Nguyen Duc Canh

Deputy Director General

International Cooperation Department

Ministry of Construction
INTERNATIONAL PPP EXPERIENCE ON WATER SUPPLY AND CONSIDERATIONS FOR VIETNAM
1. Introduction
Positive relation between infrastructure, national competitiveness and economic growth appears both theoretically and practically in developed and developing countries. Good infrastructure will help reduce fixed cost for enterprises, calling many enterprises to take part in production to reduce average fixed cost of infrastructure, decrease production cost and increase competitiveness of the country (Easterly, 2006). However, further investments in infrastructure also lead to challenges. Private sector, the main factor tends to decrease their investments in infrastructure since record year of 1990, making the current infrastructure investment below the expectation. Capital from public sector for facilities is facing problem of efficiency in management. Recent studies on this issue show an agreement that a down in private investments in infrastructure is attributable to two reasons: (i) private sector stops their investments and (ii) there is no many choice for them (Martin, 2009).
Three following breakthrough steps are determined in 2011 – 2020 socio-economic development strategy: (i) Supplement socialism-oriented market-base economic institution with the focus on creating an equal competition environment and carrying out administrative reform; (ii) Rapidly improve human resources, especially high-quality one, with the aim to renew basically the national education, closely combine improvement of human resources with scientific, technological development and application; and (iii) Build synchronous infrastructure system, some modern works, especially the traffic system and big urban infrastructure. It is estimated that Vietnam needs a yearly amount of USD 25 billion for infrastructure and facilities during period of 2016 – 2020. About USD 16 billion of which is self-supported by the government and private sector. Thus, it is obvious that another USD 45 billion is required to meet demand for infrastructure and facilities during this period (World Bank, 2013).  
Fresh water supply shows a direct relation to living activities of people and daily production activities of enterprises. However, investment in this field is still limited, water infrastructure is downgrading and urbanization in Vietnam is going faster, etc, which makes difficult for water sector organizations to meet increasing demand for development. The big question is how to call investments from private sector and the state for this field. This essay will focus on analyzing the model of Public – Private Partner (PPP) in field of fresh water supply, international PPP experience on fresh water supply, considerations for Vietnam and some suggestions to promote PPP model in Vietnam’s activities of fresh water supply. 
Section 2 will present experiences on implementing PPP projects on fresh water supply in some other countries emphasizing the conditions to perform, select suitable PPP projects on water supply and ways to share risks in PPP projects. Section 3 will mention reality of PPP model in Vietnam’s water supply field. Section 4 describes issues faced by PPP water supply projects. Section 5 of this paper provides some open suggestions to further promote PPP model in Vietnam’s water supply field and makes a conclusion.
2. PPP water supply projects in the countries 
Participation of private sector in this field shows a long history in developed countries. For example, in Europe and America, in late 19th and early 20th century, activities of fresh water supply were financed by private sector, built, operated and managed by private companies. In many countries, fresh water supply became the exclusive business line and that is reason for nationalizing fresh water organizations there. In 1990s, private investments in this field decreased significantly, recording a very small proportion in England and America (Martin, 2009). 
In France and Spain, fresh water supply was shared by public and private sectors. Upon such relation, the state authorized the private sector to manage and operate while the state owned water supply facilities. There were many types of contracts signed by the government and private sector for fresh water supply reflecting different scopes of responsibilities and risks. In France, most of fresh water supply projects were financed by the state but operated by private enterprises while revenue was shared between them. However in Spain, the both state-owned and private-owned enterprises were a part of fresh water supply projects. Local authorities managed the whole system or expanded the system while operation was passed to private sector.
Fresh water supply in developing countries is associated with issues in terms of coverage, quality and reliability of services. Private participation in water supply projects plays an important role when governmental resources are limited in these countries. Factors causing a “vicious circle” related to water supply activities in the developing countries are as below: Finance for repairing and rehabilitation is limited ( system downgrades, making service provision unsatisfactory, inqualitative ( clients are not satisfied, leading to no payment or low payment ( there is no resources for development and upgrading. In addition, developing countries show limitation in resources from public sector and exclusiveness in water supply activities, making it difficult to improve quality of water supply in these countries and find out effective solution (Martin, 2009). 
Scope of participation and ownership of private sector in water projects
Theoretically, scope of private participation in water projects ranges from no participation/no ownership to full ownership and full participation. PPP model means that private participation and ownership in the projects are between the two extremes: No ownership/no participation and ownership and participation into the projects.
Figure 1: Scope of ownership and participation of private sector in fresh water field

	Owned and operated by the State
	Public - Private Partner (PPP)
	Owned and operated by the private sector

	Public interest enterprise
Devolved enterprise
	Public interest
Outsourcing contract
	Service contract,
Contract on management and operation 
	Contracting and leasing contract
	Concession, BT,   BOT, DBO, BOO, BLT,
	Joint venture
Partial privatization of state’s asset
	Full privatization

	Low
	Scope of ownership and participation of private sector
	High


According to international practices, PPP is a common policy frame on cooperation between the state and private sector, of which affermage, BOT and BT are typical types of arrangements. Other arrangements may by Design - Build – Operate (DBO); Build – Own – Operate (BOO) or Build – Transfer – Lease (BTL). More typical in water supply field, private sector may have different choices of participation within PPP framework such as: Service contract, management contract, lease contract, concession contract, BOT or BOO contract and divestiture contract. Types of PPP contracts regarding water supply projects are specified in Table 1. 
It can be seen from Table 1 that developed countries tend to contract with private sector while developing countries target types of concession or contracting, BOT and other PPP contracts with private sector’s lower participation or with the state’s higher guarantee. This has been confirmed in many studies (Martine, 2009; PPIAF, 2009).
Table 1: Private participation in water supply projects within PPP framework
	
	Service contract
	Management contract
	Leasing contract
	BOT contract and equivalent
	Divestiture
	Affermage

	Investment financed
	Public sector
	Public sector
	Public sector
	Private sector
	Private sector
	Private sector

