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Key points
•

First class Water, Transportation, Energy and Telecommunications infrastructure are essential to the growth
and survival of a developing economy such as South Africa

•

When it is planned, funded, and maintained well, infrastructure plays a vital role in supporting a high standard
of living and facilitation of commerce and trade, thereby extending a nation’s global reach and serving as a
basis for foreign direct investment

•

Many government organisations can tap the private sector for capital, technology and expertise to finance,
develop and manage public-sector infrastructure projects

•

The public sector is often able to shift risks related to lack of demand and revenue, design and construction,
operations and maintenance and finance to the private sector

•

With failure in electricity and water provision in South Africa, is it not time to embark on a better model?

•

To do so, the right avenues must be developed that fit local circumstances and local demand

•

PPP success is entirely dependent on having the right framework in place with knowledgeable and trusted
advisors, both public and private, to assist with structuring, screening, and procuring high-value PPP projects
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Key points
•

With the right circumstances in place, PPPs can prove a winning partnership

• The government meets its obligations without debt on its balance sheet, reduces its deficit,
and lays the foundation for economic development
• The public receives services that are often more reliable and of a higher level of quality
• The private sector finds a new and wider market in which to expand and invest its finances
• The key is matching the right partnership with the right situation to fulfil a nation’s
infrastructure requirements, secure public support, and generate economic gain
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Rainfall Trends in Cape Town

http://www.csag.uct.ac.za/current-seasons-rainfall-in-cape-town/
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Let’s look at some models and examples
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Typical risks allocation between different PPP Parties

Type of risks
Demand and revenue risks

Public

Private
X

Design and construction Risks

X

Operating and Maintenance risks

X

Financial Risks

X

Legal risks

X

Political risks

X

Environmental risks

X

Force Majeure (Acts of God)

X

X

X
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PPPs as a remedy for Budgetary Constraints
•

Many governments are under pressure to develop the necessary infrastructure with limited resources

•

The need for low-cost necessities, such as water and electricity, and the protection of public interests have historically made
infrastructure a natural fit for public-sector management

•

However, public pressure encourages policymakers to hold prices below costs, resulting in services that operate at a
loss and require that funds be diverted from other programmes (eg Eskom)

•

Overstaffing, mismanagement, and corruption result in inefficient spending and budget shortfalls

•

Available funds, technology, and human resources cannot keep pace with rising populations, growing urbanisation,
and aging infrastructure

•

The government’s limited ability to invest in emerging technologies and resources restricts the public’s access to
diversified products and services
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Public-Sector Inefficiencies in the Early 2000’s (World Bank information)
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Partnerships can improve overall governance and operational
efficiency
• The introduction of private-sector governing principles minimizes mispricing, cost overruns, and lack
of transparency
• The private sector’s sustainable pricing policies and financial discipline provide for a larger pool of
investment funds
• More robust investment sources enable partners to meet increased demand and channel resources to
previously underserved consumers
• Private-sector organizations can attract and offer new services based on their technical expertise and
business development savvy
• In South Africa though (where we often have a socialism approach), we are often in fear of the “market”,
private sector operators and the repatriation of profit
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TYPES OF PPPs
LEASES & CONTRACTS

Management contracts

CONCESSIONS

Rehabilitate, Operate and transfer (ROT)

GREENFIELDS

DIVESTITURES

Merchant

Partial Privatization

The government pay a private operator to manage the A private sponsor rehabilitates an existing facility, then A private sponsor builds a new facility where the Partial transfer of the equity in state-owned
facility. The operational risk remains with the operates and maintains the facility at its own risk for the government provides no revenue guarantees. The company to private entities ( may or may not imply
Government.
contract period.
private developer assumes construction, operating, private, management)
and market risks.
Lease

Rehabilitate, Lease/Rent and Transfer (RIT)

Build, Own (and/or Operate) and Transfer (BOT
Full Privatization
or BOOT)
The government leases the assets to a private entity at A private sponsor rehabilitates an existing facility at its own a private sponsor builds a new facility, owns and The government transfers 100% of the equity in
a fee. The private operator takes on the operational risk risk, leases/ rents it from government, then operates and operates it at its own risk, then transfers ownership the state-owned company to private entities.
maintains it at its own risk.
to the government at the end of the period
Build, Rehabilitate, Operate and Transfer (BROT)

Build, Lease and Own (BLO)

