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ABSTRACT

This thesis mvestigates the potential that the private secior participation holds for increasing the public
sector’s capacity to deliver essential mwmicipal infrastructure services in the developing world in a
sustainable structure known as Public Private Partnerships (PPP),

The hypothesis that better levels of service delivery may be gained through utilising PPP, istested by a
theoretical analysis of existing lterature and case studies. In addition, a theorstical systemic approach is
used to build up a holistic model or enquiry framework. An analysis of two parmership regulatory
frameworks, one from South Africa, and one from British Columbia, Canada is also undertaken. In
general only current {post 1990) literature is reviewed. The main areas investigated included the role and
performance of government and state owned enterprises in infrastructure and development, the role of
privatisation in alternative service delivery options, and the structures and dynamics of partnerships for

service delivery.

As far as possible summaries are shown in tabular form and chapter conclusions were identified and then
utilised in the systems chapter. In the case of this chapter graphic models are constructed to highlight the
slements of an enguiry framework. In addition, & comprehensive case study on the application of PPP in

solid waste collection is Included.

Major findings of the thesis highlight a number of facts :

1. Only government has the final responsibility to provide essential services. The reason for this is that
its focus should be on the social well-being and welfare of its citizens. Due to past practices this
responsibility was however not maintained at adequate levels and a huge backlog in service delivery
developed, especially in the developing world,

2. The private sector, focused on commercial objectives, is able 1o use its business acumen to provide a
solution that will, in the long run, benefit the end-user, or rate payer. It can epswre long term
sustainability through skills transfer and job creation and may assist in increasing capacity of the
government through a process of retraining,

3. An alternative to full govermnment conirol, or oulright privatisation may be found in PPP.
Sustainability must be ensured by using the correct contractual arrangement available for a particular
service. The different approaches of government and business may be used as checks and balances to
ensure that no exploitation is allowed to take place,

4, If a PPP is viewed as a system it allows for a comprehensive, sustainable project management
approach that will take into consideration all stakeholders that are part of infrastructure development
and ensure that they are included in the process. 1 also highlights the fact that PPP may exhibit
particular traits, not common to either of the pariners,
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5. South Africa is well in tune with global efforts in the field of partnerships. However when compared
against a similar framework in a developed country such as Canada it is clear that there is a major
difference in the way that alternative service delivery is viewed. In the case of South Afiica the
service delivery framework is structured along the lines of the Reconstruction and Development
Program, whereas the Canadian model only allows PPP where a substantial saving 1o the end-user, as
well a3 an innovative solution to a problem, may be gained. Clearly South Africa, with its high
wnemployment rate has different priorities. At the same time the current government structure
realises the major potential available in this regard. A number of PPP projects are well underway.

The general conclusion is that PPP in the developing world hold much promise for increasing
government capacity to Uft its levels of service delivery 1o a new height and as such should be

embraced.
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RESTRAINTS AND GENERAL COMMENTS

The following issues are worth commenting on as they may have some relevance on the information in this
thesis

The thesis was undertaken just afler the issue of the draft document “Framework Agreement on the
Restructuring of Municipal Services”. This took place at the end of 1998 and at the beguming of 1999,
Indications at that time was thai the basic information in the agreememt would form part of revised
legisiation, due 0 have been tabled sometime during 1999, As it turned out it took longer for this legislation
to he tabled as ongoing revisions of the document took place. At this stage there is still substantial
opposition to the concept of privatising municipal services on the side of organised labour. At the same time
2 pumber of cities undertook transformation plans to incorporate the principles of the Framework., One
example of this is the Igoli 2000 project undertaken by the city of Johannesburg. Unfortunately there were

no conclusive findings from this project at the time of printing this document.

Another interesting fact is that a vast volume of literature on Poblic Private Partnerships is available on the
Internet. Unfortunately these are not always properly archived and as such presents difficulty to be included
in a bibliography. Especially in the case of South Africa a number of institutions such ss the Development
Bank of South Africa loads current information and case studies on the Infernet which are extremely
valuable. In addition a number of *chat groups’ exists where information and experiences around PPP may

be shared. These sources of information nead 1o be investigated further.

Due to the very nature of leases and concessions which normally take place over a longer term, coupled with
the fact that PPP in South Afvica is at a relatively young stage, it presents the problem that most case studies
need o be utilised from overseas sources. Their conclusions and recommendations may therefore not be

relevant.

A nomber of similarities exist between development and municipal infrastructure.  Where relevani, this
thesis took the approach that i is the principles of PPP that need 1o be tested and as such, examples may be

used from sither source.
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1. Chapter 1 : Introduction

In any true democracy an understanding exists between a government and iis citizens. The govermnment
imposes taxation on the citizen in the form of service charges, or rates, thereby gaining the revenue it needs
to meet the obligations. In return, the citizens are entitled to receive the basic public services and goods that
would normally be underwritten in the constitution of the country. It consists of elements such as potable
water supply, sewage- and wastewater systems, solid waste collection and -treatment, electrical- and
tslecommunication reticulation as well as a roads network. These specific elernents may be referred fo as
the infrastructure of a country. In addition to these physical elements a number of related social
obligations such as education and medical services may form part of this vnderstanding. These will however

fall owtside the scope of this document.

It may, however, happen that a government is no longer realistically able to meet these obligations. This
would normally be the case i a government loses this ability 1o perform due to a decline in its capacity
levels, This decline may be related to financial or logistical capacily problems, but the nef result to the end-
user is an unacceptable level of service delivery. This is particularly true for the developing world where
limited financial resources are sometimes unable fo meet the rapidly growing need for infrastructure
services. This in turn leads to a backlog in the different elements of the physical infrastructure.

This thesis will propose the hypothesis that the developing world is indeed suffering from service levels that
are unacceptably low and will then investigate alternative service delivery mechanisms. In particular it will
mvestigate the potential that the private sector holds in assisting with service delivery by focusing on what
could be called the middle ground - Public Private Parierships (PPP). PPP are probably best defined by
Domberger et al (1997 : 777} . “Parinering refers to a close working relationship with a high level of trust
and close co-operation between two parties that contract with each other to accomplish mutually beneficial
outcomes”. The two parties referred to being the private secior (organised, commercial business) on the
one hand, and the public sector (goverrment) on the other. Although the approach starts off with a fairly
wide consideration, the main focus of the thesis will be on municipal infrastructure,

The overall analysis will be structured as follows:

1. The role of government in infrastructurs

2. Alternative service delivery options such as decentralisation and privatisation
3. Specific siructures and arrangements of PPP

4. A systems approach to partnerships

When considering the role of government the focus will be on issues such as the traditional role and size of
government in the developing world, a review of the performance of state owned enterprises, and a review

of the requirement of sustainable infrastructure development. The approach in this particular chapter is to
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investigate the reasons why government is experiencing capacity problems. This will be done by looking at
the history of government efforts as well as the difference between ceniral- and local government. The issue
of sustainable development is one that is reflected in most current development frameworks as well as in the
more recent literature. In essence, it may be defined as managing the present without compromising the
futare. Tt refers to the broader issues that may affect a community, or the well being of a country. As most
development agencies qualify sustainability as a requirement, this thesis will uze that specific context to
analyse all the different aspects mentioned above.

Having done the needs analysis the next step in the thesis is to consider decenrralisation and privatisation a5
alternative mechanisms for ncreasing levels of service delivery. This will be done by focusing on aspects
such as deceniralisation and development, the different contractual options available for private sector mput
i infrastructure, the specific role that the private sector may play as well as the importance of infrastructure
in development and a country’s overall well-being. The purpose of this chapter is fo present a wide range of
options, available to the public sector, o utilise the private sector in infrastructure development and

maintenance,

Following on this will be the next chapter that presenis a detailed look at parinerships for service delivery.
The intention here is fo make use of lessons learned in the past, and to update the body of knowledge
surrounding the structures and dynamics of PPP. Issues under discussion will be the history of parmerships,
globally as well as in South Africa, the mechanisms and dynamics of partnerships as well as some
contractual arrangements available for structuring parinerships. The particular implication in this chapter is
that the best chance of success may be obtained by structuring PPP along project management lines.

PP may be described as different components working towards a common goal. This thesis suggests that
for this very reason PPP should be viewed as a complex system. This allows for a systemic approach
whereby a problem iz in fact ‘put together’ rather than “taken apart”. The reason for this is that the
individual components may exhibit a specific behaviour only when it is part of the system. On a practical
level it may be that commercial business, in a parinership will do things differently than the way they do their
day-to-day business et cetera. This particular chapier will utilise a number of ‘systems tools” to ultimately
create a model! that may be used as an enguiry framework into parinerships.

To test the theory of parinerships as developed in the main body, two applications are developed as part of
the Appendices. The fust is a case srudy of a service- or management contract for solid waste, and the
second is an gnalysis of a recent South African Framework for the restructuring of municipal services. To

check the relevance of this framework it is compared against a similar model, developed in Canada.

A conclusions chapter aims o define areas of commonalties within the chapters as well as across the overall
thesis. Specific chapter conclusions are not shown after each chapter, but form part of the systemic
investigation, thersby ensuring that the final model represents a comprehensive and holistic approach.
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Where possible groups of data are assimilated and shown in tabular format. In the case of the systems
chapter, it was found useful in the past to construct diagrams, depicting specific relationships or dynamics.

The thesis finally includes a bibliography of all sources that were consulted during the process that
culminated in this document.
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2. Chapter 2 : Managing Infrastructure for Sustainable Development

2.7 introduction

The term Public Private Partnerships (PPP) when used for Service Delivery implies an enterprise, created from
individual parts, for a common objective. If the different aspects of the phrase are considered it is reasonably
apparent what is meant with the private sector, that is an enterprise managed and run along commercial lines.
The term public sector on the other hand is less clear. In the comtext of this thesis, it refers to the government
authority responsible for revenue collection and supply of infrastructure- and social services. This may be at
national- or central level, provincial- or local government (municipal} level. The relevance of each sector depends
on a nurnber of factors. These include, for example the extent to which they are able to directly influence the daily
tife of the communities receiving the service, as well as their capacity in delivering public services such as housing,

water and sanitation and other physical infrastructure or social services, such as medical care and education.

This chapter focuses primarily on the role that government plays in development and service supply, within the
context of sustainable development. The reason for this particular context is that most development- and service
supply frameworks require public projects 1o take place in a sustainable way, mostly without defining exactly what
is meant by this term. As this a complex field of study on its own, an atteropt will be made to extract concepts that
are relevant 10 the main focus of the thesis. The focus will retum 1o the role of the private sector in later chapters.
However, as the government of the day as an institution has a constitutional obligation to deliver certain services to

the citizens of the country, this sector needs to be placed in the correct context,

‘The first section of this chapter analyses the role of government in service delivery and development projects. It
starts off by considering the traditional role of government in the developing world and then moves on 1o the size
and nature of government as reflected in national accounts. This is followed by & consideration of the changing
role of government which is followed by a comparison of local and central/regional government. It then analyses
the current situation of government in South Africa and finally cautions that there might be a need for government

to intervens in the event of the private supply of public goods failing.

The second section narrows the focus on the role of government down io the performance of State Owned
Erterprises (SOE)'. This is required as SOE are the traditional structures for service delivery. Tt starts off with a
crtieal review of SOE and their past performance and then propose certgin reasons for the poor traditional
performance of SOE. I then discusses potential solutions for dealing with poor performing SOE and finally
highlights the renewed focus on SOE in South Affica.