	Operating capital financed
	Public sector
	Public sector
	Private sector
	Private sector
	Private sector
	Private sector

	Contracting with clients
	Public sector
	Private sector
	Private sector
	Private sector
	Private sector
	Private sector

	Scope of self-control and responsibility of private sector
	Low
	Low
	Low-average
	Average
	High
	High

	Necessity of private capital
	Low
	Low
	Low
	High
	High
	High

	Financial risks to private sector
	Low
	Low
	Low-average
	High
	High
	High

	Contract term
	1-2 years
	3-5 years
	5-10 years
	20-30 years
	20-30 years
	Permanent, until revoke or termination of licence

	Ownership
	Public sector
	Public sector
	Public sector
	Private first, then Public
	Private sector
	Private sector

	Manager
	Mostly public sector
	Private sector
	Private sector
	Private sector
	Private sector
	Private sector

	Water pricing
	Mostly public sector
	Private sector
	Private sector
	Private sector
	Private sector
	Private sector

	Water money collection
	Public sector
	Private sector
	Private sector
	Private sector
	Private sector
	Private sector

	Private sector’s participation objectives
	For better operation
	For better technology
	For better technology
	Calling capital and intelligence of private sector
	Calling capital and intelligence of private sector
	Calling capital and intelligence of private sector

	Global facts
	Malaysia, Jordan, India and countries of South Asia
	Malaysia, Jordan, Turkey and Africa countries
	Malaysia’s Kelantan Water Company (privitization), South Africa and South Asian countries
	India, Cambodia, Malaysia
	Ease and West Manila, America, Korea, China
	France, England, Spain, Korea

	Applying in Vietnam
	√ (Sawaco)
	
	
	
	
	√ Song Da, Hai Phong, Binh An, Thu Đuc, Tien Giang


Table 2: Interests from different types of contracts
	Service Contracts
	Management Contracts
	Lease
	Concession
	BOT/BOOT/ROT
	Divestiture

	Promotes competition in area of contract

If contract fails, risk is

relatively low

Contracts of short
duration - if problems
with contract — can easily
re-tender
Easy/simple contractual
form
Potential starting point for
PSP

Can increase utility’s

focus on core business
Potential for efficiency
gains in the area covered

by contract
	Can improve service

Reduced risks to
government and

contractor
Potential first step to
concession contract

Potential for setting

performance standards
(with incentives to
achieve standards)
Scope to introduce
private sector management skills
Limited commercial risks
Can revert to in-house
management or contract

may be re-tendered if problems arise
Potential for utility to
bring in competition
	Can increase efficiency of asset management – increases profits
Reduced government
risk of not collecting
adequate tariffs
Proportion of
management
responsibility and commercial risk
transferred
Incentives for contractor
to minimize costs,

provide reliable services

incentives across utility

and maximize revenue collection
	Takes over management of operations from government
Relieves government of
need to fund investments

Full responsibility for
operations, capital raising
and investment goes to

private sector

Potentially large

improvements in operating efficiency
Full private sector
Attractive to private

financial institutions 

Attractive to private financial institutions
	A fast option for improving bulk water supply
Full responsibility for
operations, capital raising
and investment goes to
private sector

Potentially large

improvements in operating efficiency of
bulk assets
Full private sector
incentives in bulk supply
Attractive to private

financial institutions
Mobilizes private finance
for new investments

Addresses funding
shortfall
	A fast option for improving bulk water supply
Full responsibility for
operations, capital raising
and investment goes to
private sector

Potentially large

improvements in operating efficiency of
water utility

Full private sector
incentives in bulk supply
Mobilizes private finance
for new investments

Addresses any funding
shortfall. Could be

successful where there is
good track record of private sector ownership 

Private water company would have clear incentives and achieve full cost recovery


Model of public – private partner (PPP) in water supply field in developing countries
Coverage of PPP model in water supply in developing countries and nations with transformed economies goes by many periods. In late 1980s, private investors in developing countries’ water supply field showed sign of disappearing from the market, except some companies in Cote d’Ivoire and this model was applied by the World Bank in developing countries. In Latin America, decentralized administration of projects and water factories in localities in 1980s lead to gradual vanishing of such projects or famous water factories (Martin, 2009).  
Figure 2: Number of projects and capital in form of PPP in the world, period 1991 - 2013
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Source: The World Bank’s database of private participation 
By 1991, the first PPP project on fresh water supply was carried out in Argentina and then spread to Latin American countries. Years of 1990s were when PPP projects on water supply were promoted in developing countries and that tendency prolonged until first decade of 21st century. During 2005 – 2009 period, about USD 13.6 billion were poured in water supply field (including projects on water supply, water drainage and water supply – drainage) under the model of PPP in the whole world. In 4 years from 2010 to 2013, about USD 14.2 billion were recorded for global PPP water projects. Based on The World Bank’s statistic data, the world now reports around 847 PPP water supply projects, capitalized at USD 74.5 billion, of which capital for PPP projects on both water supply and water drainage shows a higher amount than PPP water supply projects and PPP water drainage projects.
Figure 3: Total number of served people and accumulated number of PP water projects, 1987 - 2011
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Source: Jensen (2013)
Number of people served by PPP water projects is increasing monotonously together with implemented PPP water projects. By 2013, PPP water projects were implemented in 63 countries, providing fresh water to about 800 million people. This result confirms importance of PPP model in water supply field to meet increasing demand for water and demand for production development. However, according to the World Bank’s statistics, by end of 2013, 63 PPP projects of this field were terminated for different causes, accounting for 28% of total PPP capital for water-related activities.
PPP water projects were located everywhere in the world, especially in the countries of Latin America and Asia Pacific Ocean. It is recorded by the World Bank that total investment value of PPP water supply projects in these two regions makes up 88.1% of total PPP water supply capital of the whole world. Whereas, in underdeveloped economic regions such as South Asia and Africa, PPP model in water supply field was not as effective as expected (see figure 4).
Figure 4: Ratio of PPP-based investments in water supply by regions, 1991 - 2013
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Source: The World Bank’s database of private participation 
In Asia, PPP model in water supply field is also paid with much attention by the countries and private investors. However, by times, number of PPP water supply projects is not high and does not show any time-based increase. The change in number of projects and investment scale in PPP projects depends on background and typical projects in each of countries. Table 1 provides information on number of projects and capital applying PPP model in water supply field in some Asian countries.
Table 1: Total number of PPP water supply projects and total capital in some Asian countries during period 1990 - 2013
	