A private developer builds an addition to an existing facility A private sponsor builds a new facility, transfers
or completes a partially built one and rehabilitates existing ownership to the government, leases the facility,
assets, then operates and maintains it at its own risk.
and operates it at its own risk, then receives full
ownership at the end of the concession period.
Build, Own & Operate (BOO)
A private sponsor builds a new facility at its own
risk, then owns and operates the facility at its own
risk.
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PPP participation varies across sectors
• A link between the level of the “public good” of a service and the level of private sector interest

• A “public good” is services to which the public have an inherent right, such as fresh water
• Projects with a greater degree of public good have generally lower investment returns, i.e. the
higher the level of public good, the lower the level of private-sector involvement

• Policy makers can capitalise on this trait – water is a public good and must be provided at an
affordable price - the low levels of return makes it an unattractive private sector investment; water
projects tend to have leases providing potential for offtake agreements where government

guarantees that it will purchase the output at pre-determined prices to minimise political and
commercial risk
• Water provision more a public good – less attractive for PPP’s, whereas transportation and energy

generation, transmission, and distribution) more attractive for PPP’s
an inspiring place to do business

Private sector investment relative to Public Good and technical expertise

Degree of public goods

Water
Sector
Transport
sector

Attractive for private sector
through divestiture and greenfield
projects

More viable for public sector.
Private participation mainly through contracts.
Could
attract
private
sector
through
concessions

Degree of technical Expertise
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PPP’s Effects on Economic Growth
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PPP’s Effects on Economic Growth
Catalysts of growth economic growth Number of PPP Projects

Value of PPP Project

Type of PPP contract

Catalysts of Economic Growth

Empirical Evidence
Affects economic growth?

√

√

√

Relative effect on economic growth

50%

25%

100%

Channel via which PPP aspect
affects the economy

Increases number of projects
and thus creates jobs

A high flow of financial
resources and investments
with secondary effects on
consumption, employment,
and well-being

a higher level of privatesector commitment in terms
of financial and technical
resources

Comments

The number of PPP projects
affects the availability of
resources, the efficiency of
services, and the creation of
jobs

The size of PPP projects has a
minor short-term effect on
economic growth but will have
a long-term accumulative
effect

More private-sector
commitment via greenfield
and concession projects
implies greater transfer of
know-how and thus growth

Adequate Policy and Institutional setting
ECONOMIC GROWTH
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Investment by type of PPP

High private-sector
commitment

High public-sector
commitment

TYPES OF OPERATIONS AND
COMMERCIAL DURATION
OWNERSHIP INVESTMENTS
PPP
MAINTENANCE
RISK
(YEARS)
Management
contract

Private

Public

Public

Public

3-5

Leasing

Private

Public

Public

Public

8-15

Build, Design
and Operate
(BDO)

Private

Public

Public

Semi-private

20-30

Concession

Private

Public

Private

Private

20-30

Private

Public

Private

Privates

20-30

Private

Private

Private

Private

20-30

Private

Private

Private

Private

Lifetime

Build, Own &
Transfer (BOT)
Build, Own &
Operate (BOO)
Privatization
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Opportunities for PPP Development are rich in South Africa
• To create a market in which PPPs will thrive, public-sector policymakers must:

1.

Establish legislative frameworks that support quick and transparent decision making and allow for
competitive bidding

2.

Develop regulations that specifically apply to each type of PPP

3.

Create economic frameworks that mitigate the private sector’s risks without compromising the public
good

4.

Have a thorough understanding of how the market can assist in the provision of basic need
infrastructure that also forms a platform for private sector investment

•

Does government have the political will to implement a PPP approach?

•

Enforced policies against corruption, combined with low business transaction costs, a transparent
legislative system and exchange rate and monetary stability are far more attractive to the private sector
an inspiring place to do business

AND IN SOUTH AFRICA?
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PPPs IN SOUTH AFRICA
• Infrastructure needs too high to be financed by the public sector alone

• Since 1994 – a shit from “government” to “governance”
• Public sector investment rose rapidly from 1960 to 1976 – then declined in the long term
• PFMA - PPP Unit established in National Treasury; first projects in 2000 – N3 and N4 toll roads
• PPPs mostly in health, transport, ICT
• Very few PPPs at local government level – where the initiations should often happen

