Impact Assessment Notificati®006) (the Notification was modified in 2009
but remains in the draft stage). Environmental (Zleee is mandatory under the Notification.

In addition to formal environmental impact analysgvironmental laws and regulations may
also require:

Mitigation plan

Environmental monitoring plan

Approvals from the State Forest Department or @éntrState Pollution Control Boards, if
required
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4.2.0 Social impact analysis/ social feasibility

Social Impact Assessment (SIA) is a process travides a framework for prioritizing,
gathering, analyzing, and incorporating sodidbrmation and participation into the design
and delivery of projects. It ensures that intfiacture project development is:

informed and takes into account the key relevaciastssues, and

incorporates a participation strategy for involvengvide range of stakeholders

At the micro-level, SIA impacts on individuals, the meso-level it impacts on collectives (eg,
groups of people, institutions, and organizatiomsyl at the macro-level it impacts on social
macro-systems (eg, national and internationalipaliaind legal systems).

The stagesin Social I mpact Assessment are:

Describe the relevant human environment/ areaflofence and baseline conditions
Develop an effective public plan to involve all gotially affected public

Describe the proposed action or policy change aadanable alternatives

Scoping to identify the full range of probable sd@émpacts

Screening to determine the boundaries of the SIA

Predicting Responses to Impacts. Develop MonitoAlan & Mitigation Measures
Ideally the SIA should an Integral part of othesessments as shown below

4.2.1 Technical feasibility

A technical description of the engineering and eagineering aspects of the project would be
developed. This would be based on the service itiefirand sizing in the project scope.

This would include:

Field surveys of the project site, which may inéuflepending on the project) mapping,

topographical and geotechnical surveys,

Analysis of environmental conditions that impacttbe technical design. There may be some
overlap between the information collected for thesk and for the environmental impact

assessment.

A preliminary technical design of facilities regetr to provide the project outputs. This should
consider alternative design options, taking intocant uncertainty in the demand projections
and other site-related uncertainties.

4.3.0 Feasbility Study Report

The outputs of the full feasibility analysis shoudd drawn together into a Feasibility Study
Report (FSR), which provides the PPP business tatbe feasibility study is supportive of the
investment and procurement by PPP the FSR canb@resented to the relevant Appraisal /
Clearance Authority for in-principle clearance

The FSR summarises the results of the project ddiggianalysis and PPP due diligence. It
provides all the information that will be needed #decision by the appraisal and clearance
committees.

At a minimum the FSR should contain summaries ef dhtputs of each component of the
feasibility study described above. The contentthis list have been separated into two parts to
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emphasise the point that there should be a paatidatus on the PPP aspects of the project.
However, the contents of the actual FSR may benged differently.
The FSR should include the following:

Support and justification for the project — Results of the feasibility study providing

justification for the investment:

Need for the project — gaps identified in the magkalysis that would be filled by the project,
policy objectives met by the project, alternaticessidered

Description of the project, including definition sérvices / outputs it would provide, location,
target user group, technologies to be employednaege involved and their responsibilities,

project timeline, etc

Social and environmental assessments and planmgtimmitigations

Technical description of infrastructure additioeguired for the project

Benefits and costs of the project and their distidn among key stakeholders, including social
and environmental impacts

Summary of the financial viability of the project

Summary of economic appraisal (benefit / cost asig)y

Project implementation schedule

Support for procuring the project as a PPP — In addition to the general project feasibility
results, the FSR should include results of theifipd2PP due diligence analysis:

Identification of major project risks and theiradation between the public and private partners
Type of PPP proposed including description of lkahance structure

Requirement for government assistance to the fr(gecvGF)

Value-for-money (VFM) analysis and result

Other due diligence assessments (legal, marketsugin

Capacity of sponsor to implement the PPP, planifgrlementation and PPP management
including capacity building and use of advisorgyplor meeting project development costs

A section summarizing the justification for the PPP project
Projects that are applying for INNURM funding agguired to prepare a Detailed Project Report
(DPR), which has similarities to the contents &SR.