	Number of projects
	Capital (USD million)
	Average capital scale (USD million/project)

	China
	409
	10.136
	24,8

	India
	14
	605
	43,2

	Indonesia
	12
	1.175
	97,9

	Malaysia
	16
	10.144
	634,0

	Philippines
	6
	8.276
	1379,3

	Thailand
	16
	831
	51,9

	Vietnam
	4
	312
	78,0


Source: The World Bank’s database of private participation 
It is clear that number of PPP water supply projects in Asian countries is so small, except China. According to Martin (2009), failure ratio of PPP water supply projects is relatively high, leading to increasing scarcity of PPP model in water projects. 
Reason for failure of PPP water supply projects
Many studies have been conducted to indicate reasons for success and failure of PPP water supply projects in the countries. Reasons for failure or success of PPP water projects are generally similar among the countries and difference comes from seriousness. For example, Chan and associates (2010) studied reason for failure of PPP water projects in China and indicated 6 main factors: (i) Risk sharing not good; (ii) Private participation not effective due to lack of creativeness in design, lack of skills and experiences; (iii) Cost of transactions, bidding so high and time for negotiation and tendering prolonged and uncompetitive; (iv) Political – social risks abundant due to low flexibility, people’s disagreement, no occupational opportunities and so high cost of use for residents; (v) No appropriate legal framework and no direct control standards; and (vi) No financial partnership for the projects found. This idea was also shared by Diamond’s study (2013) regarding the PPP water supply projects in England, UKTI's study (2013) regarding ones in the Philippines.
It is recorded in the studies of Blanc and Botton (2012) in developing countries that the reason for PPP water supply projects not carried out in first years of 20th century is that the water price was not equal to the private investment in fresh water projects and term of concession was shortened attributable to pressure of tax payers. Studies of Pezon and Breuil (2012) showed the inactive investments from private sectors in water supply projects in France. The reason for this is that (i) places of fresh water distribution were very limited but private sector could not self-decide to build this system because it was at authority of the city; (ii) PPP fresh water contracts were not made flexible despite these contracts were signed for a long-enough term; (iii) model of water production and distribution was not suitable. Failure of PPP water supply projects in Latin America in 1990s was relatively different from that in France and Europe. Upon fast urbanization, building and developing to supply water to regions was costly, especially the slum regions. At the same time, quality of water sources was also low while the government made high requirements but did not release any support and the authorities were always in the danger of dissolution. Further more, PPP model in water supply projects in Latin America was a combination of experiences of England and France and this model placed a financial pressure on operation companies (Pezon and Breuil, 2012).
Comparative results indicated that there were many reasons for failure of PPP water supply projects. However, researchers in France believed that weak distribution system, inflexible contracts, including water price and so on were main causes of failure of France’s PPP fresh water projects. In England, Philippines and Hong Kong, it was thought that prolonged negotiation was the second-biggest barrier while it was considered the first in China. However, it was agreed that prolonged negotiation process played as a big barrier which did not depend on politic, legal and cultural mechanism. It was believed by China that experience of private sector ranked second while in Hong Kong and England, it was pushed to the eighth and tenth rankings. In China, politic factor was ranked third in success of PPP while in England, sixth ranking was of this factor (Chan and associates, 2010). Based on experience of countries in Latin America, high cost of fresh water service and controlled pricing frame were reasons for low efficiency.
Experience for success of PPP fresh water projects
PPP water supply model in France may be considered a model for developing countries (Pezon and Breuil, 2012). PPP fresh water projects are regulated by the national-level administration authorities in stead of local level or coordination between the localities. Water price is agreed by the Councils consisting of representatives of the State, operator and local authority. According to (Pezon and Breuil, 2012), experiences for success of PPP water supply projects in France are:
· Successful PPP water supply projects should be based on the State, coordination between the related parties for financing. 
· Water pricing should allow cost of operation and exploitation.
· It requires to standardize contracts-out and minimize uncertain issues.
· It should be capable of developing contracts-out so that it can share interests and risks among the related parties, consisting of local authority, operator and the state.
Experiences for success of PPP water supply projects in Africa such as Mali and Senegal are different. Stremolet (2012) emphasizes on decisive factors for success of PPP water supply projects in Africa.
· Select right types of PPP water supply contracts in each typical circumstance with appropriate terms and conditions;
· These contracts-out should be revised and match with the national circumstance in stead of being a importation contract;
· Financial model of the project should help reduce politic factor and focus on reasonable water price;
· Use financial incentives to call participation of related parties to promote PPP water supply projects;
· There should be a powerful-enough unit standing behind to speed up PPP contracts, especially politic support from the state. This is the core factor for success of PPP water supply in Africa (Stremolet, 2012);
· Financial support of sponsors in PPP projects should be big enough to drive and call capital from the related parties; and
· The state should provide investments to help make water price affordable to meet political and social goal of bringing fresh water to residents.
Experiences in filtering and selecting PPP fresh water projects
Selection of right PPP projects will be decisive to success of the projects. It is the same in field of fresh water that good filtering of projects and selection of right PPP contracts play an important role in success of the projects. This section mentions experiences in filtering and selecting types of PPP fresh water contracts.
According to PPIAF (2009), there are 03 groups of factors to help determine whether a fresh water project can work well with PPP model or not, specifically:
· Group of factors related to project’s goals: Meeting requirement of economic value, easy to call skills and capital from private sector, possibly sharing and bearing risks, offering reasonable service price, PPP project’s water service easily meeting quality standard or environment protection regulations;
· Practical: Complying with legal requirements on environment; Easily transferring state’s ownership to private sector to meet project’s goals; Feasible and reliable in cost recovery or budget payment; Staff and officers skilful and experienced in project management; The government ready and willing to support commitments; Referring success and failure experiences in other countries; Protecting interests of related parties; Paying much attention to interests of private sectors, even accepting a high ratio of risk.
· Economically valuable:  PPP project should be more beneficial than public investment project; Financing from the project should be sustainable even in cases where are sensitive in terms of market or prerequisite.
It is indicated by the World Bank (2012) that a PPP fresh water project should meet some following conditions:
· Public sector is not capable of providing fresh water to meet demands of the communities and residents;
· Service of fresh water cannot meet requirement on quantity and quality and should be improved;
· Potential risks in providing fresh water limit future provision and it requires an immediate action;
· Water supply service is not effective or the facility is weak.
Thus, a PPP water project should meet the following: (i) Participation of private sector is necessary to enhance capacity of fresh water supply service, improve quality of water, improve operation efficiency of the existing facilities; (ii) PPP fresh water project should meet goals of the related parties; (iii) the project should be feasible legally, economically and environmentally.
Experience in risk allocation in PPP projects 
Risk is indispensable in a PPP fresh water project. It is understood by the State and private sector that there are many factors affecting operation efficiency of the project but no one know how those factors will be in future. Sharing risks in PPP water projects should go with responsibility/duty of each related party. Risks are different but can be divided into two big groups: (i) Risks related to investment activities: For example, investments to expand distribution network and investments in new water sources, and (ii) Risks related to operation or maintenance. 
Figure 5: Sharing financial risks in PPP water supply project
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For a successful PPP project, it requires an appropriate mechanism of risk sharing between the state and private sector (Chan and associates, 2010).  There are many risks in a PPP water project. According to CRISI (2009), PPP water supply project may face following risks: Risk of investor, risk of finish, risk of technology, risk of operation and maintenance, risk of raw materials provision, risk of market, risk of buyer, risk of foreign exchange, risk of environment, risk of laws, risk of force majeure, etc. Division of these risks should base on the principle: (i) Which party can control which risk, that party should be responsible for that risk because they can control that risk at the lowest cost; (ii) Projected contract should reflect and play as a tool to minimize risks; (iii) Common risks, such as politic risk, policy revision, should be guaranteed; and (iv) Risks which are impossible to be minimized should be passed to clients via high service fee. 
According to Xu and associates (2011), there are 11 types of risks possibly faced by a PPP water supply project. Upon analysis, Xu and associates (2011) indicated ways of risk sharing in this PPP fresh water project. Risk sharing as in this study is specified in the below table.
Table 2: Risk and sharing in PPP fresh water project as studied by Xu and associates (2011)
	Type of risk
	Specific features
	Risk location