The third and final section addresses the issue of sustainable development and its relationship infrastructure.

Areas under discussion are the components of sustainable development, potential negative aspects of sustainable

! For the purpose of this section State Owned Enierprises will be defined as those entities with full or partial siate
ownership. It includes parastatals as well as the more traditional local and central government departments.
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infrastructire and finally an agenda for sustainability is proposed. The section concludes with a proposed

definition of sustainable partnerships for municipal infrastructure supply and maintenance.

Chapter conclusions will not be reflected as part of this section but will rather form an integral part of chapter 5, a

systemic view of Partnerships for Service Delivery

2.2 The Role of Government in Development

2.2.1 Introduction

The following quote describes the somefimes paradoxical nature of government actions i ifs atifude to policy
quite well : “In brief then, government policy involves an ofien wnproductive struggle between the dominant
priority o support business and the lesser goal, offen passionately pursued by social movements, of social justice.”
Gottdiener (1994 :330} or as quoted in Worpole (1993 : 93) “Private enterprise is good at getting things done, but

not at choosing what to do.”

This gives a clear indication that government definitely has an important role to play m development and service
delivery but suggests that there needs 10 be an evaluation of what that role is. The following section will consider
this aspect by looking at:

« the traditional role of government in the developing world,

s the size and role of government in national accounts,

= the changing role of government and ifs environment,

# the position of central and local government in service delivery,

= the current situation and structure of government in South Aftica and,

= the need for povernment 1o act to meet current needs.

2.2.2 The traditional role of Government in the developing worid

The traditional view of government is not always very favourable. It is frequently viewed as an ineffective
bureaucracy ; “The bureaucracy remains the single largest development agency in Third World countries ... with its
large numbers of officials it inspires little confidence. In spite of this it has to perform sensitive tasks with regard
to development. In many Third World couniries it creates the impression of inaccessibility, while it should be
geared to creating a positive relationship with the people and a the same time, to promote an image of
professionalism and efficiency” (Kotze 1997 : 38). This source continues by claiming that as long as development
is viewed as purely a governmental function, people will actually make it difficult for the bureaucracy to be
anything but authoritarian and patemalistic. This attitude could be called a “top-down” approach to development.

The inherent danger in this status quo is that this type of goverament prioritises conprol rather than development,
The government is unable to provide continued support for development as its nesd to increase confrol takes

priority over the need to increase public welfare. “Ultimately, an excessive deployment of resources in the control
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sector creates a shortage in the economic sector, which precipiiates an economic down-tum atf a time of rising
need for expanding welfare ™ {Saeed : 201). This statement appears o be validated if one considers the size of
military and regulatory spending in developing countries where poverty and social injustice is rife.

However, government still has an important role to play in providing essential services. For, as Faullmer says,
“Their involvement guarantees a degree of public accoumtability, preserves the public service ethos, ensures the
protection of all sections of society, and underwrites the delivery of social and environmental, as well as economic

benefits; that is, it meets sustainable development as well as purely financial goals” (Faulkner : 1998)

In summary it may be concluded that the traditional role of government in the developing world is not always
viewed very positively. Although its role is necessary, it is often incorrectly focused and tends to be one of a
regulatory rather than enabling nature.

2.2.3 The size and role of government in national accounts

H is also equally important, in this debate, o consider government spending and the way that public money is
utilised in the stimulation of growth and development. For this will determine whether there is some room for

improvement which might lead to more funds being available for social and infrastructure programs.

Weiss (1995 : 206 - 209) notes that an assumption is made in most of the early development literature that a high
level of state involvement is required fo ensure economic progress, due to widespread market failures and the
absence of a dynamic private sector. He states that irrespective of this the fact is that state activily in developing
countries is actually smaller (if measured as a proportion of national income), and different in natwe than state

activity in developed countries.
He explams this potential paradox by offering two different viewpoinis :

1. The first is that there i3 a tendency for the share of government expenditure in national income to rise with
meome, due to the fact that there is an associated increased need for government regulatory and infrastructure
activity as well as the provigion of welfare and social services. He then shows that this share is lower in
developing than developed countries.

2. Secondly, he claims that most developing countries can be classed as imermediate regimes, i.e. neither socialist
or capitalist and that in these countries the private sector allows itself to be subjected to much greater conrol
and interventions. These measures are normally inefficient in economic terms although they tended to sustain
private sector profit levels artificially.

A table in this same source shows the share of public investment (as measured in 47 developing countries) has
declined steadily from 1981 1o 1991, from 43.6 % to 36.8 % if measured as a simple average or from 41.6 %

down to 30.8 % when measured as a weighted average. Either measure shows a decline.
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A further table (rather dated) in the same sowrce {(Weiss 1995 1 209) for the period 1974 - 1977 shows State
Owned Enterprises (SOE) share in GDP as 9.6% for developed sconomies and 8.6 % for developing economies
when measured as a weighted average. One aspect to this however, is that in developing countries the SOE
operated with financial deficits that had to be covered by borrowing, or central government transfers with a

percentage value of almost double that, of the same valus for developed couniries.

In summary it may be concluded that the size of government expenditure in national accounts of developing
countries is not as high as one might expect, bui that it tends o have been deployed rather inefficiently in the past
in the application of deficit subsidies rather than the stimulation of economic growth,

2.2.4 The changing role of government

It is useful at this point to consider some changes and recent developments, pertaining to developed countries
such as the USA and UK, in the role of government 1o determine what developing countries might be faced with
once they reach a higher level of economic activity.

Some sources areg critical of the current direction of federal urban policy in paris of the USA. Gottdiener (1994 :
330) claims that the “present direction of metropolitan policy involves the abandonment by the federal government
of urban programmes with social goals and the boosting of partnerships in support of business growth.” This
source claims that development costs are being funded by the residents without the benefits of privatisation being
realised in most cities. This could possibly be the case in developed countries where the private sector is seen as

generators of sconomic progress.

Another view on the changing value system of governments is offered by Henderson (1993 : 80) where a
comparison i1s made between the short view (ie the peaking of old values) vs. the long view (described as
emerging values). In this comparison the existing sysiem is described as hierarchical, dominating, debt ridden with
the priority on armaments, whereas the emerging system is seen as having values such as being participatory,
concerned with community and co-operation and investing in socially responsible issues with governments

prioritising negotiations and conflict resolution.

In the UK the changing role of government is described by Worpole (1993 : 95). “The changes to and extensive
limitation of powers of local government in recent decades have been characterised as a move from the role of
direct provision to one of strategic and enabling authorities.” Once again the confiict of interests are ciled ; the
long term perspectives of government - the necessity to plan for the next generation - oflen are at odds with the

short term commercial requirements of service providers.

In the South African scenario there seem 10 be understanding for government’s role as enabler. As the Ministry of
Constitutional Development puts it ;| “the ministrty puts emaphasis on establishing developmental local government,
which is not about cutting grass verges in white suburbs, but about the front-line attack on poverty, about
mobilising resources, both public and private, NGO and community, for the social uplifiment of our peopls.”
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¥t may be concluded that governments and local authorifies are experiencing a shift m attitude towards an
understanding of their role as enablers of economic growth. This implies that there is an understanding for the
potential role that the private sector might play, but the apparent conflict in interests between social responsibilities
and commercial objectives needs to be addressed in the first place.

2.2.5 The position of central and local government in development and service
delivery

In development and infrastructure provision it is necessary to understand how central and local government differ
in their respective roles. This difference hinges around the revenue base of the different institutions and how

effectively they can provide and maintain services.

When considering this aspect the following descriptions are suggested

1. Local government would typically be a municipality (for a city) or a local substructure (for an area)

2. Cenitral government can be either provincial (for example the Provincial Government of the Western Cape) or
state wide (such as in the USA)

The specific description varies from country to country,

One view on this aspect is that the decisions made by central govemment in large measures determune the
conditions under which wban residents live. There is a realisation that central government lays down broad
ranges of policy in areas such as development and infrastructure investment and legislates it, but that it should be
tocal governments and communities who should determine the priorities and implement projects that affect the
nature of urban development (Elliott : 1994 :101}). This source states that “the primary role of central governments
should be 10 sirengthen the capacity of local governmenis to find and carry through effective solutions to local
urban problems and stimulate opporfunities.”

For this to function local authorities are required fo become agenis of development by increasing their political,
mstitutional and financial capacities.

It is important o realise that local government can only effectively achieve what is possible in the context of
central government policy.(Worpole : 1993 : 93}, This source further argues that it is the individual character of
each local authority (good and bad) that makes democracy still so pertinent to local government, and which

ensures local differentiation which gives each town, or area its own unique character.

This source further argues that it is exactly this individual character that will disappear if local governments pass
their responsibility on to private suppliers of service, Worpole warns that “it is bad enough that every high street
looks the same ; the prospect of every (social service) being developed and managed by the same national
commercial company would dispense with local civic identities altogether.” (97)
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One might argue that it is more important to address social upliftment and poverty than to try and retain local
character. In 3 sense this uniqueness can be interwoven in the development process by ensuring that local
communities have input in the decisions that affect the nature and character of developments affecting them.

Badshah (1996 : 27-28) argues that “local governments were set up to manage and maintain an urban system, not
tw develop a new one. They apply existing laws and regulations to the routine maintenance, operation and
incremental extension of urban services, and control and regulate certain activities within the city.” This source
continues by stating that urban development programmes need 1o resolve problems on the spot which calls for an
orgamsation that is non-hierarchical, not burdensd by regulations and open 1o a variety of participamts, In

conclusion “it calls for different technical and managerial skills than one normally finds in bureancracies”

In conclusion there seems to be a clear understanding of the respective roles of national and local governments
with the former laying down overall policy, while the latter is seen as being responsible for local implementation,
maintenance and operation. Local government should be enabled by central government while maintaining its own
unique character, yet operating within national guidelines. It is required that local government management style

should evolve away from the purely bureaucratic.

2.2.8 The current situation and structure of government in South Africa

South Africa went through a major change in its political dispensation during the 1990°s which provided the
political legitimacy that was previcusly missing. The South African government has embarked on various
programmes io address imbalances of the past and 1o meet current and future needs. As such the govemment is in
the process of change to restructure itself towards this. A later section will do an analysis of the historic

developments that led to the creation of legislation and administrative frameworks that are currently in use.

In an article in Finance Week {18 September 1998 : 39) Professor Esterhuyse comments on cerfam of (then)
Depuly President Mbeki's spesches | He states that socic-economic justice can only be realised if there is
economic growth and job creation. This iz based on his (Mbeki’s) view of the State. He recognises that # is
nataral for those who have been oppressed 10 now expect too much from the new government. Esterhuyse states
that Mbeki rejects the concept of a ‘Father Christmas’ state where the individual is disempowered and reduced to
a mere recipient who thinks he/she is entitled to receive and rather talks about a “truly developmental State’.

Various frameworks currently proposed such as ‘the White Paper on the ...Construction fndustry’ and other
papers on social and economic uplifiment realises this fact. These programmes typically see central government as
a major (but definitely not the single) pariner, acting as an enabler, topether with business and communities in

solving the multitude of South Africa’s social and economical problems.
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In general # may be concluded that South Africa is following international trends with central government
providing the financial and constitutional focus, thereby enabling local government to meet its developmental
goals.