4.3.1 Prefeasibility report assessment template
The following template should be used for assestofehe pre-feasibility study:

Pre-feasibility task Completed: yes/no?
Needs and options analy
Has a needs analysis been carried out?
Does the proposed project meet a demonstrated ri2ee? it
meet the objectives of the Sponsoring Authority amider
policy goals? Does the project fit within the stgit plan?
Has an options analysis been carried out?
Have alternatives to new asset development beesidsred (e,
use of existing assets and non-asset solutions)?
Technical and operational practicality

73



Has the project site or options for the site oiobeen
identified?

Is the project site or at least one of the progté options
suitable from technical and operational practigaditthe Project
Concept?

Has the technical scope of the project been detined

Is the preliminary engineering plan practical?

Is the operations and maintenance plan practical?

Have the major technical and operational risksh® project]
been identified?

Has an impact and management strategy been prefmachl
with the major technical and operational riskshi® project?

Based on the preliminary analysis, does the Spongs
Authority consider the Project Concept to be prad#

Environmental and social safeguard activities

Has a scoping social impact assessment been done?

Has a scoping environmental assessment been done?

Financial and economic viability

Have all major project cost components (capitalerapons,
maintenance) of the technical scope of the projeeen
estimated?

Are the assumptions on major project cost compan
reasonable, can they be justified based on a &&8n

Has a preliminary market demand analysis been drefs,
Volume)

Are the assumptions on tariff/ prices reasonabés they be
justified based on a rationale? Will the users hiéng to pay
the proposed tariff/ prices?

Are the assumptions on volume/ quantity of usagesaeable
can they be justified based on a rationale?

Have similar projects that were done in the pashb&nalysec
for project cost, tariff/ prices and volume/ quanof usage?

Are the assumptions in the proposed project conbarto
similar projects that were done in the past? If tleén can the
assumptions be justified on
sound economic rationale?

Has a financial analysis model, such as the Fiahnaability
model in the PPP toolkit, been used to assess itfandial
viability of the project?

Have preliminary financial projections been prep&re

For a project that is to be developed with privatector
participation, has an estimate of required findnsigoport from
the public sector been made?

Have the key financial ratios been computed? (fcangple,
NPV, IRR, etc.)

Have the major financial and commercial risks te froject
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been identified?

Have the impact and management strategy of thediarand
commercial risks to the project been prepared?

Has a sensitivity analysis been undertaken?

Does the preliminary financial analysis demonstritat the
Sponsoring Authority will recover its investmentisra with a
reasonable return under

reasonable scenarios?

Have the likely economic benefits generated bypitogect been
identified?

Based on the preliminary analysis, does the Spongs
Authority consider the Project Concept to be finalhe and
economically viable?

Has a strong rationale and recommendation been imadbe
Sponsoring Authority in the preliminary assessment?

PPP suitability checks

Has the Suitability Filter been used to assespthential of the
project as a PPP? What was the result?

If any questions in the Suitability Filter were gged has this
been recorded and justified?

Have all results from the Suitability Filter thahdicated
“Difficult as a PPP” been recorded and explainethi Report?
Has a preliminary risk assessment and risk managepian
been prepared

to address these issues?

Has a print-out of the Suitability Filter showingisavers ang
results been included in an annex to the Pre-fiiggiReport?

Possible arrangements for private sector particpat

Has the role of the private sector (direct or iadirinvestment
indicative PPP mode, etc) been identified?

Has a project structure or contractual framewonk tfee PPH
arrangement been prepared?

Has the procedure for inviting private sector pgvation beern
identified?

Will the procedure encourage competition in thegte sector?

Have the major legal documentation required to va
participation of the private partner(s) been idexdl?

Next steps

Has an estimate of resources (financial, extermpkrise) to
complete the feasibility study and selection of PeBn made?

Are budgets available for the above?

Have all the parties that will be responsible ie tiext steps
been identified? Such as within sponsor agencyyipcal
departments and other parties.

Have the roles and responsibilities of involvedtipar been

prepared?
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Is there an agreement amongst involved partiesnderaking
their respective roles and responsibilities?

Has the time frame required for completing the if@bty study
and selection of PPP been estimated?

Is the time frame reasonable and practical?