	Political risk
	· Risk of government interference
· Risk of preferential policies
· Risk of administration and corruption
	· Government should bear this risk because it is the government who can control this

	Legal risk
	· Change of land policies
· Change of sectoral policies
· Change of service standards
	· The government should bear this risk

	Risk of government credit
	· The government cannot meet the credit requirements on quantity and progress
	· The government should bear this risk

	Risk of demand change in markets
	· Market demand may increase or decrease, leading to risks
· Ways to minimize risks (Guarantee, compensation, competitive protection)
	· Both government and private sector share market risks (protecting basic revenue for private sector)


	Risk of inflation
	· Higher investment cost 
· Higher cost of operation and maintenance
	· The government should share by inflation risk guarantee
· Government and private sector share this risk Government share risk when inflation surpasses prediction (difference)

	Risk of production price
	· Water price is fixed by many parties: State, producer, distributor, local authority, leading to slow change
	· Government and private sector share this risk
· Private sector passes a part of risk to the government via a price guarantee or by pricing on basis of water production cost.

	Risk of inaccurate market prediction
	· Inaccurate demand prediction will make it more costly 
	· Inaccurate prediction is at responsibility of the private sector, therefore they should bear this risk

	Risk of contracting
	· Error and mistake in the contract
· No foundation for risk sharing
· No commitment from both sides
· Responsibility and duty of both sides not obvious and transparent
	· Careless in preparing contracts, private sector should bear this risk
· Terms and conditions are not specific, both sides should share risks
· Policy change causes risk, the State should bear this risk

	Risk of financing
	· Face difficulty in calling funds
	· The private sector should bear this risk
· If the government guarantees or funds, this risk should be shared

	Risk of poor infrastructure
	· Not part of PPP water supply project
· Affect success of the project
	· The government should bear this risk
· The private sector passes the risk to the government via agreements

	Technical risk
	· Technology is not as expected
· Technological efficiency not as expected
· Technology renewal not made timely
	· These risks are at responsibility of private sector


Source: Xu and associates (2011)
To have a better understanding of risk sharing between different types of PPP contracts, Idelovitch and Ringskog (1995) and World Bank (1997) collected information and compared risk sharing between risk of financing and political risk under a PPP water supply project. Comparison result is mentioned in Table 4: 
Table 3: Sharing financing risk and political risk between types of PPP water supply contracts
	Types of PPP contracts
	Owner
	Risk of financing
	Political risk and risk of government interference

	Service contract
	Public sector
	Low
	High risk of interference

	Management contract
	Public sector
	Low
	High risk of management interference

	Leasing contract
	Public sector
	Average
	High risk of potential disputes

	Affermage
	Public sector
	Average - high
	Average - high

	Co-ownership
	Public and private
	Average - high
	Average

	BOOT
	Public and private
	High
	Average

	Direct selling
	Private
	High
	Low

	
	
	
	