• Progress slow though; Gautrain the most promising sign
• Biggest constraint – lack of capacity in the public sector; a lack of undertaking how risk must be
shared between the public and private sectors
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AND IN SOUTH AFRICA?
• Key criteria used by PPP Unit
 PPP must be undertaken for good reason
 Favorable environment
 Competition amongst credible bidders
 Well-designed contracts
 Good communication with stakeholders
 Not too complex PPP legislation and processes
 Active IPP Unit
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AND IN SOUTH AFRICA?
• Create a PPP champion in every region – every PPP opportunity must be evaluated, vetted and

selected on its own merits
• The opportunities lie particularly in energy creation
• Find the right third party trusted advisors with knowledge about the intricacies of PPP structures and
the factors that drive economic growth – they need to have real expertise and capability to develop
a model for advertising, vetting and procuring high-value PPP projects that will generate growth

• Apply best practice
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PPPs in South Africa?
• Eskom - will the establishment of the three proposed entities, i.e. generation, transmission and
distribution be the answer?
• Or does the answer lie in independent system and market operator – by balancing demand
and supply, whether that supply be from Eskom power station or independent operators?
• Plenty of work has been done on this respect
• The national power grid is the real natural monopoly – splitting it up does not mean privatization
• What would independence or quasi-independence achieve?
 Facilitate the entry of independent power operators (also renewable energy), enabling
competition
 Enabling private operator to lease facilities form the government
 Enabling the government to purchase from independent power operators
 Impose some kind of cost discipline in SA power stations – if a private operation does
not supply, they would not get paid
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Renewable energy and PPP’s in SA
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Renewable and PPPs
• SA’s energy mix predominantly made up of coal assets
• Coal power currently represents over 90% of the total electricity mix, with the remainder covered
by nuclear, hydro and most recently, renewable energy
• An electricity model where a single entity (Eskom) owns and operates generation, transmission
and a share of distribution infrastructure
• South Africa’s RE market has exploded over the last eight years after the inauguration of the
Independent Power Producers Office (IPPO) in 2010
• The IPPO, with the support of the Department of Energy, has procured 6 376 MW of energy to
date; this has been managed through six bid rounds in the large Renewable Energy Independent
Power Producers Procurement Programme (REIPPPP)
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Renewable and PPPs
• The REIPPPP to date has attracted more than R200 billion in investment, of which R48.7 billion is foreign equity and
financing activities. The latest Integrated Resource Plan (IRP) 2018 allocations indicate 8 100 MW for wind, 5 670 MW,
Solar Photovoltaic (PV) and 2 400 MW of small-scale embedded generation (SSEG) to be procured by 2030, which has
the potential of attracting in excess of R200 billion in the next 12 years
• It has seen over R1bn direct injection into enterprise development and socio-economic development in rural
communities; significant BEE participation and community ownership
• With a growing energy market and an increase in the number of IPPs, a secondary market for refinancing and equity
buyouts has emerged
• Simply an excellent space for electricity PPPs in the RE market
• The next five years are critical to demonstrate intention, ensure stability and garner international and local support in a
rapidly transitioning energy environment
• The anchor investor in the Atlantis SEZ’s R500m to date is GRI Wind Towers, which is 25% South African owned,
established as a direct result of the industry stimulated by this PPP programme
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THE ATLANTIS SEZ PROJECT
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Some key facts
•
•
•
•
•
•
•
•
•
•
•
•
•

Now, in terms of legislation, a formal designated SEZ
A form of a PPP (the investment risk is shared between the private and
public sector)
Operational budget covered by the Province
Capital (bulk and top structures) covered by the nationally controlled SEZ Fund
Powerful tax incentives – e.g. corporate tax rate drops from 28 % to 15%
119 hectares - 25 hectares built up already. Biggest investor Gestamp (manufacturing of
wind turbines)
Gestamp – R500 m investment, creating direct 150 jobs
Challenge now lies in unlocking the 94 hectares of City of Cape Town land
Lease presently negotiated; Land Protocol signed - showing the intention of City and Province to enter into a lease agreement
Lease will be in the name of Cape Catalyst – now a legislated provincial business enterprise infrastructure development company
Master Plan presently being developed
Green investment criteria approved in March 2019; any investor must comply with the green criteria to ensure a truly green investment SEZ
Cape Catalyst will have a number of subsidiary companies, e.g. Atlantis SEZ and the Cape Health Technology Park
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The

Finding the right plan…

With the right partner…
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THANK YOU
pierre@wesgro.co.za
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