4.4.0 Full feasibility report template
The standard contents of the full feasibility reépoave been provided in the Draft PPP Rules,
2012 notified by the DEA. The same should be wdiand has been outlined below:

Part A: Executive Summary - Thissummary should provide of the following infor mation:

» Current service provision, if applicable and fetuequirements;

» A summary of the full list of options;

» A summary of the options selection procedure arditions chosen for detailed
examination;

* A summary of the comparative findings and jusgifion for the preferred option; and

» Highlights of the implementation plan.

Part B: Feasibility Assessment
* Project background: This section should providaekground on the project location,
type of infrastructure, the Contracting Authoripyevious studies undertaken, and
previous approvals received etc.
» Strategic needs assessment, demand assessmenbjaotigroping: This section will
analyze current and future needs. An analysisetifefs needs should be included.

The following issues should be addressed:

» Existing or envisioned service gaps;

» Key stakeholders and their requirements; and

» Consultation plan with key stakeholders to enshia¢ the PPP Project remains
relevant.

» Assessment of demand should also be includedsrs#ation. Project scoping
Component should determine and define the scoffeed?PP Project, outlining the
services to be delivered.

» Service standard — output and services: This@eatill translate the needs identified in
the previous step into specific outputs. The follggMssues should be addressed:

* Impact of the proposed PPP Project on the senaps glentified above and overall
objectives the PPP Project aims to achieve;

» Outputs expected from the PPP Project, statedyrasfpossible, in measurable and
quantifiable terms;

»  Support service outputs (the outputs that areheokey drivers of the PPP Projects,
but have potential to enhance the PPP Projectg yatumoney); and

* Relevance of the PPP Project to the Contractindpdtity’s long-term strategic goals
and overall national development plan.

» Market assessment: Once the project outputs haare specified, assessment of the
market potential can commence. The purpose of madsessment study is to assist the
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Contracting Authority in deciding how to designdateliver the PPP Project. The study
may address the following elements:

» Description of the industry; current market anaysurrent offerings, market players and
their capability and appetite);

» Competition (alternative service and product offgs);

» anticipated future market potential,

» Potential market players and sources of revenungk; a

» demand projections.

» Technical feasibility: This section details how tPBP Project can be delivered (i.e.,
outline technical solution). The study should addréne following elements:

» Field surveys of the project site, which may inddepending on the PPP Project)
mapping, topographical and geotechnical surveys;

* A preliminary technical design of facilities reqgdl to provide the project outputs. This
should consider alternative design options, takmg account uncertainty in the demand
projections and other site-related uncertainties;

* Materials and other input requirements;

» Alternatives (such as those involving usage o$ting assets for the PPP Project, rather
than creating new ones; or achieving the desirédubsl by some means other than the
proposed solution) and their assessment in reldtothe possibility of achieving the
targets of the PPP Project; and

» Capital expenditure cost assessment and operatidgnaintenance cost assessment
based on the components of the preliminary techdesign.

» Financial feasibility: This section provides antireste of project costs based on
recommended technical solution and identifies bssinancing solutions. The study
should address the following elements:

* Project costs (initial and replacement capital exitere, cost of upgrades, operational
expenditure);

e  Start-up capital,

» Sources of financing;

» Potential revenues;

» Estimated returns; and

» Consulting costs.

* Environment impact: This section should examine iremmental considerations,
including details of any environment impact studynducted. Environment management
plan

 Legal framework: This section examines the suitiybilof existing legislative
environment for the execution and running of th& FPoject. The study should address
the following elements:

» Appraisal of current legislative environment inatan to requirements of the PPP
Project;

» Licences and/or requirements that the Concessmomall need to obtain and/or comply
with; assessment of required amendments to themueqgislation;

» Legal requirements for the proposed market andnizgdonal structure; and

» other legal issues that may inhibit / prevent teeaopment of the PPP Project.

77



« Stakeholder consultation findings and public intéessaluation: This section should state
the findings of the consultation process with tlaeiaus stakeholders including but not
limited to:

* Users;

» Developers;

» Community participants;

» Citizens likely to be affected,;

* Financers; and

» Other relevant government authorities.