Source: Idelovitch and Ringskog (1995) World Bank (1997)
Possible risks in PPP water supply project are diversified and risk sharing may be divided into 3 groups: (i) risks to be born by the government only, (ii) risks to be born by the private sector only and (iii) risks to be shared by both private sector and the government. Upon analysis on each type, the parties agree ways to share possible risks before carrying out the project. Experiences in sharing risk are different in each project but should be subject to principles on risk sharing between the state and private sector as mentioned above in order to create foundation to determine and share risks in the PPP water supply project.
3. Reality and considerations of PPP water supply field in Vietnam
Applying PPP in water supply field
It is estimated by the World Bank (2013) that Vietnam is in short of about USD 9 billion a year to build infrastructure, including water infrastructure. Regarding water field, from now to 2020, about VND 68.9 thousand billions are needed for fresh water projects. Sources of capital for upgrading the water supply system mainly come from the budget (ODA and State’s Budget). At present, few water supply projects are being financed by the private sector applying BOO model, however, capability is still limited. It is clear that the model of public – private partner in Vietnam’s water supply field shows big potentiality but private participation is still small and not diversified and there is also no other PPP model.
Figure 6 describes PPP based projects regarding Vietnam’s facilities and infrastructure during period of 1990 - 2013. Specifically, 4 PPP water supply projects have been licensed, accounting for about 4.9% of total number of projects and 2.7% of total capital in implemented PPP infrastructure projects in Vietnam.
Figure 6: Number of projects and investment scale in form of PPP in Vietnam’s fresh water supply activities
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In comparison with ASEAN’s countries and China, total investment in water supply field applying PPP model show a modest ratio against that in infrastructure and facilities. It is seen from Table 2 that Malaysia’s PPP capital for water supply accounts for 17% of total PPP capital for infrastructure and facilities while this ratio is about 2% only in Thailand and Indonesia.
Table 4: Ratio of PPP capital for different fields 
in some Asian countries, 1990 - 2013
	
	Vietnam
	Thailand
	Malaysia
	Indonesia
	Philippines
	China

	Energy
	64,6
	45,2
	30,0
	31,1
	46,3
	37,1

	Telecommunication
	19,7
	44,9
	24,5
	57,5
	33,0
	11,4

	Traffic
	13,0
	8,0
	28,6
	9,5
	7,1
	43,6

	Water
	2,7
	1,9
	16,9
	1,9
	13,5
	7,9

	Total
	100
	100
	100
	100
	100
	100


Source: The World Bank’s database of private participation 
Thus, it is obvious that private participation into water supply activities via PPP model or PPP projects has happened in the world, ASEAN region and Vietnam also. However, private participation into these projects as well as ways of participation are different in each country. In Vietnam, PPP water supply projects are still limited with small scale and simple model.
Considerations for development of PPP water supply model 
Despite PPP infrastructure development projects in Vietnam appear soon (the first was in traffic field in 1994). However, by 1997, Vietnam received the first PPP water supply project. After 17 years since the first PPP water supply project, only 3 PPP fresh water projects are added while there are numerous of PPP traffic projects. The question is why PPP water supply projects are not attractive in Vietnam? This section describes challenges and considerations to call PPP water projects.
Obstacle 1: Failure of water supply market in Vietnam This is the biggest obstacle in Vietnam. Although the State allows private sector to freely do business in this field, private participation is relatively weak because commodities of water supply field show features of exclusive production (for example, private sector cannot discretionarily build a new water distribution network to bring water to each household). This makes water supply market not work and the state should act as the main factor to solve this failure or the state should promulgate basic requirements to make this market work such as protecting markets, offering reasonable water price or guaranteeing loans for private investments.
Obstacle 2: Communities of water supply field should be meaningful in terms of social security and should meet the state’s social goals. This is the duty which the state should perform in order to meet basic requirements and protect living standards of residents. Therefore, the market rule is affected (for instance, policy on water selling price in localities is stipulated by the provincial people’s council), causing more serious dispute between buyer and seller. And when the interest is not satisfied, private investor will escape from this market.
Obstacle 3: Changes or revisions in legal system regarding PPP model do not meet practical requirements. Decision 71/2010/QD-TTg on PPP-based pilot investment has been released but many inadequate issues related to legal framework for PPP projects in general and PPP water supply projects in particular are still seen. According to the report by the Ministry of Construction (2013), issues related to legal framework for PPP projects may be summarized as below: 
· Instructions on carrying out PPP projects are not timely. A private Decree on PPP is still on period of opinion collection, while it will be followed by a set of guiding circulars, not mentioning consistence between circulars and Decrees;
· It is slow in optimizing procedures on preferences and motivation for PPP projects. Policies on preferences and motivation for PPP projects are not specific, not attractive, not updated, making them impossible to keep up with practical developments of PPP in Vietnam. In addition, procedures on preference application are still complex and inconsistent. Typical examples are procedures on borrowing, interest rate, loan term, price of output products, procedures on financial support registration for PPP projects. This is also one of reasons for difficulty in calling private investors into PPP projects in Vietnam in general and PPP water projects in particular.
· Risk of policy related to PPP model in Vietnam, according to experts, is high, however, there is no typical and transparent mechanism to share risks.
Obstacle 4: PPP water supply projects in Vietnam face the problem of “failure in regulation”.  For example, PPP water supply project relates to many parties: People’s council fixing the selling price, People’s Committee or the Managing Authority making decision on investment, fresh water company owning the water distribution network, water producer and so on. Goals of these related parties are also different from each other: the state targets goal of development, local authority focuses on goal of social security while fresh water company and producer anchor to goal of profit. Further more, that there are many participants will increase projecting cost, causing bad impact on investor’s profit. If there is no regulation agency with enough power, failure in regulation regarding PPP projects is unavoidable. This is an obstacle preventing private sector from taking part in PPP water supply projects in Vietnam.
4. Some suggestions to attract PPP water supply projects in Vietnam
It is pointed out from the above analysis that PPP water supply projects in Vietnam face a lot of obstacles in the market. If these obstacles cannot be solved, calling private investments in form of PPP will not be as effective as expected. To this end, this section will mention some principle-based and open suggestions for functional agencies to apply practically in order to develop feasible PPP water supply policies in Vietnam.
First, it should be understood that the State is the main factor in providing water supply services. If market failure happens in water field, the market will not work and private investors will not participate. Private sector will enter this market only when there is commitment from the state. Because of exclusiveness in production, the state is required to provide services with the aim to minimize social losses and damages. For the goal of social security, the state should subsidize the service distributor/water producer and water provider for them to gain satisfied profit, or the state should make commitment for suitable profit to call participation of private sector. International experience in solving this issue is that the private investor is guaranteed for their profit and the state meets some requirements on competition, recovery time, client quantity and so on.
Second, it requires to develop a framework to filter and select attractive PPP water projects to attract private sector. Products of water services are called public commodities, bearing features of exclusive production and social security, etc. Therefore, they should be filtered and there should be suitable PPP models, with focus on conditions, risk sharing between the state and private sector. A principle is that profit for private participant should be protected during the project term.
Some initial suggestions on selection principles mentioned in Appendix 1
Third, it is suggested to quickly complete the legal framework and preferential policies regarding participation of private sector into PPP model. Decree on PPP is foundation to develop legal framework to call private sector’s investments in PPP water projects. In addition, practical implementation should be based on guiding circulars. An experience in issuing these documents is that it requires participation of private sector and it should mention private sector’s interests in PPP model.
Fourth, it requires to set up a powerful agency to regulate PPP water projects. PPP water project involves many related parties and each of them targets different interests, responsibilities and goals. Therefore, a powerful-enough agency is necessary to meet general goal of the project and harmonize every separate goal of each party. The question is that what that agency looks like? How that agency operates?, etc, which are the next considerations.
Fifth, it requires to study and develop a risk sharing analysis framework for PPP water supply projects. This framework will identify types of risks possibly faced by the PPP water supply project, mechanism to share risks of each type, and way to share risk between related parties of the PPP water supply project. These are urgent issues in Vietnam’s context in order to attract private sector’s participation into PPP water supply projects.
Some initial suggestions of risk sharing model are described in Appendix 2
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Appendix 1: Some principles on selection of public investment and PPP