2.2.7 The need for government to act to meet current needs and intervene in
problems with private supply of services

In the case of developed countries that have been involved in the decentralisation of government services for
longer than developing countries, some issues have come to the fore that provide vseful indicators of what they
might be faced with.

Gottdiener (1994 : 329) states that the Houston experience has shown that the cost of development was passed to
the residents, in most cases thege developmenis were of 3 non-infrastructure nature. This source states that “there
is renewed pressure on federal government o intervene once more 1o stem the decline in commumty life (which)

will come only with renewed debate on the philosophy of intervention.”

The World Bank warns that “within a short period government will have to undertake an unusually large amount
of public investment without having the assurance that they will be able to collect property taxes and user charges
from beneficiaries.”(World Bank Paper no. 8). This reference was to areas in the PWV in 1993, but it is sufl

relevant.

In summary it is clear that where governments are experiencing capacity problems in service supply there is a
potential of transferring this responsibility of service provision. Where this is done it should be realised that

private commercial interests differ substantially, with the focus being on commercial, rather than social objectives.

2.3 A Review of the Performance of State Owned Enterprises (SOE)

2.3.1 introduction

Organised labour in South Africa has made it clear that they would rather see the reform of government and SOE
than any form of privatisation, participation included. Cowan (1990 : 3) puts another perspective on this issue by
stating that “the growing number of siate enterprises and their expansion into new fields of endeavour brought the
governments of less developed countries io the realisation that they had created a monster that could devour
them”. Although this might put it a bit harshly, it is worth re-considering the role of 50E, as they are in many
instances the institutions through which governments traditionally supply infrastructure and services, which might
be open to alternative delivery mechanisms such as parinerships.

This section will consider the historic performance of SOE, possible reasons for the poor performance of SOE in

South Africa, as well as the current focus and it will also investigate potential solutions in dealing with SOE.
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2.3.2 A critical appraisal of SOE and their past performance

Two views are put forward by Weiss (1995 : 209), the first that SOE have been mefficient structures for
development and the second that SOE are nherently less efficient than privately managed enterprise. He then
suggests four reasons for the poor performance of SOE :

1. Governments set multiple and conflicting targets for SOE - they are required to achieve social as well as
commercial goals

2. Managers do not have autonemy to manage effectively as they are sometimes restricted by regulations and
controls. This Himits their available choices and forces SOE to operate like civil service departments rather than
corunercial ventures.

3. SOE generally offer poor incentive packages and they therefore tend to be madequately staffed, especially at
management level.

4. Corruption and nepotism are still features of most SOE where jobs are allocated to certain political or ethnic
groups.

He further cites 2 World Bank survey of 1992, claiming that both public and private enterprise can be placed on a
performance spectrum, ranging from very good to very bad, but that the median point for private enterprise lies
higher than that of public enterprise.

Weiss puts emphasis on the poorly menagement performance in the public sector. The tendency is for central
government to ‘step in” and rescue g poorly performing state enterprise. In the case of a private concern which is
regulated by the capital markets, a poorly performing unit might be open to a hostile take-over. State enterprise

cannot be “{aken over’ and this market mechanism is therefore absent.

{A cost-benefit framework is suggested to evaluate private and public enterprises (Weiss | 213-215}. The reason
for this, according to Weiss, is that it is not always true that private enterprise performs betier than public and that it
should be based on numerical analysis rather than ideology. This aspect will not be explored in this thesis.)

A further cause for poor performance of 8OF is the monitoring and audit system used 1o judge them. Thus
Cowan argues that “there was oflen litle firm information on the exact number of enterprises the government
owned... the governments were also unaware of the extent of SOE indebtedness and..oflen unaware of the
inherent dangers of this indebtedness which in many cases accounted for between 20% and 40 % of total domestic
credit. SOE often had preferential access to domestic credit, often on highly concessional terms.” (Cowan : 1990
:3-3}, This source provides some answers to the causes, as being the result of the technological and political
changes experienced in the 1980°s as well as the depletion of foreign reserves, built up in the colonial times prior
1o independence of various countries.

In summary it may be concluded that the traditional poor performance of SOE, while having historical causes could
mainly be due to
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¢ Contradicting and conflicting targets set by central government,

s Poor managemert of SOE in part due to the caliber of manager aitracted by traditionally poor mcentive
packages,

¢ Lack of management autonomy,

e Corruption, nepotism and abuse of power,

¢ Poor auditing and monitoring mechanisms.

2.3.3 Possible reasons for the bad performance of SOE in South Africa

There can be little doubt that South Africa went through a period where a large number of SOE were created and
artificially stiroulated in order to provide some relief from the international isolation the country found itself in
during the 1970-80"s. These so-called ‘white elephants’ were then exposed to infernational market forces with the
change In South Africa’s political dispensation during the early 1990°s.

B is necessary to have an understanding of the economical and political isolation that South Africa found itself in
during the pre-Mandels years. The country had become increasingly isclated in the international economic
commumity. SOE were one way of maintaining the illusion of internal growth and job creation. Unfortunately
-most of these enterprises were artificially stimulated and heavily subsidised through preferenial treatment and
favoured credit conditions. Langenhoven (1994 : 234-235) analyses the current problems in terms of past
mistakes and highlights the following points

» The legacy of apartheid and its associated rigid economic policies have deprived South Africans from
increasing their standard of Bving

s The previous dispensation thrived on the “monopoly of the bureaucracy’ which, in effect, amounted to a failure
of the state

= The domestic policies of the past “provoked intemational isolation which in tum elicited the “forivess South
African’ style of economic policies™. This lead to impoverished labour and wasted capital resources

s One area of tremendous waste was the policy of separate development. Bureaucratic functions had fo be
duplicated over and over again and “cost the country’s taxpavers roughly a rand for every rand invested in
these areas”

e The result was a shift away from investment towards consumption expenditure - “South Africa embarked on an
investient pattern (via parastatels) for °strategic reasons’ which proved so wasteful that some projecis had a
imtemnal rate of return of minus 20 % over their life-cycle”

# The international (dis)connection proved to be the downfall of South Africa in terms of sconomical growth,
This source concludes that the lessons from the past highlights “the importance of designing a political system

that will stimulate convergent instead of divergent forces in society.”

The conclusion may be reached that a major factor in the poor performance of SOE stem from the fact that they were
established and indeed operated in a sheltered and subsidised economic environment. SOE need to be exposed to

true market conditions in order 10 be economically viable.
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2.3.4 A potential soiution to deal with poorly performing SOE

A necessary part of any analysis of S8OE is to investigate potential ways and means to solve the traditional poor
performance of these enterprises. The following section analyses various potential sohutions offered by various

sources.

Langenhoven (1994 : 236} takes a holistic view of economic growth. This source talks about government, SOE or
parastatels in very much the same definition, i.e. as an enterprise that is neither private nor non-profit. He siates
that 2 large part of South Africa’s problem originated from inappropuate delivery institutions and systems.
Continuing, he notes that “no winning nation can succeed without the golden triangle of government, entreprencur
and labour, of which government should be the smallest part”. The conclusion is that this source highlights the
role played by the various parties, bui emphasises the greater role of entreprencurs and labour over that of

government.

Thobani (1999) investigated the risks associated with privatisation. Some of the conclusions reached, when

discussing how governments could avoid financial disasters by incorporating risk analvsis in budgets and accounts

are

¢ Compile and publish lsts of contingent labilities and the maximum amounts that can potentially be lost. The
intention is that a realistic forward projection should create a sense of what might happen 1o a SOE financially

=  Caleulate expected losses in monetary terms. The example used is where a government guarantess a 8 10m
pavment by one of s SOF and there is a 10 % chance of default on payment the expected loss would be $lm.
Thiz puts a govermment in the position where it can compare the cost of a guarantes with cash subsidies and
make a decision on which will be more costly over the long term

¢ Once expected losses have been calculated these should be incorporated inte national budgets and

accounts. If these future expected losses are put in to present day values an informed decision can be taken,

It is clear that this source concentrates on a rgalistic budgeting and sccounting system as 2 means of moniloring
performance of 8OE. In the case of South Afica the budget situation has partially been addressed when minister
Moanual initialised the three vearly, annual budget system. A more detailed consideration of risk analysis will be done

in later chapters.

Weiss (1995 : 216 - 219) identified certain factors that are commonly under discussion when considering the reform
of the public sector and 80E ;
¢ clarification and simplification of objectives. The reference here is again to the conflicling social and
commercial goals that SOE face.
s creating a balance between autonomy and accountability. The argument here is that SOE will not operate
profitably unless managers are given the autonomy to react to risks and make decisions in response fo the

market place. This requires a freedom by managers 1o take operational decisions.
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¢ establishing appropriate incentive and evaluation mechanisms. Managers should have adequate incentives to
strive for increased performance. -
# the establishment of a competitive market environment. SOE can for example be exposed to normal market

conditions where central government will not automatically cover their losses.

A view on intervention in the affairs of SOE is put forward by $ik (1972 : 33) as follows ; “One is bound to ask
what serves the public interest best: To protect backward enterprises, to keep them in glasshouse conditions, 1o
present as an achievement ... the artificially created profitability derived from artificial prices that saves firms from
liquidation at the sxpense of lower living standards for the working people? Or to provide strict conditions under
which economic pressure will impel enterprise to match the performance of leading firms elsewhere, making them
get down to the job of closing the gap in productivity and production costs, and in the quality and structure of

output, unti] they are capable of facing competitive markets 77

Finally the World Development Report {1994 : 2) states that the causes of “past poor performance, and the source
of improved performance, lie in the incentives facing providers”. This follows on its other main message that
. infrastructure development can be a provider of economic growth but that it should be delivered in an efficient

manner.

in summary it may be concluded that the solutions offered by various sources have the following in common :

¢ The share of government in the sconomy should, at best, be limited and never larger than that of private
enterprises

» Establish a sound financial and budget system that will assist with the making of informed financial decisions
and explicitly report results

¢ Simplify the goals of SOE and ensure that there are no conflict of objectives

¢« Managers should have the auwtenomy fo take operational decisions and incentives should be structured
accordingly

# SOE should operate under competitive market conditions and forced to offer services efficiently.

2.3.5 The renewed focus on SOE in South Africa

The RDP document (1994 : 119) notes, as one of its problem statements that “the financing of development

programmes under the apartheid siante was wasteful, mizdirected and mismanaged. There was corruption, and

many staie and development institutions canry over debis from the apartheid era with which the new government

must deal.” Under section 5,11 [ 128 ] it states that (parastatels) should ;

o be transparent and open in structure and decision making,

e statutory bodies should be independent of government and have an emphasis on creating long term stable
policies,

» they should be run on full cost accounting. Subsidies paid or received should only be as a resulf of transparent
decisionmaking,
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The stiitude of the current government on SOE and particularly their vision for the transformation of local

governments includes the following ;

® 3 counitry wide svstern of moniforing municipal finances in order to guide management In addition,
intervention, which has led 1o the establishment of a most comprehensive database on local government m
South Africa,

e  day-to-day intervention in the financial affairs of financially distressed municipalities aiming to build their
capacity for financial sustainability,

» aradical reform of the system of inter-government grants leading to the creating of the equitable share for local
government,

+  acomprehensive review of the taxation and revenue systems of local government (Moosa 1999)

It may be concluded that there is indeed a renewed focus on fiscal and management strategy of SOE in South
Africa. Local government is seen as one of the areas that can be improved drastically and certain programmes fo

ensure this are already in place and operating.