» Public sector comparator, value for money and reuendations: This section should
state the reference project and detail the comiputat the public sector comparator and
resultant value for money for the Contracting Auityo (“Value for Money
Assessment”). The Value for Money Assessment ire®kl qualitative assessment and a
guantitative assessment, wherever possible:

* Quantitative Assessment involves estimation of risk adjusted cost of delivering a
project through PPP mode as compare to the rigkstat] cost of delivering the same
project through the traditional public procuremerttde. The same is determined by:

» Specifying clear outputs from the project and conmgathe costs and benefits of a PPP
Project with the costs and benefits of a publiahaihced project, and

» Estimating risk factors which should be appliedh® estimates

» Comparing the risk adjusted net costs/ benefitbath the PPP Project and a publicly
financed project on the Contracting Authority, @sdertaining the value for money.

* Qualitative Assessment: PPP shall be consideradoascurement option if the following
value for money drivers are present:

» Sufficient scale and long-term nature: The projepresents a major capital investment
with long-term requirements. In determining whettrex scale of a project is sufficient,
the Contracting Authority should consider the cdstbe incurred in procuring the PPP
project;

» Complex risk profile and opportunity for risk trdes The transfer to the Concessionaire
of risks associated with provision of the specifsstvices, asset ownership and asset
management during the life cycle of the asset;

» Measurable outputs: The nature of the services lesatutput specifications and a
performance-based contract;

» Asset utilization: Reducing costs to the Contragthuthority through potential third-
party utilization or through more efficient designmeet performance specifications;

» Competitive process: A competitive market existd #rme use of a competitive process
encourages the private entity to develop innovativeans of service delivery while
meeting the Contracting Authority cost objectives.

» Conclusion and recommendations on feasibility @ssesat: This component should
detail the key conclusions and recommendation$ierr-éeasibility Assessment.

Part C: Structuring
* Risk assessment: This section should identifyreiterial risks associated with the PPP
Project, specifying the external and project dewelent risks for the Contracting
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Authority, the project risks to be allocated to gravate entity and those to be retained by
the Contracting Authority.

» Key commercial principles including payment meckars: This section should detail the
key commercial principles for the PPP Project. Bhesmmercial principles would
include, inter alia, the payment mechanisms, releimpensation and force majeure
events, default events, termination payments, tbatr@cting Authorit§is step-in and
cure rights and insurance.

» Evaluation criteria for selection of the privatdisn This section should detail the
evaluation criteria for selection of the PreferBadder.

* Implementation plan: This section should detaildbgvities and timelines during the
project development period. It should also stageptbrson or entity responsible for each
activity.

* Project resource requirement: This section shoetdildthe resources required during
and after the project development pmkrio

» Conclusion and recommendations on structuring: $éction should detail the key
conclusions and recommendations on thgg structuring.

Part D: Appendixes
* The Contracting Authority shall include in thiscBen any supporting documents such
as a detailed projected financial statement, enwient impact assessment study,
technical report or review of legal framework.

4.4.1 Choosing the best-suited procurement method

Before applying for in-principle clearance for tpeoject the Sponsor should decide which
procurement method would be best suited. A numbeifierent methods are available. Which
one is most appropriate for a particular projedt @#epend on the project characteristics?

It is generally accepted best practice to procU?® Brojects via an open, competitive bidding
process. Competition encourages innovation andiefity and ideally should be as strong as
possible . Several different competitive biddingiaps are available.

Having decided on the bidding strategy it is alegassary to choose a bidding process. This
covers the basis for selection and the numberagestin the bid process.

4.4.2 Checkligt of implementation schedule

No. Information to be cover ed in the implementation schedule Included? (yes, no)

1 In-principle clearancetimeline:

1A First draft of tender documents and other keyjgut documents (eg, Eol, RFQ, RFP)

1B Application for in-principle clearance for theP

2 Pre-qualification and final document preparation timeline:

2a Issue RFQ
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2b Pre-qualification of bidders

2c Final draﬁ of tender documents, and feedbackidmlocuments from bidders for complex / new
sector projects

3 Application for Final Approval of the PPP

4 Procurement and award timeline:

4a Issue RFP, allowing adequate time to respond tddviquerie

4b Evaluation of bids

4c Negotiation and award

5 Technical and financial closuretimelines:

5a Detailed technical studies and planning

5h Obtaining clearanc

5c Arranging and finalising finance

5d Concessionaire Event of Default

6 Engineering, procurement and construction (EPC) activitiesand timeline (for projectsthat
involve a capital expenditure component)