· Informed and calculated choice: 

· The choice by public authorities between public and private provision should be based on cost-benefit analysis taking into account all alternative modes of delivery, the full system of infrastructure provision, and the projected financial and non-financial costs and benefits over the project lifecycle

· Nature of water field is meeting basic demands of people. Relate to important externalities on health, education, environment, gender balance. Important data and information deficits. Combination of some large and small-scale projects. Necessity of a global view considering all segments of water provision. Wide disparities in initial conditions across countries / regions. In most developing countries, private small-scale providers already cater for large portion of population (the poor and the scattered), often on an informal basis

· Considerations for governments: The choice between different modes of service provision is a means to an end: ensuring sustainable access. It should follow an initial consensus on the definition of service provision (level, location, development) desired by society, an assessment of where and how private sector can add value and the definition of the modalities of the participation (financing, service management). Governments remain in charge of the regulatory and oversight functions and of the ultimate responsibility to meet population’s basic needs. Sustainability analysis should address health, environment, economy, socio- culture and technical issues (including the choice of technology and the assessment of the current state of infra-structure). This analysis should consider the full water cycle, including treatment, distribution, collection, transport and end-management of wastes, water allocation across different uses and technical options (centralized vs. decentralized systems, water conservation vs. development of infrastructure). Tools, such as the public sector comparator, that provide a quantitative appraisal can be useful when used in conjunction with qualitative analysis and baseline information is clearly disclosed, to better define the costs and benefits associated with private sector participation and forge a consensus among the stakeholders on the key elements required for an affordable and beneficial partnership. A thorough analysis by project might not be feasible because of associated transaction costs (including time and capacity development). Abbreviated or group appraisal and standardization of contracts might help alleviate costs, especially for smaller projects. Early identification of the consequences of choice (notably for different users) facilitates balancing the different interests. Better integrate the private actors that already contribute – including the small-scale operators and the big users – in the chain of service provision.
· Financial sustainability of infrastructure projects 

· No infrastructure project, regardless of the degree of private involvement, should be embarked upon without assessing the degree to which its costs can be recovered from end-users and, in case of shortfalls, what other sources of finance can be mobilized
· Sector-specific features: Long-term, irreversible investment. Lack of transparency and complexity due to provision of subsidies and cross-subsidies, numerous layers of stakeholders and information asymmetry. Complexity of pricing policy with potentially conflicting objectives: cost recovery, economic efficiency, equity and affordability. The economic, social and environmental benefits of adequate access to water are not fully recognized. Consequently, water prices rarely reflect costs. Sustainability is even more crucial for sanitation: piped sewerage is costly and its benefits even less perceived by individuals
· Considerations for governments: Consider an iterative assessment of service levels, technical options and expenditures on one side and future demand, tariffs and affordability and willingness to pay on the other (at least for projects above a critical size). Consider carefully the optimal level of service provision to capitalize on economies of scale and scope. Price setting should allow achieving “sustainable” cost recovery. The rules should be clear and predictable. Set optimal mix between price cap and rate of return regulation to provide incentives to improve efficiency, to invest and to balance needs of users. Favor water conservation. Consider also the alternative tools available to achieve the objectives of equity and water conservation. Tackle in parallel prices for wastewater treatment and raw water abstraction. Where affordability is low and infrastructure needs large, subsidies remain necessary, especially in rural areas and for sanitation. Clarify subsidy levels, time span, nature (connection / consumption) and the targeting process (depending on local settings, consider appropriate mix of targeting through household surveys, geographic targeting, self-selection and subsidies to technologies used by the poor). When envisaged, the setting of cross-subsidies should allow for changes in the user base. Be aware that the choice of technology will lock-in the profile of service provision for years. It should match technical considerations and affordability. There is a wide range of choices, especially for sanitation: different levels of on site, conventional and simplified sewerage. Diversification of service provision may help ensure financial sustainability while serving pro-poor objective. Allow for easy upgrading of facilities so that users can climb up the technology scale.