2.4 Sustainabie Development and its Role in Municipal Infrastructure

2.4.1 Introduction

Various International, as well as local Development Agencies, are emphasising sustainable development in their
infragtructure development project frameworks. This term also appears in most of the current (i.e. post 1990)
literature that deals with municipal services supply by the privale sector. In the South African context it is
mentioned in National initiatives such as the RDP and the Framework for the Restructuring of Local Government,
Institutions such as the Development Bank of South Africa incorporate it in roost of its development frameworks
and structures. In the context of PPP  for the Supply and Maintenance of Municipal Infrastructure it is worth

investigating, as it could be shown to be a critical requirement for successful ventures.

The term sustainable development caroe to the forefront during the Earth Summit in Rio in 1992 and has enjoyed
increasing popularity internationally. There is however a very wide interpretation of the concept with most
agencies adapting- and phrasing it for their own particular focus. The first step is fo investigate a number of
different interpretations. The sources, and their interpretation of the concept of sustainable development can be

cited a8 follows :

Sustainable Development is development that meets the need of the present without compromising the ability of
future generations to meet their own needs - World Commission on Environment and Development, Our Common

Future { Frequently referred 1o as the “Brundtland Report”}
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» Sustainability is meeting the needs of all humans, being able to do so on a finite planet for generations 1o come
while ensuring some degree of openness and flexibility to adapt to changing circumstances - Jerry Strumer,
Santa Barbara South Coast Community Indicators.

* Sustainable Development is positive change which does not undermine the environmental or social systerns on
which we depend. It requires a co-ordinated approach o planning and policy making that involves public
participation. Hs success depends on widespread understanding of the critical relationship between people and
their environment and the will to make the necessary changes - Hamilton Wentworth Regional Council,

» Sustainable Development involves the simultaneous pursuit of economic prosperity, environmental guality and
social equity. Companies aiming for sustamability need to perform not agamst a single, financial bottom line
but against the triple bottom line - World Business Council or Sustainable Development.

+ Sustainable Development is the process of building equitable, productive and participatory structures fo
mcreage the economic empowerment of communities and their surrounding regions - fwrerfirith Centre on
Corporate Responsibility.

» Sustainability is the long-term, cultural, economic and environmental health and vitality with emphasis on long-
term, together with the importance of linking our social, financial, and environmental well-being - Susiainable
Seattle.

e Improving the quality of human life while living within the carrving capacity of supporting eco-systems - The
World Conservation Union, United Nations Environment Programme, World Wide Fund for Nature.

s Sustain - 10 cause to continue (as in existence or a certain state, or in force or intensily); to keep up, especially
without interruption, diminution, flagging, ¢ic.; to prolong - Webster's New Internorional Dictionary.

s Sustainability does not mean that businesses never fail or that people never go bungry or that pollution never
happens. Susiainable means that when a problem arise[sic], we look for solutions that take into account all
three parts of the community instead of applying a quick fix in one area that causes problems in another. A
sustainable community seeks to maintain and improve the economic, environmental and social characteristics
of an area so its members can continue fo lead healthy, productive, enjoyable lives there - Hart Environmental
Dirter,

+ Sustainable Development is seen to consist of four parts: a concem for the economic and social viability of
future generations; local participation, planning and execution development; alleviation of poverty and a
concem for social welfare; a positive impact on the environment and resource usage - F Analoui, The Realities
of Managing Development Projects.

s An mtegral part of Sustainable Economic Development is that future costs are 1o be evaluated against current
net bepefits through a proper, weighted cost-benefit analysis - C. Dimwiddi, Principles of cost-benefit analysis
Jor developing countries.

¢ When evaluating Sustainability the following four principles can be applied: polluter pays; user pays; the

precautionary principle; the subsidiary principle - E. Dommen, Falr Principles for Sustainable Development.

The above sources, which are by no means exhaustive, highlight the fact that different interpretations, for different
contexis, exist for the term Sustainable Development (S8D3). The topic of this thesis is Sustaingble Infrastructure

{81}, a subset of 8. The sources mentioned above may be of assisstance in formulating performance parameters,
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or critical success factors, The purpose of these parameters would be to ensure that PPP infrastructure mitiatives
are truly sustainable,

Baged on the above these parameters may be described as follows: PPP for sustainable construction- and
maintenance of municipal infrastructure should be participatory structures that reflect the pursuit of economic,

environmental, and social characteristics of a community, in a way that balances fiture and current needs within

the carrying capacity of its surroundings. It should be flexible, in order to adapt to changing circumstances, and
ultimately lead 1o the economic empowerment of the community. It should incorporate a realistic and
fransparent accounting- and monagement system that evaluates current and future costs of projects in terms of
these three aspects of camimum’ry life and should be able to appropriate responsibility for the incorrect use of

Fesourees.

Some of these parameters were shown to be applicable in the case of the ‘Billy Hattingh” Khayelitsha solid waste
removal scheme (MITU: 2000). Although the scheme is relatively new, the initial feedback has been very positive.

This thesis will limit further expansion of both 8D and SI, but will rather use the above principles to assist in the

development of a generic model, on PPP as a system, in a later chapter.

3. Chapter 3 : Decentralisation, Privatisation and Municipal
Infrastructure

3.1 introduction

The previous chapter highlighted the fact that, mainly due to capacity problems, central government is no longer

able to supply public services in a sustainable maoner as well as to address the existing backlog.

The next step is therefore to consider decentralised, and indeed privatised, supply of public goods. The analysis
will be around factors such as decentralisation and development, the forms and functions of privatised supply of
public goods, the role of the private sector in municipal service delivery as well as the role of infrastructure in

development.

The second section focuses on decentralisation and developmeni. This is done by analysing criteria, different
forms of decentralisation, affecting factors, as well as the advantages and historic results of decentralisation.

The first section of this chapter considers the forms and funcrions that private supply of goods can take. This will
include aspects such as the reasons for-, and alternatives to private supply of public goods as well as a review of

the available contractual options.

This is followed by a brief analysis of the role that the private sector could play in municipal service delivery.
This particular seciion considers a nurnber of viewpoints, pre-requisites, and myths associated with private supply.
The idea is 1o highlight, and place into context, the exact role of the private sector.
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The final section follows on this by determining rhe role of infrastructure in development. The intention s 1o

determine the context and impact that infrastructure has in a sustamable development environment,

Conclusions reached in this chapter will form part of the systemic approach in chapter 5.

3.2 Decentralisation and Development

3.2.1 Introduction

Decentralisation is by definition a process of transferring responsibility from a central or national structure to
those away from the center, i.e. local area govennnent As the IMF (1999) states: “Technological developments
that diminish economics of scale and political pressures for decentralisation have led to increased subnational
government participation m providing (services) .. the advantages of this are becoming more apparent
subnational governments are better positioned to idenitfy local preferences for infrastructure technology or service
quality, accountability is echanced with local decisionmaking, and voters have more information on the price and

quality of services, thereby increasing competition in the sector.”

Kotze (1997 : 25} citing Conyers (1986) describes decentvalisation that concentrates on development as “an
approach in which decentralisation is seen as a process, and one which is instrumental in bringing about other

forms of social, economic and political change,”

One aspect of decentralisation that needs to be realised is that local government should be enabled, and must have,
at Jeast, some basic capacity to perform the duties that is requived of it. In iis response to the government’s White
Paper (on Local Govermnment) the CDE (1999 : 23) argues that the focus should not be so much on local
governments but rather on the role of big cities as drivers of development. The Department of Constitutional

Development however sees the transformation and enabling of local government structures as first prionity.

The concept of decentralisation is in itself a separate field that can be analysed in great detail. This section aims to
briefly reflect on some aspects of deceniralisation without necessary taking a specific viewpoint. The areas that
will be investigated are the criteria for- and the results of decentralisation, as well gs factors that might affect its

success.

3.2.2 Criteria for decentralisation of public services

Many of the larger and more influential financial and development organisations emphasise the economic rationale
for decentralisation. This emphasis is normally Hinked to a perception of increased efficiency. The argument used
is that decisions about budget allocations on public services should be lefi to those levels of government that is
closer to a community. The reason is that this level of government will be more responsive to, and more likely to

best reflect local needs, rather than some remote central government,
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A potential benefit of decentralisation is cited as “that people are more willing to pay for services that are

responsive to their priorities, especially if they have been involved in the decisionmaking process for the delivery of

services™ (IMF 1999). This source mentions a sumber of potential reasons for decentralisation

» Tt is often an integral part of the democratisation process as discredited central governments are replaced by
representative local ones,

s It can be in response o presswre from ethnic or.regional groups for more control or participation,

e May be in place in the absence of any alternative central structures for service supply.

1t finally suggests five conditions that may be important for successful decentralisation :

e Local politicians should be able to bear the costs of, and deliver on their promises - this requires that
decentralisation should link local fiscal authority to local public service provision

¢ Local commumities should be mformed about dlternative service delivery options and the associated costs in
order for them fo make informed decisions,

» There should be mechanisms for expressing preferences in ways that are binding on politicians - this will create
an incentive for participation.

¢  Communities should be enabled to effectively monitor the performance of local government and fo react
accordingly. This should be through a system of accountability that is transparent - this will ensure that public
officials have an incentive to be responsive and responsible.

# The legal and institutional frameworks for decentralisation and the structures of service delivery must support
the political objectives.

Badshah (1996 : 26 - 27) confirms this participatory view. The reference suggests that studies of decentralisation
initiatives show that they often fal during implementation. The reason offered for this conclusion is that
deceniralisation needs the involvement of groups other than central government and local development agencies.
A suggestion is investigated that central government should completely withdraw from service provision in order
to allow communities to arrange these for themselves. It offers an answer to this by stating that m most case
studies it was shown that the involvement of other groups (including the private sector) depends on central
government being allowed 1o play 4 kev role.

In summary it may be concluded that decentralisation occurs due to pressures applied by specific groups or due to
problems with {or the absence of) central supply of services. The perception is that  leads to increased efficiency
but it has the potential to fail if not enough attention is given to participation structures. Decisions on
infrastructure budgets can best be undertaken by structures that are closer 1o the needs of the community fo be
served and it creates a situation where people are more willing to pay for services. This will normally happen if
local communities are informed and allowed to identify their preferences and if local politicians are accountable to

such a community through a system of monitoring,
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Having established an outline of the criteria for decentralisation the next step is to consider the different forms of

decentralisation.

3.2.3 Different forms of decentralisation

Different sources show a varied inerpretation of the term decentralisation. Kotze (1997 : 25-26) complied a
useful Bst of concepts that describes the different forms of decentralisation  Rather than explore specific

contractual arrangements this source discusses different ‘constituent concepts’ of decentralisation as follows

s Devolution - Refers 1o s transfer of decision making powers 1o a subordinate authority operating within iis own
area of jurisdiction. The example given is that of a local authority that is responsible to the local population
that duly elected it in the first instance. Such an institution is only indirectly subject to control by central- or
provincial government.