6a Detailing each major milestone through the ERCgss

7 Post-construction activities

7a Such as surveys and commissioning facilities

8 Expected date for commencement of operations

9 Major milestonesin the operating lifecycle of the project
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4.4.3 Overview - Leve Process Map for the PPP toolkit

Major activities in the PPP process

PPP Decision Tool

Click on a phase to =ee Click on step or go to it inthe toolkit

a more detailed process
map for that phase

Phase 1: Froject
ldentification Project identification f Meeds analysis

Options analysis {incl. asset optians)

FPre-feasibility checks and analysis

Readiness check 1

FFF Suitahility Decision

Phase 2: Full
feasibility study, Full Feasihility and due diligence
PPF preparation ey docurnent drafts

and project clearance

Readiness check 2

In-principle clearance

Phase 3. FFF
procurement Shoartlisting
Final document drafts

Feadiness check 3

Final approwval

Tendering

Evaluation, Award of PPFP

Phase 4: Contract
management and Readiness check 4
ronitoring

preparation for contract
management

Contract management and
konitoring

Financial _ -
Wiahility Suitability
Indicator Filter
PPP Mode
Farnily Selection
Indicator Tool

Readiness
Filter

Financial WER

Wiahility Indicator
Indicator

Feadiness
Filter

Feadiness

Filter
Financial WEM
Wiability Indicator
Indicator

Feadiness
Filter
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4.4.4 Generic PPP family decision tree

Capex
investiment ?
Mo
Opex
PPP
Operation
PPPs . Brownfield
Operation Operation (additions to existing
only and irfrastructure)
Maintenance
awwmiership Public crwnership
Finanoe PUblic rivale
Soree finance finance
Ps:;;?:f Management Management, Management, Eapatgement
operational Maintenance | Maintenance alr;aeneince.
roles P
Suggested
FP P {amily
Management Leaze 0 & 0 &M
contract »3yis congession GUNGESEION

feg

Capex
PPP

Capex PPPs

Public awnership

Public
finance

Lezign,

construct,

manage,
maintain

Greenfield
[rew-buil dazzets )

Public

Frivate finance
[zan hawe public financial
assistance]

Lezign, finance,
constict,

constct, own,
manage, manage,
maintain maintain

BOT-type PFF, Joint Wenture

awwmership

Lesign, finance,

82



445 TEMPLATE (Indicative)

Name of the project
Location of Project
Justification for the Project
Unbundling of Project
Identify parts amenable to PPP

1
2.
3

. Identify Service/Project

Break the service into pieces

. ldentify parts amenable to PPP
eg. Water Supply can be broken into

Source of supply

Headworks

Purification

Supply to distribution network
Metering and Collection of charges
Operation and Maintenance

Solid Waste Management Can be broken into

Door to door collection and segregation
Secondary storage

Transportation

Processing and recovery

Landfilling

Select Mode of Privatisation for each part or whafléhe project
Type of PPP (BOT, BOOT, BOLT, OMT etc.)

Divestiture of assets/Rights are Sold or
Transferred for BOO, BOOT etc.)
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* Financing

X3

%

Total cost

Source of Financing

Phasing of Investment

Returns on Investment

IRR, BCR, NPV at 12% etc.

Social & other environmental benefits

* * * *
R CAIR X IR X X 4

*
.0

L)

» Screening of Project through Gol PPP Toolkit ¥es/
Whether Pre Feasibility study is done?
Whether Full Feasibility study is done?

» Deregulation
* Invite Bids
Type of bidding option
Open bidding, E-tendering etc.
» Assess the Bidding
» Selection of Bids
* Preparation of Contract
* Award of Contract
» Monitoring, Evaluation and Impact Assessment

4.5.0 Questions::

Why is project formulation exercise important ?

What are the steps in the preparation of PPP plan ?

How would a Government Department prepare PPP @&rijan”
Explain the steps in PPP process as per PPP tobk&iol ?

What are the tasks in pre-feasibility study?

How do you justify a PPP project based on feasybsliudy?
Explain the steps to be followed in conducting falsibility study?
How do you structure a PPP project?

Explain PPP toolkit and PPP family decision tree ?

©CoNOR~WDE
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