· Apply tailor-made model of private sector involvement
· The allocation of risk between private parties and the public sector will be largely determined by the chosen model of private sector involvement, including the allocation of responsibilities. The selection of a particular model and an associated allocation of risk should be based upon an assessment of the public interest
· Sector-specific features: High risk sector (cumulates commercial, political, contractual, legal, regulatory and reputational risks). Inadequate risk sharing arrangements are at the heart of past disputes. Very heterogeneous private sector, with different comparative advantages and capacities to bear risks. Wide disparities in initial conditions across countries and regions that generate different needs and risk allocation structure. Public interest has various aspects: access (including for disadvantaged groups), environmental sustainability, health and safety, community choice and organization. The various aspects may not be easy to reconcile (consumer interest may vary widely across connected and unconnected)
· Considerations for governments: The menu of contracts is extensive, allowing for diverse risk sharing across parties: smaller projects, reduced risk transfer (lease, management), greenfield contracts for bulk facilities and joint ventures. The structure of incentives changes accordingly. Risk allocation should be driven by an assessment of the party best able to manage it so as to ensure value for money and sustainability of partnerships. Success of a model can only be assessed in the long run when sustainability and adaptation to changes can be proved. The bidding process cannot achieve alone the relevant risk allocation, which is shaped by the dynamics of the relationship. Build on the strengths of respective private actors. Tap on small-scale providers’ capacity to reach out to poor customers in smaller cities, peri-urban and remote areas. Examine how joint ventures between international companies and local actors can help alleviate the foreign exchange risk and support technology transfer. Examine the opportunities in innovative decentralized approaches to water and sanitation services to complement traditional centralized systems and adapt to the new challenges raised by climate change (their use should be assessed against the loss of economies of scale they may induce). If private sector participation is envisaged, consider a stepped approach: strengthen commercial functions and information system through service or management contracts first and develop greater understanding between the private and public sector for a more motivated choice. Provided that competition is preserved, such an approach can facilitate transfer of know-how, help develop a better understanding of the state of water systems and help strengthen public sector performance. Consider carefully the roles for different levels of government and the co-ordination mechanisms across different actors
· Preserve fiscal discipline and transparency
· Fiscal discipline and transparency must be safeguarded, and the potential public finance implications of sharing responsibilities for infrastructure with the private sector fully understood
· Sector-specific features: Payments of fees, subsidies and guarantees that constitute long-term expenditures and contingent liabilities on budget. Owing to the essential nature of water, government is expected to act as the provider of last resort if operator fails to deliver. Local management involves sub-national entities (municipalities, utilities). High transaction costs (numerous transactions, actors and models)
· Considerations for governments: Determine what bears on budget: subsidies, extension of network, guarantees, oversight and

· co-ordination and transaction costs. For the sake of fiscal transparency and sustainability, disclose future costs of private sector participation and incorporate them in medium-term budgetary projections and debt sustainability analysis. Guarantees to attract private sector result in contingent liabilities bearing on fiscal accounts. Consider adopting clear rules on disclosure of guarantees (monitoring of the diverse guarantees provided through a register of guarantees, integration of estimated cost in annual budget). Clarify the fiscal relationships of governments with sub-national entities. Clarify the legal basis for sub-sovereign financing. Encourage building of capacity, transparency and accountability of sub-national entities, using incentive mechanisms (linking central transfers to quality of reporting for instance) and information sharing (publication of financial and management information). Encourage monitoring by civil society. Third party oversight, e.g. by parliamentary bodies, may help safeguard the integrity of the process
Appendix 2: models of risk sharing
Each of the standard models of private participation—management contracts, af- fermage-leases, and concessions—is associated with, and to some extent defined by, a particular allocation of responsibilities and risks.
One way of designing the arrangement is to determine whether one of the three standard models (management contracts, affermage-lease, and concessions) can deliver the desired outcome. In practice, allocation of risk and responsibility under these three standard models may not match the preferred outcome. If this is the case, a tailored or hybrid approach can be developed to achieve the desired allocation. Hybrids of different models are common.
Management contract

Under a management contract the operator fills key management positions in the water company with appropriately skilled staff. The publicly owned water company continues to be accountable for other responsibilities, such as operating and maintaining existing assets and undertaking new investment.
The risk transferred to the operator depends on the performance bonus. If there is no performance bonus, the operator bears the risk of not being paid by the contracting authority, but bears little of the risks of the water business. If there is a performance bonus, the formula for the bonus determines in large part how much risk is shifted to the operator. For typical management contracts, very little risk is transferred to the operator. (How risk is shared between the contracting authority and customers depends on rules governing tariff adjustment.)
Affermage-leases

Under an affermage-lease, responsibility for operating and maintaining existing assets, plus commercial and management responsibilities, pass to the operator. The contracting authority retains responsibility for new investment.
The risk transferred from the contracting authority to the operator is usually significant, but depends on the details of the contract and, in particular, the way the operator’s remuneration  is determined. Under an affermage, the tariff- adjustment rules that matter most are those applying to the operator’s tariff (or affermage fee). Under a lease, the operator gets the customer tariff minus a lease payment, so the tariff adjustment rules that matter most are those that apply to the customer tariff.
Concessions

Under a concession the operator assumes full responsibility for service delivery, including management, operation and maintenance of existing assets, and new investment.
The risk transferred from the contracting authority to the operator is usually substantial, but depends on the details of the contract, and particularly on the rules for adjusting the customer tariff.
Hybrids

Various types of customized risk-sharing arrangements are possible. These could include:
•   A “management contract plus” arrangement, in which the performance-related element of the management contract is so substantial as to transfer real risk. For example, the management contract might provide substantial bonuses, but only pay these if the operator succeeds in increasing the operating cashflow of the utility by more than the amount of the bonus. If the bonuses are large, operators might risk providing inputs in addition to those paid for by the fixed fee, if this improves the utility’s performance enough to secure the bonus.
•   An “affermage-lease plus” arrangement. Under a standard affermage-lease the contracting authority retains full responsibility for undertaking and financing new investment. However, it may be desirable to transfer some responsibility for investment to the operator. For example, the operator is usually better placed to manage construction of new assets. Contracting authorities may also wish to share other investment-related risks and responsibilities, particularly those relating to financing, with the operator. Mechanisms for sharing responsibility for new investment include:
–  Limited investment targets for the operator. For example, the operator could be given responsibility for extending service coverage to poor areas, or peri-urban neighborhoods, while the contracting authority retains responsibility for other investments.
–  Cofinancing. Cofinancing agreements are agreements between the operator and the contracting authority, or the operator and a development agency, under which investment and finance costs and risks would be shared.
–  Sharing investment responsibility between the parties. An affermage-lease con- tract can include responsibility for some investments (such as network ex- tensions).
Examples of hybrid arrangements