» Deconcentration - Administrative authority and responsibility is handed over to lower levels within the central
government orgamisation. This is usually followed by a shift of the workload, normally away from the
administrative capital. This source notes however, that the placing of officials in numerous offices throughout
the country does not imply decentralisation. It states that i is the degree to which responsibility and discretion
is transferred to these offices that determines the degree of decentralisation.

+ Delegation - In this case authority is transferred for the execution of specific tasks. Tt can be 1o officials within
the same organisation, or indeed to other institutions. However, the final and ultimate responsibility for the
performance of the delegated tasks remains with the authority that delegated it in the first place.

= Privatisation - This entails the transfer of responsibility for the performance of certain tasks to organisations in
the private sector. This could include a wide range such as professional bodies, which regulate admission or
control marketing of certain aspects, or the employment of the services of private consuliants or firms which

provides specialised services - such as planning, management and consiruction,

In conclusion it may be noted that varying degrees of decentralisation may exist. In essence the applicable
structure chosen will depend on a particular situation. The degree of decentralisation is defined by the balance of
responsibility and risk between private and public role plavers. The choice around this will depend on the required
end-result as well as other factors that may affect decentralisation,

3.2.4 Factors affecting decentralisation

Developing Governments have traditionally displayed a somewhat negative attitude to decentralisation which in
many cases reflected their suspicion of the dispersal of political power through devolution (Kotze 1997 : 26). This
source states that such governments often blamed decentralisation for failures that might have bad other causes

such as corruption and misuse of authority.

Kotze (1997 : 28 - 30) then expands on the factors affecting decentralisation as follows
« Administrative tradition - The tradiion of decentralised control under colonial rule in Africa, and the

subsequent lack of support for it under independence is mentioned.
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¢ Administrative capacity - The change in post colonial dispensation meant that the capacity of local
government was neglected and remained low and in fact indirectly contributed to centralisation.

o Political culture - Political cultures tended to be fragmented which required an authoritarian form of
govemnment. This in turn inhibited any efforts at decentralisation. It is also possible that the aftitudes and
behaviours of local officials, leaders and populations influence the success of decentralisation.

» Central support for decentralisation - Administrative, financial and technical resources must be placed at the
disposal of local administrations. In reality competent local administrations often find 2 lack of supporting
services from central povernment as well as a lack of authority to approve even the most simple financial
expenses required for local development.

e Policies and resources available for decentralisation - Development institutions and donors often require
decentralisation and participation for the implementation of projects. These sometimes ignore existing local

power structures and relationships as well as the extent that participation is actually possible.

In summary it may be concluded that the historic attitude to decentralisation has been biased negatively due to a
perception of loss of political control. Other factors affecting the successful implementation of decentralisation
includes the centralised administrative tradition in the Developing World, the historic onder-development of
administrative capacity as well as authoritarian political cultures which led to fragmentation. Further requiremenis
inchudes central support for decentralisation that enables local structures to develop their full capacity and local
development policies and structures that support decentralisation initiatives.

3.2.5 The advantages and historic results of decentralisation

A wide range of opinions on the potential benefits of decentralisation exists. Most sources however take the
viewpoint of ‘gither - or’, that is total centralisation or decentralisation. One source that attempts to find a
cormpromise between the two options is Kotze (1997 : 27-28). It states that “instead of maximum decentralisation,
the ideal should be to optimise decemiralisation by siriking the correct balance between centralisation and

decentralisation”.

It then considers the potential positive side effects of decentralisation, keeping the above in mind, as follows :

» The serions limitations of centrally controlled national planning can be overcome by decentralisation. The
intention is that local officials are empowered fo design and plan development which is appropriate to the need
of an area.

o The overconceniration of power, and ifs associated enormous amounts of bursaucratic red tape, usually
found i centralised planning can be eliminated by decentralisation.

e Through a process of decentralising the fumciions of cemiral governmeni there will normally be an associated
rise in the expertise levels of local officials involved in addressing local needs and problems.

¢ Decentralisation makes it possible to achieve a more thorough application of selutions to especially remoie
rural areas.

+ It potentially creates a situation where a wider diversity of political, ethnic, religious and tribal expressions are

possible which in turn might realise the objectives of equality in the allocation of government rescurces.
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s More effective management and adminisirative skills can be developed by local government as well as the
private secior. This could enable these institutions io effectively tske over those functions where central
government is showing poor performance.

¢ Central government should be relieved of routine tasks which could allow it to become more efficient
where national issues are concerned.

s It can lead to the creation of structures that will allow different central govermment functions e effectively
link up and communicate between themselves as well as with local institutions.

¢ It is a critical requiresnent where local participation is reguired. R provides the structures whereby local
requiremens are charmelled.

s b can thereforse neutralise exclusive control by a local elite where development issues are concerned.

e It may iead to a more flexible, innovative and creative administration system. The idea is that local
structures could ‘experiment’ with ideas, and if it is shown to be a failure it will be localised to a limited area.

® Because local groups havs structures which reflect and direct their opinions, it will create a more siable

political situation nationally.

In a discussion on decentralisation and infrastructure, the IMF (1999) considers the potential effects of
decentralisation. It notes that decentralisation could improve the supply of infragtructure 1o be more equitable ag
smaller, local structures gain more scope and funding for their own projects. It does wam however that
decentralisation does noi guarantes improvemenis in the guolity or distribution of infrastructure as local
performance are affected by the incentives facing the decisionmakers, which in turn depends on the environment in
which if takes place,

This source concludes that 1t is not possible to provide z single answer when looking at the effects of
decentralisation. ¥t notes that performance indicators generally improved slightly or in fact stay the same when
infrasiructure is decentralised. A number of potentially negative affects are also shown although this is more in the
case of decentralised electrical supply.

This trend is indicated by the performance indicators for decentralised roads infrastructure. Desirable effects are
for example that the condition of unpaved roads improved, and that the overall performance of roads improves,
Against this are set the neutral effects, namely that the conditions of paved roads remained unchanged, and that the
share of paved roads in the total network is unchanged.

it 1s not too clear on what database these conclusions were drawn but it is worth considering that decentralisation
does net automatically increase standards of service. One view on this is the triangular concept of national,
provincial and local government as envisaged by South Africa’s White Paper on the Restructuring of Local

Government.

In summary it may be concluded that decentralisation itself will not guarantee better service delivery but rather that

a correct mix of centralised and decentralised is required. Any decentralisation initiatives should be considersd by
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a careful analysis of key performance indicators. It is g critieal requirement where participation is part of the
development picture as local officials are in the best position to address the needs of an area and not o neglect
remote rural areas. This input by a wide diversity further leads o equality in service supply thereby mcreasing
overall political stability. Central govermnment functions are then free o concenirate on issues of national
development efficiency rather than routine matters. Decentralisation can eliminate the overconcentiration of power
and give rise to local expertise levels as better management and administrative skills are developed locally, leading

to flexible, innovative local solutions 1o local problems and needs.

This section focused on decentralisation. The next step in the analvsis is 1o concentrate on one of the ‘higher’
degrees of decentralisation, namely privatisation of municipal infrastructure.

3.3 Forms and Functions of Privatised Supply of Public Services

3.3.1 Introduction

Various definitions of privatisation exists from a wide range of sources. In essence it can be summarised by
defining it as the application of private sector objectives and disciplines in the operation and management of
public enterprise, combined in the most cases with the transfer of commercial and financial risk, and return, to
the private enferprise.

This implies a ransfer of certain rights, and responsibilities, from the public- to the private sector. These are :

¢ ownership rights

® operating rights

s development rights

This section will consider the issue of privatisation in brief by investigating the reasons for privatisation,

alternatives to privatisation, as well as the forms of privatisation and the size of private investment in public goods,

3.3.2 Reasons for engaging the private sector

The perceptions surrounding privatisation issues depends, to a large extent on the profile and nature of the
{previously) public owned enterprise or service. This is clear from the answers provided by Cowan (1990 : 10} as

reasons for involving the private gecior in public goods supply -

s A growing awareness of the deficits created by mounting subsidy costs that may be reaching a crisis point,
s Privatisation may be seen a3 one way of increasing the government’s revenue through the sale of an asset.
o This is sometimes coupled with government income by an intended reduction in fax revenues.

* It may reflect a genuine interest, or purely a reluctant respense by governiment to external pressures.

s (eneral dissatisfaction with the (inadequate) performance of SOE.
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Another view on the perceived lack of economic and administrative skills displayed by the public sector is noted
by the Harvard Debate on Partnerships (1999) as “public officials should not play the development game unless

they have, or can acquire, the necessary skills, at the same levels, as their private counterparts”

A slightly less adversarial stance is taken by Langenhoven (1994 : 236) in his statement that “experiences all over
the world has shown that no winning nation, especially in the developing world, succesded without having the
‘zolden triangle’ (labour, entrepreneurs and government) working together to achieve success™. He further states
that, of the thres, government’s role should be the smallest. This implies a condition that is created, rather than
enforced. Badshah (1996 : 28) argues that privatisation is sometimes due to instifutions such as the World Bank
and the Asian Development Bank pressurising governments to privatise as part of the overall structural reform.

Closer to home, the Water Research Commission (1995 : E 1) proposes the following reasons for engaging the
private sector

¢ rapid expansion of the areas of supply and responsibility

e too great a demand on existing resources

e 3 desire to improve the levels of service

e the need to reduce the cost of service

¢ the need to find additional sources of fimding

This implies a need borne out of necessity, rather than choice. These sentiments are echoed by the Department of
Water Affawrs and Forestry (1996) when it states that private sector involvement is required o achieve greater
management efficiency and the sharing of benefits, as well as the access to the financial capabilifies provided by

the private sector.

These claims are confirmed by the Development Bank of South Africa (1999) when it states that “the
demonstration effect of successful private infrastructure projects around the world has also served as an imporiant
catalyst for significant international growth {of privatised provision) in recent vears” It also mentions possible
reasons for engaging the private sector ag

» Jow productivity of capital and labour

¢ weak incentive structures

« neglect of timely maintenance

& budget constraints

¢ the absence of financial risk management

These aspects are emphasised in the wording of the Framework Agreement for the Restructuring of Municipal

Services where it is stated that “private sector involvement should primarily be aimed at achieving improved and

greater Jevels of service, and leveraging additional capacity and investrment”.
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From the above it may be summarised that a range of opinions exist on the reasons for engaging the private sector

in service provision. It is useful to group these together into different areas as illustrated in Table 1 : Reasons for

Engaging the Private Sector below.

Performance of the PublicSector

Potential Benefits that the Private Sector can | o

affer. Ll
Public Sector Capacity - . | Cay

Financial or Funding Constraints. | o
e
Mnstitutional requirements |

5 Gmwmg awareness of deﬁmts creaxed by subsidies -

Genera] dlssausfacuon w1th past performance of SOE :

»Lack of admlmstranve negouatmg and management skxlls '
'Low plant and capital productmty : . b
3 'Weak mcenuve structures :

Inadequate ﬁnancxal nsk management ‘
Emrepreneunai skills

. Source of addmonal ﬁmdmg and capaclty
'Source of management efﬁcxency

g :Rapxd expansxon of areas s of responmbdm&s :
: D&su'e to unprove ﬁxe levels, quality and cost of services

‘Potential mcreased- maintenance capacity

One W:{iyiof increasing government revenues
Method‘-oﬁ'reduein'g fax revenue - poliﬁcal'-spin-oﬂ-: :
Reﬁecﬁnga need to reduce th&cost of a semce

: 'Need for. addmonal sources of fundmg : :
Prescrlbed by international donor and fundmg mstmluons .

ired by nanonal development frameworks -

Table 1 : Reasons for Engaging the Private Sector

3.3.3 Alternatives to privatisation or intermediate measure

The previous section implies that privatisation (of whatever grade) is an “either - or” situation. This approach is

strongly contested by some sources, for example organised labour in South Africa. It is therefore useful to

investigate the alternatives to privatisation in order to provide a thorough analysis.

One source that defines the various options clearly, is the United Nations Conference on Trade and Development

(1995 : 63-81). It distinguishes between divestiture (outright sale or unburdening) and non-divestiture, where

government retains some measure of control over a public enterprise. It is described as being an intermediate step

towards full privatisation. It has however some implications for partnerships for municipal infrastructure that

might well be considered.
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The first area that this source considers i8 restruciuring and commercialisation, Tn particular # describes the

forms of restructuring and commercialisation as follows :

e Organisational and Labour restructuring - the public enterprise is reorganised into more rational and
smaller units. Unnecessary labour is shed. Purpose is 1o increase the net value of the enterprise and {0 increase
the sales value of it

¢ Finical restructuring - Excess debt and accumulated losses are written off.  Purpose is to place the enterprise
on a sound financial footing and increase its sale value.

¢ Operational restructuring - New or additional investment in order to upgrade the capacity or technology of
the enterprise. Here again the infention is to increase sale value. This source wams that it is better to let the
‘buyer’ decide what is suitable, rather than to try and guess what will be required.

« {ommercialisation - Contract plans or performance agreements are negotiated to specify enterprise objectives
in terms of production goals, quality of service to be produced, overall social impact. It will also indicate the
physical, financial and social indicators by which the enterprise will be measurad.

¢ Corporatisation - The public enterprise is converted into a legally and economically independent entity.

The next area considered by this source is the privatisation of management, This is stated to be either a means to

an end or indeed an end in Hself ‘The general intention is that a public emterprise’s management skills are

improved through the subsequent contact and interaction with the commercial sector. The different options

avatlable, which will be discussed in depth in the next section, are :

¢ Management contracts - A public enterprise contracts with a private firm for the operation of the enterptise’s
activities.

¢ Leases - A contractual arrangement whereby a public enterprise grants another party the right fo use an asset
and to benefit from it for a pre-agreed period. Tt may be operating-, capital-, or sale leases.

¢ Concessions - Operating and development rights is transferred from the public- to the private sector and may

be granted at municipal, national or imernational level.

The third area under discussion is confracting out. A public authority contracts a private firm io perform 2
specific service or activity. It may be used when divestiture is not feasible for political or other reasons, H is
normally associated with a process of competitive bidding, Certain factors which are critical for success will be
dealt with later in the thesis.

The final non-divestiture option is joins ventures. This is moving closer to the main focus of this thesis, namely
partnerships for municipal services. Joint ventures fall into two main categories
s Contractual ventures - Temporary or single purpose arrangements.

+  Fquity arrangements - Jointly owned and managed firms that are formed to carry out commercial activities.

In the local context The South African Municipal Workers Union has voiced their opinion on privatisation of
public utilities on various occasions. They reject the idea as being a threat to the rights and opportunities of
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workers and proposes an alternative solution to the performance of public enterprise. SAMWU (1997) states that
privatisation will lead to profit-taking and propose the following alternative solutions :

*  Restructuring should mean “turning around” service delivery, not finding alternative service providers.

¢ Reorgamising the workplace and the way that services are delivered.

= Building stronger accountability between municipalities and the communities they represent.

+ Finding alternatives to local government financing,

» The ideological and practical implications of privatisation must be challenged.

+ Reorganise budgets and consider cross-subsidies from rich to poor.

According 1o official sources (MITU : 2000) the “main thrust of the MSP Framework is to create a conducive
environment for mobilising resources 1o meet the Recopstruction and Development programme objectives. The
Framework does this within the context of principles of consultation, promoting universal access to services,

improving service standards for all, openess and transparency in decision making ”

Further in the document i however cautions that “in assessing the appropriateness of service delivery mechanisms,
the choice is not between public and private provision. Rather, the real issue facing each municipality is to find an

appropriate combiation of options, which effectively achieves their policy objectives.”

In summary it may be concluded that three alternatives exists when considering alternative service delivery
mechanisms. The first is the recrganising and improvement of public enterprise to allow it to provide the services
for which it is traditionally responsible, the second is 1o consider various options of non-divestiture which allows
public enterprise to retain some form of control or as an intermediate step to full privatisation, and finally

divestiture or full privatisation with all rights, responsibilities and privileges transferred {o the private sector.

3.3.4 A review of contractual options for privatised supply of Public goods

Full privatisation or some form of it has been around for a considerable length of time. Privatised supply of public
infrastructure and goods have also been around in some form for the past twenty or thirty years. During this time
the different forms of privatised supply structures have been categorised in terms of its management and operating
structures.

This section will consider the different existing structures in terms of definition, application, duration, allocation of
responsibility and risk, advantages and disadvantages. This will be done through an analysis of some of the more
important literature sources in this regard. The information will then be summarised in 2 tabular format.

The first structure through which private input can be directed is the service comtract, The Department of
Constitutional Development (DCD)Y (1999) defines it as follows : “Service contracting involves recruiting the
private sector to carry out specific operations and maintenance activities, usually for a period of a few years”. The

‘Water Research Commission (1995 : 5-4) defines it as “the simplest form of private sector participation, whereby
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the local authority retains overall responsibility for the operation and maintenance of the system, except for
specifie, limited scope services that are contracted out or out-sourced”. This is confirmed by the Municipal
Infrastructure Investment Unit (1998) which states that a service contract occurs when “a mumnicipably pays a fee
to a private firm to provide a specific operational service”. The United Nations Conference on Trade and
Development (1995 . 79) depicts a service contract as one “where a public authority confracts a private firm to
perform some specific service in the place of the public entity, or in competition with it”. South African sources
(SA Gov : 2000) suggest that it is an ideal type of arrangerent to use as a starting point to involve NGO’s and
CBO's.

The next potential structure is the management contract. The UN (1995 : 73) defines it as an agreement whereby
a public enterprise contracts with a private firm (or an individual) for the operation of a public entity. Cowan
(1990 : 71) states that management contracting is seen as & way of rescuing SOE that are “chronic money losers”
have been gaining favour as greater efficiency is demanded from the public sector and the awareness of the cost of
subsidies increase. The World Bank (1988 : 37) defines the management coniracior as an entity that “assumes
responsibility under a contract to manage the enterprise for compensation. Tt is given full contrel and authority to
manage (and} the operation is managed within the confines of a contract”. The coniractor is paid for its
management and other skills, According to the Development Bank of South Africa (1599 ¢ 1) 2 management
agreement coniracis out a service 1o a privaie firm for a pre-determined fee without the private firm financing the
ventare, The public sector finances both fixed and working capital. The DCD (1999) refines it further by stating
that it can be distinguished from a service contract by the greater responsibility that it gives to the private sector. It
moves beyond specific services 1o encompass a fuller range of operation and maintenance but still without
financial risk to the private firm. The MIIU (1998) adds that the private sector has fresdom in making day-to-day
decisions. Finally the Water Research Commission (WRC) (1995 : 5-5) defines it as the provision of assistance
from the private sector for the provision of specific services for direct payment. This definition is also used by the
‘White Paper on MSP” (2000).

The next structure under consideration is a rental or lease agreement. The WRC {1995 : 5-7) defines it as a
contract that “provides local authorities with a mechanism of transferring responsibility for the operation of a
systemn to the private sector whilst retaining control over investment and expansion of the system”. The MIIU states
that a private firm rents facilities and assumes responsibility for operation and maintenance and finances working
capital, but not fixed assets, which remains the responsibility of the municipality. The WDR (1994 : 109) calls it
the delegation of responsibility together with the assumption of commercial risk. The DCD (1999) defines it as the
operation and maintenance of government-owned enterprise at commercial risk with income derived directly from
tariffs, with no obligation on the private firm to invest in infrastructure. The DBSA (1999) emphasises a specific
duration. The World Bank (1988 : 37) expands the definition by stating that it normally implies “the conduct of
business by the lessee, in his own name, the right to use specified facilities for a fixed period and the obligation to
pay the owner {government or SOE) a fee for the use of iis assets™. This is emphasised by Cowan (1990 : 7) where
it is stated that a lease “puts operations in the hands of outside groups while leaving ownership in government
hands”. The different parties to the contract are defined by the UN {1995 : 75) as the lessor (State) which grants-,

and the lessee (the other party) that assumes the responsibility 10 use an asset for commercial purposes with the
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main objective the interjection of life into an ailing enterprise. Once again the White Paper on MSP eventually
made use of the DCD definition of this type of contractual arrangement { SA Gov : 2000).

Another potential structure to incorporate private input into public services is concessions. DCD (1999) describes
it by stating that “the private operator manages the infrastructure facility, operates it at commercial risk, and
accepts mvestment obligations, whether to build a new facility or 1o expand or rehabilitate 1t”. The UN (1595 : 78)
confirms this by defining a concession as the transfer of operating and development rights from the State to the
private sector. The DBSA (1999) expands the definition o mgorporate agreements such as build-operate-transfer
(BOT) and rehsbilitate-operate-transfer (ROT) and emphasises that it is for a prescribed period only. According
to the MIIU a concession takes place when “a private finn handles operations and maintenance and finances
investments (fixed assets) in addition to working capital”, This is confirmed by the WDR (1994 : 109) where it is
stated that the state delegates the operation and maintenance as well as the responsibility for new investments to
the private sector. The WRC defines a concession as an investment linked contract. The emphasis 1s here on the
availability of investment without the need for a local government to obtain funds from their own funds or loans,

Some other options are commercialisation or corporitasion, user- or community provision, full privatisation
foutright sale of a governmeni asses), mumicipal debt issuance, public private parmerships, management buy-
outs and demonopolisation and new eniries. These structures can be defined as forms of slightly different forms

of the main alternative struchures as mentioned above.

When considering the application of the different confractual structures, sources provide a variety of answers.
BCD (1999} suggests that service contracts could be used effectively for the operation and maintenance of public
services such as standpipes, meter reading, billing and collection, collection of municipal waste, ticketing and
cleaning  The UN (1995 : 79) mentions services that benefited from service contracts as asphalt overlaying,
janitorial services and traffic signal maintenance. The WRC (1995 : 5-4) proposes that #s application be focused

on emergency operations, design of new works specific refurbishment items and operation of works,

In the case of management contracts the different sources agree that it involves only the transfer of operating
rights and not the ownership of assets (UN 1995 : 73). This implies that it involves not only individual services but
a wider range. According to the WRC {1995 : 5-3) this could typically be services such as the operation of a water

works, training of staff of a water leakage control progranume or similar.