Sharing risk through performance payments. Water distribution and wastewater collection services in Amman, Jordan, are subject to a management contract. Under the contract the operator, Suez Lyonnaise  Des Eaux, Montgomery Watson Arabteh Jar- daneh (LEMA), receives a fixed fee plus a performance-related bonus. The level of this payment depends on the change in operating revenues and operating and maintenance costs from year to year (see Appendix A). LEMA benefits from performance improvements, but faces penalties if it fails to achieve improvements.  This has the effect of sharing some risks with the operator.

Sharing responsibility for investment. In 1995 the Colombian government entered into an affermage-lease for water and sanitation services in Cartagena. The operator, Aguas de Cartagena (ACUACAR), initially was responsible for operation and maintenance of the system, asset rehabilitation, and investments necessary to meet two specific output-based performance targets (increased collection rates and reduced nonrevenue water). Soon after the contract was signed, it became apparent that there would not be sufficient funds to cover the investments required to meet the performance targets. As a result, ACUACAR secured loans from the World Bank and the Inter-American Development Bank to implement an investment plan. This plan also included new investments outside ACUACAR’s original obligations, particularly focused on increasing coverage in poor areas of the city. New loan agreement con- tracts between ACUACAR, the municipality, and the funding agencies expanded ACUACAR’s responsibilities to include investment, and introduced a wider range of output- and input-based  performance  targets.
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Sheet1

		Sô dự án PPP trong lĩnh vực nước trung bình hàng năm trên thế giới, 1987-2011

				1987-1989		1990-1994		1995-1999		2000-2004		2005-2009		2010-2011		Average

		Nước		1.7		5.2		15.6		26.6		33		14.5		16.1

		Thoát nước				3.2		5.8		22.4		49.6		28.5		18.3

		Nước và thoát nước		4		2.2		19.4		27		12.8		4.5		11.7

		Tổng số		5.7		10.6		40.8		76		95.4		47.5		46.0

		Số lượng dự án PP nước ở một số quốc gia Châu Á, 1995-2010

				Số dự án		Vốn (triệu đô)		Quy mô vốn trung bình (triệu đô/dự án)

		Trung Quốc		409		10136		24.8

		Án Độ		14		605		43.2

		Indonesia		12		1175		97.9

		Malaysia		16		10144		634.0

		Philippines		6		8276		1379.3

		Thái Lan		16		831		51.9

		Việt Nam		4		312		78.0

		Nguồn: Cơ sở dữ liệu của Ngân hàng Thế giới về sự tham gia của tư nhân trong lĩnh vực cơ sở hạ tầng

		Tổng số người được phục vụ bởi các dự án PPP cấp nước, 1987-2011

				Nước		Thoát nước		Nước và thoát nước		Số dự án

		1987		9.0		3.0		9.0		2

		1990		50.0		55.3		50.0		16

		1995		99.6		79.7		113.1		94

		2000		281.6		169.2		312.9		345

		2005		436.9		209.7		553.9		754

		2010		464.5		420.4		785.5		1209

		2011		577.7		423.0		795.8		1225

		Đơn vị: triệu người

		Jensen, O. (2013). PPP in Asia's water sector: Track record and prospects, Global Water Intelligent 

				Số dự án		Vốn (triệu đô)		Tỷ trọng vốn

		Năng lượng		64		7496		64.6

		Viễn thông		4		2280		19.7

		Giao thông		10		1511		13.0

		Nước		4		312		2.7

		Tổng		82		11599

				Việt Nam		Thái Lan		Malaysia		Indonesia		Philippines		Trung Quốc

		Năng lượng		7496		20259		18010		19648		28498		47432

		Viễn thông		2280		20122		14745		36331		20321		14518

		Giao thông		1511		3576		17186		6030		4396		55768

		Nước		312		831		10144		1175		8276		10136

				11599		44788		60085		63184		61491		127854

				Việt Nam		Thái Lan		Malaysia		Indonesia		Philippines		Trung Quốc

		Năng lượng		64.6		45.2		30.0		31.1		46.3		37.1

		Viễn thông		19.7		44.9		24.5		57.5		33.0		11.4

		Giao thông		13.0		8.0		28.6		9.5		7.1		43.6

		Nước		2.7		1.9		16.9		1.9		13.5		7.9

		Tổng số		100		100		100		100		100		100
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Tỷ trọng vốn
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Sheet2

				Số dự án		Đầu tư (triệu đô)

		1991		2		75										East Asia and Pacific		Europe and Central Asia		Latin America and the Caribbean		Middle East and North Africa		South Asia		Sub-Saharan Africa		Total Investment

		1992		6		284								Tổng		30945		3915		34724		3964		605		392		74545

		1993		11		6629								Tỷ trọng		41.5118384868		5.2518612918		46.5812596418		5.3175934		0.8115903146		0.525856865

		1994		14		1346

		1995		16		1813										Tổng		Tỷ trọng

		1996		25		1304								Châu Á-Thái Bình Dương		30945		41.5

		1997		36		9966								Châu Âu và Trung Á		3915		5.3

		1998		31		2327								Mỹ La Tinh và Caribbean 		34724		46.6

		1999		36		6364								Trung Đông và Bắc Mỹ		3964		5.3

		2000		42		7211								Nam Á		605		0.8

		2001		41		1856								Châu Phi		392		0.5

		2002		47		1546

		2003		48		1503

		2004		58		4646

		2005		65		2483

		2006		56		2599

		2007		85		3426

		2008		68		2861

		2009		40		2190

		2010		25		2353

		2011		33		2626

		2012		40		5711

		2013		22		3425

		Grand Total		847		74545
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