When considering Jeases it is clear that a lessor-lessee agreement exisis which is normally suitable for services
such as water treatment works including the associated billing and revenue collection (WRC 1995 . 5-7). Other
services suited for leases are wrban water and sewage, electrical supply, ports, railways and solid waste collection
(DCD 1999)

The most common application in the case of a concession is toll roads, airports and railways, This is due to the

fact that a government desires private investment but does not want to relinguish rights of ownership in the long
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79) extends the application to issues such as municipal contracts, railways and

In the case of demonopolisation the DCD claims that it has been used successfully in telecommunications, energy

utilities and airlines, but that the private ownership of core municipal infrastructure services does not seem to be

appropriate in the South African sense. Municipal debt issuance will find an application wherever a municipality

seeks to raise private funds for a new development or infrastructure project.

Most sources are in agreement when discussing the duration of the altemnative service delivery options.

The

shortest duration is that of the service contract at typically 1 - 3 years, management contracts at 3 - 5 years, lease

contracts at 5 - 10 years, concessions at 15 + years, debt issuance at 10 - 20 years and naturally no limit on full

privatisation. The issues above as well as the allocation of risk, responsibility, potential pitfalls and requirements

for success are shown in Table 2 : Contractual Structures Available for Engaging the Private Sector below. The

table is not exhaustive but aims to summarise the indicators as noted by the main sources cited above.
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meet some sustainable objective, the world must be prepared to pay the private sector for costs it otherwise has no

meentive {0 meet”.

Weiss {1995} emphasises the role of goverment in development as depicted in most early literature as “due to
widespread market failures and externalities, combined often with the absence of a dynamic indigenous private
sector, & high level of state involvement would be essential to generate sconomic progress”. The WDR (1994 ¢
73) on the other hand, states that commercial and competitive provision of services is possible but that there is a

danger that public infrastructure will be undersupplied if the market alone is left to determine their provision.

These views highlight the main roles played by the private- and public sectors. The private sector aims fo be
commercially visble and deliver an accepiable rate of return to its investors. This statement does not require a full
gxplanation as the principles of business, its objectives and goals are widely known. The public sector on the other
hand needs to mest the social and welfare requirements imposed on it by the citizens of a country. These issues
are constitutional rights that are very much 2 part of democratic governance. It would typically be written into a

country’s constitution or development frameworks such as South Africa’s RDP.

At a local government level it is useful 1o look at some of the specific requirements for municipal government as

suggested in the Government's White Paper on the Restructuring of South African Local Government. Local

government is required, inter alia o

® represent communities and meet basic needs

e mprove the quality of life Vof conumunities and promete social development

e be responsible for taking steps to ensure the overall economic and social conditions are conducive to the
creation of employment

« empower marginalised groups to reach their full capacity

« undertake integrated development planning A

+ negotiate a public investment plan around all government invesiment in the municipal area

¢ institute key performance indicators for the municipality as a whole

¢ ensure environmentsl sustainability of development programmes

According fo the Centre for Development and Enterprise (1997 - 16) this daunting list vastly overestimates the
managerial, financial and administrative capacity of local government. It argues that while the White Paper’s

objectives for local government are clearly justified, it is asking too much.

In summary it may be concluded that the private- and public sectors traditionally have different, and potentially
conflicting objectives. The private sector, on one hand, have commercial goals and is responsible for providing
acceptable retums for their stakeholders’ investment, The public sector has 2 constitutional obligation o meet
social and welfare objectives. The meeting of these objectives are normally the responsibilities of the politicians
that represent their electoral constituency. In the South African local government these social and welfare
objectives are defined by the White Paper on the Restructuring of Local Government and proves 1o be potentially a
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Tn summary it may be concluded that a wide range of institutional and coniractual options exists when considering
some degree of privatised public services supply. The main structures available are service contracts, management
coniracts, lesses and concessions as well as the demonoplisation of market sectors, The choice of a structure
depends on the details of ownership, allocation of risk and reward as well as potential advantages and
disadvantages. Critical success factors need to be established if any pariicular structure is chosen. A final option
that exists is joint ventures or parinerships that seem to be flexible enough to incorporate most private- and public

sector requirements.

Having analysed the reasons for engaging the private sector as well as the main institutional and structural options
for private supply the next section will focus on the issues that should be addressed when considering private

collaboration.

3.4 The Role of the Private Sector in Municipal Service Delivery

3.4.1 Introduction

Thig section will move from the contractual options for incorporating private input in public service supply and
maintenance 1o the application and relevance of such input. Cowan {1990 : 84) makes general statement by saying
that there is evidence that consumers are willing fo pay more for an increase in the efficiency of a service but
there is a limit 1o their ability to accept increased service charges - a critical balance between higher service

levels and the fear of exploitation needs to be maintained. This statement reflects the stand taken by most sources.

This section will investigate the role of the private sector by analysing the respective goals of the private- and
public sectors, the pre-requisites and selection of private partners and the conditions under which private

nvestment will take place, and will finally investigate some myths surrounding private sector participation,

3.4.2 Viewpoints on public and private roles and their respective goals

Different viewpoints, sometimes strongly voiced, exist on the respective roles of the private sector and the public
sector i public service supply, This section will consider some of these viewpoints and finally attempt to

summarise them into main aress.

An opening note is supplied by the Department of Constitutional Development (1999) when it states that “ the
municipality remains wliimately responsible for the provision for service provision. The municipality remains
ultimately responsible whether this has been delegated vo a third party or not.  The municipality will abways
remain the regulator of the infrastructure and must monitor it closely . Pearce (1998) puls #f in more general
terms by stating that “Private Investors do not have the social and natural environment as their primary concern.

Rather, they are there 1o make an accepiable return 1o their shareholders. If the world wanis those investmenis to
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daunting task. The potential application of partnerships for service delivery lies in its ability to create structures
that will accommodate the different public and private objectives. The next section will consider the environment

that needs 1o be created, or in place to attract private investment or participation.

343 Pre-reduisitess selection and negative effects of private service supply

Earlier chapters highlighted the elements of sustainable development and the role that the private sector can play in
it. Pearce (1998) cautions that private investment will take place only when distortions, such as financial subsidies,
faxing of revenue of exploitive industry at levels not high enough, and inadeguate land tenure agreemenis are
addressed and rectified. This source continues by stating that “the essential conclusion is that the private sector
financing of sustainable development will not occur unless the context for investment is one in which the risks
associated with investments are acceptable. In turn, that context has to be one where markets are liberalised,
political governance is secure, and structural adjustment is occwrring.  Where risks remain international

organisations can help by underwriting these risks”.

Linking private investment to sustamable developmeni Pearce continues by stating that i the world wamis the
private sector to meet some sustainable objective it must be prepared to pay for costs that the private sector
would otherwise have no incentive to meet. When considering subsidies it is stated that there are arguments in

favour of it but that it should be clear which social or environmental benefits will be gained through it.

Panayotou (1997) suggests that in order to aitract private capital and managerial talent, a series of economic,
financial , legal and institutional reforms are required. Some of these are

# prudent macro-economic management practices, including a stable currency

+ institutional and legal frameworks 10 ensure enforcement of contracts

¢ demonopolised market niche sectors and extended private participation

s removal of subsidies and allowance for tariffs to reflect costs

» removal of barriers to foreign capital

= allowance for the repatriation of profits and encouragement of foreign participation

e strengthening of the local capital market and access to the international capital markets

Gomez-Echeverri (1997) wams that contributions from the private sector will not take place unless a pro-active

programme exists to directit. The elements of such a programme are typicaily .

¢ good local governance - this leads to assigned and clear roles for the public and private sectors

= g well informed society - the best guarantee of responsible behaviour by the private sector

» g conducive policy framework - should be a regulatory framework as well as one in which a set of incentives
give the right signals

+ strong supporting institutions - good performance is best achieved when there is support from local and
national institutions

34

JID Heigers : MSe (Eng) March 2001



Public Private Partnerships for Sustuinable Municipal Infrastructure, g Systems Approach

o adequate financial instruments - there must be an effective, transparent and reliable system of financial
instruments to facilitate exchange and to provide resources for business operations and development
s 2 free and open irade system - no business will be interested in establishing itself if it cannot provide services

for profit

The WRC’s report of 1996 (E-3) confirms this in the policy principles laid down for guiding private investment.

= procedures for engaging the private sector must be transparent

s the performance of the service provider must be monitored

» the engagement of the private sector should provide for technology transfer and capacity building

s the service provider must follow sound environmental principles

# local authority personnel are not to be prejudiced by the engagement of the private sector

+ the service provider must be accountable to the people they serve

¢ there should be free access to the market whilst ensuring that only contractors which have the necessary
competence and capacity to carry out the work should be entrusted with the tasks

# the service provider should be responsive 1o the needs and problems of the end users

# the provision of the infrastructure should be in a manner that is sustainable

The above provides an intensive list of “rules and regulations” that could possibly regulate private investment and
participation in infrastructure and services supply.

It i5 necessary to understand the view iaken by organised labowr and its understanding of the potential negative
effects of privatising public services. COSATU (1997} notes that the effect of privatisation, measured at local
government level in Brifain was :

e job losses and work intensification

® worsening work conditions

® women carry the heaviest load - frst to be retrenched

s quality of service is cut back

e trade unions find themselves in a less friendly environment afler privatisation

» consumers of service no longer have a political right in terms of what they receive

In 2 SBAMWU article Van Niskerk (1997} wams that especially in management contracts, there is a tendency for
private firms to gain all benefits at the expense of others as they receive their fees from local government without
tariffs collected properly, as in the case of areas where residents are not paying for services. This source calls it 2

clear win-win situation for the private sector.

Current case study material from the MITU (2000) in the case of the Dolphin Coast project provides a positive
picture. Not a single smployee was retrenched and in most cases feel they are better off than before the shift from
public fo privaie supply. In addition the private supplier set up a number of mechanisms such as provident funds,
pension plans and emplyee equity in the firm,
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In summary it may be concluded that the right environment needs to exist before privatised supply of services will
be possible. At a macro-economic level the institutional arrangements such as subsidies, tariff and taxation
systems, capital markets and representative political dispensations must be conducive to the aitraction of private
investment. It must be realised that if the requirements of sustainable development are to be met there might be an
associated extra-over cost for its implementation. At local governance level there should be structural frameworks
in place, as well as good governance and a well informed society and an open , free trade system. In South Africa
the current frameworks that direct private participation essentially requires the principles and policies of
sustainable development to be met. Any consideration of privatised supply of public goods must realise the

significance of perceptions regarding the role of labour in privatised supply.

Having considered the environment that needs to be in place for private input the next section will provide a

critical review of the role of the private sector in service supply.

3.4.4 Myths surrounding privatised supply of services

According to Houskamp (World Bank : 2000) the poorest of the poor does not always necessarily benefit from
private services supply. This sources ¢uestions the benefits of private supply which leads to this section which will
highlight, and attempt to address, some of these concerns.

The analysis so far has made it clear that the role of the private sector is an “either-or” one and are mostly defined
in those terms. One view on this is provided by Gomez-Echeverri (1998) where it is stated that “the private sector
is neither saviour nor villain - as often atinbuted by policy makers - but rather is an impor{ant source of talents,
skills, and resources to be tapped in support of sustainable development” This source then states that in order for
the private sector to take s rightful place several myths about it should be addressed first. These “myths™ and

conunents on it, shown in Table 3 : *Myths’ that exist regarding the Private Sector, as follows :

‘Myth’ Relating to the Private Sector Comumnents

1. Globalisation and the technological information There is an urgent need for government to play a
revolutions are resulting in a situation where stronger, more responsible role to ensure that

__government plays an increasingly marginalised role.  development is socially and environmentally equitable.

2. Private sectors are playing an increasingly bigger Biggest successes are where partnerships are in place
role, thereby proving that there is a lesser need for with strong policies and regulations enforced by a
governments and Official Development Aid. strong government.

3. The exponential growth in the flow of funds from | Most of this flow i3 to 5 % of developing countries only
OECD countries to the South is proof that the - the balance is simply by-passed or seen as a potential
private sector is the most important actor in 1o be explored, but might never happen unless global
development efforis today. | attitudes change.

4. In cases where the privaie sector is involved in These are not the driving reasons - it may be more
development it has been shown to care about people | profitable for private companies, as well as enhance
and the environment. their image if they address sustainable requirements.

5. Companies around the world are gearing up for the | Governments around the world are acting as if it is
new role that the private sector is playing. business as usual - communities are not seeing any

benefits.
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6. International organisations, such as those assisting
developing countries are gearing up for the new,
changing world.

Most international organisations are talking of major
reform but few are acting on it.

7. Subsidies that distort the economy and affect the
proper role that the private sector can play ocours

These attitudes occur in both developing and developed
couniries.

exclusively in developing countries.

&. The potential role that the private sector can play is
negatively affected by the traditional views on the
roles, and responsibilities of government and
business.

People’s views on these matters vary greatly over time
as well as geographically,

9. Investing in environmentally related projects is
unprofitable and risky.

Environmental related funding is set to increase from $
100 biflion 10 § 640 by 2025 - no way that governments
can meet this without massive input from the private
sector,

10. The main source for development funding in
developing countries is external finance.

Studies have shown that internal Snance contributes as
much as seven times that of external finance,

11, The market mechanism on its own will ensure that
financial flows become socially and environmentally
sensitive.

Proper policies must be in place that include penalties
for ignoring social and environmental requirements.

12, Given the market mechanisms, financial markeis
will automatically work in support of sustainable
development.

Existing business ethics and accounting systems are not
autornatically conducive to sustainable development.

13. The private sector is for the most part reluctant to
adopt sustainable development practices.

There is growing support from business leaders to
move towards sustainable practices.

Table 3 : ‘Myths® that exist regarding the Private Sector

In summary it may be concluded that extensive private participation will only occur when business becomes an
ally, contributor and partner. This will require a change of mindset with policy-makers, development practitioners
and business people around the world. The main issues are perception around the role of the private sector in

sustainable development, as well as the incentives for business to participate in sustainable practices.

The last three sections imvestigated the progressive move away from central supply and maintenance of services by
considering decentralisation, privatisation and the role of the private sector in this process. The final section in this
chapter will focus on the ‘goods’ under consideration, namely infrasiructure and its role in the development

process.

3.5 Infrastructure and its Role in Development

3.5.1 Introduction

The World Development Report (1994 : 2) states in its introduction that “the adequacy of infrastructure helps
determine one country’s success and another’s fadlure - in diversifying production, expanding trade, coping with
population growth, reducing poverty, or improving environmental conditions. Good infrastructure raises

productivity and lowers production costs, but it has to expand fast enough to accommodate growth”.

The report continues by stating that although the exact link between infrastructure and development remaing open
to debate there is a direct correlation between capacity - & 1% increase in infrastruciure stock is associated with a
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1% mcrease in GDP. It further claims that public spending on infrastructure construction and maintenance are

valuable policy tools fo stimulate economic growth during times of recgssion,

In conclusion the WDR makes it clear that the improvement of infrastructure will only take place m a country with

good governance structures.

' 3.5.2 The context and reasons for infrastructure and the WDR of 1994

The WDR (1994 : 2) focuses on economic infrastructure with technical and social features, such as public utilities
{power, telecommunications, water and sanitation, solid waste collection), public works (roads, dams and canals)

and other urban transport units such as railways, ports etc). It then supplies the main ‘messages’ as follows :

s The rele of infrastructure - It can play a2 major role In economic growth, poverty alleviation and
environmentally sustainability, but only if it delivers services in a way that is efficiently responsive to effective
demand. It argues that the level and quality of service delivered should be the key performance measurement.
it warns that some countries have failed by making major investments in infrastructure and then not managing
it properly. This leads to a situation where these assets are not generating the quantity or quality of service that
it should, resulting in lost opportunities in poverty reduction and economic growth.

# The role of incentives for the suppliers of service - The WDR argues that the causes of past poor performance
as well as potential improved performance is lodged in the incentives facing suppliers of infrastructure. It
states that services should be deliversd more efficiently by applications of commercial management,
competition and stakeholder involvement, Added 1o this the roles of the private sector and public sector need
o be transformed as well. It is also suggested that the roles of technological innovations and alternative supply
methods are to be investigated.

» The management of infrastructure - The report argues that infrastructure should be managed like a business
and not like a bureaucracy. This means it should be responsive 1o customer demand. This can be obtained by
involving the private sector to ensure that its commercial skills are transferred to the public sector. Consumers,
even the very poor are very willing 1o pay for services, provided that quality and cost standards are maintained.

¢ The introduction of competition in infrastructure -~ This will ensure that end-users are given the oplion to
choose a supplier that best meets their particular needs. The WDR argues that the introduction of this
competition can either be direct or indirect {e.g. competitive bidding)

e The role of stakeholders and users - These groups should be represented in the planning and regulation of
infrastructure services. This involvement should give them real responsibility

# The role of partnerships - According o the WDR parinerships show real promise but cautions that countries
should start with smaller, pilot projects

#  The role of government - More than likely the role of government in infrastructure supply and maintenance
will undergo a change, possibly to that of regulatory and administrative services rather than that of direct
supplier of these poods.
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The WDR (1994 : 19) then looks at the results of not spending / investing on infrastructure. [ siates that “when
times are hard, capital spending on infrasiructure is the first item to go, and operations and maintenance are oflen
¢lose behind. Despite the long-term economic costs of slashing infrastructure spending, governments find it less
politically costly than reducing public employment or wages”. This is based on an evaluation of studies on fiscal
adjustments and expenditurs reduction. It concludes that capital, rather than current spending is normally cut, with
capital spending on infrastructure normally taking the lead. A statement is made that mitial cutbacks on spending
is not pecessarily bad as it could be part of a rationalisation process, but if operations and maintenance of
infrastruchwre is affected, it is a potential problem as it is normally linked to a rapid deterioration in infrastructure.
It cites the example of Costa Rica in the 1980°s where operations and maintenance fell from 1.6% of GDP 10 0.3%
with the result that the share of the couniry’s roads classified as poor 1o very poor rose to 70%.

In summary the WDR (1994 : 19) makes the point that infrastructure investment on its own might not be sufficient
1o generate sustained increases in growth. The demand for services are seen to be sensifive to economic growth in
itself, the latter which is ofien difficult o predict. ¥ is clear that the way infrastructure is acquired, managed and
maintained that will be the driving force of economic growth. This hinges around the roles of the private- and
public seciors, siakeholders and end-users as well a the institutional structures that should be in place.
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4. Chapter 4 : Public Private Partnerships

4.1 Introduction

The previous chapter established the value of private sector input into sustainable mumicipal service delivery.
Various options and contractual arrangements available for this were discussed. The next stage is 1o narrow the
focus to public private partnerships. On an introductory note it is worth quoting Domberger et al (1997 © 777) in
its definition of parinerships : Parmering refers to a close working relationship with a high level of frust and close
co-operation between two parties that contract with ench other to accomplish mutually beneficial ouscomes. In

other words a so called win-win situation.

In South Africa the official view (SA Gov : 2000) is that PPP, or in this case MSP should be clearly viewed as
being an additional, rather than optional alternative and that it should not be allowed to be a threat to reform
initiatives undertaken by the public sector.

This sentiment is echoed i Boria and Castells (1996 : 130) where a partnership is defined as being a rational,
flexible, voluntary and co-operative alternative decision making structure to augment the local siate and the market
o rehabilitate the civic tradition. This definition is essentially confirmed by the province of British Columbia’s
Best Practices Guide (1997) . “... a PPP is a parinership between the public and private sectors where there is 2

sharing of risk, responsibility and reward, and where there is a net benefit to the public”

These different definitions all describe some sort of relationship between the public and private sectors, as well as
some form of resultant benefit to the public user. This dvnamic will be the ceptre of this chapter and will be
explored by considering a number of aspecis related to the nature and structure of parinerships. The first aspect
under investigation will be the history and development of partnerships, both intemationally and locally. It will be
placed in the context of the general requirements of sustainable development. The second part of the chapter will
be about some of the dynamics of parinerships. This will be investigated through 2 zuggestion of successful
splachion criteria  Tn addition, recognising the fact that these type of projects normally involve the use of public
funds, there will be a brief consideration of risk analysis.

Following on this is a closer look at some of the contractual options available for partnership mitiatives. This will
be deali with in detail in g number of appendices, one a service contract, and the other more of 2 management type
municipal contract. Finally, a mechanism for adminisiering a partmership along less adversarial lines will be

considered.

As before, chapter conclusions will be reflected in the systemic approach tn parinerships in chapier 5.
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4.2 Partnerships - History and Development

4.2 1 Introduction

Partnership initiatives are starting to show some impact on addressing those aspects of municipal service backlogs
that the public sector is unable to mest on their own. In the South African context parterships are driven from
ceniral government circles as a means of enabling local authorities to meet their service demands. Some milestones
have been reached recently with the signing of the Framework Agreement on the Restructuring of Local

Government and the initiation of a number of pilot projects.

This section will aitempt to put the development of parmerships into focus by considering the past five to seven
vears insofar as partnerships are concerned. This will be done by considering such aspects as the origins of
parterships via the UN, the need for parinerships, partnerships in relation to efforts by central government and
development agencies, the historic performance of partmerships as well as partnerships in the South Aftican
context,

4.2.2 Origins of the partnership concept through the UN

The concept of partnerships between business and government has been around for a while. Some sxamples exist

of partnerships that were created for specific purposes and later abandoned, afler serving its purpose.

The formal focus on parimerships on a global scale started at the United Nations Conference on Environment and
Development (the Rio Summit), 1992. The conference adopted Agenda 21, a fairly dramatic programme of
reform in the areas of global economics, political and social systems (Faulkner 1997). One message from Rioc was
clear - the task ahead would simply be too much for governments to undertake it alone - conference participants

" made it clear that the private sector had o be engaged in making sustainable development possible.

This was made clear by the terms of Agenda 21 ;. “business and industry should be full participants™, “the public
and private sectors should strengthen partnerships io implement the principles and criteria for sustainable
development”, the public sector should establish procedures to allow an expanded role for the private sector”.
This insistence by UNCED paved the way for a completely different approach: the concept of public private
partierships (PPP), The next challenge was to move the concept of PPF into action.

UNCEDY's initiatives were channelled through the Business Council for Sustainable Development (BCSD). A
decision was taken {0 concentrate on the areas of urban infrastructure problems, such as water supply and waste

treatment in the developing world.

The next step was the creation of a Sustainable Project Management (SPM) unit within BCSD. This was created
in 1994 and the unit worked with UNDP in developing pilot partnership projects in the area of wban
infrastructure. The initial response was very positive and in 1995 the SPM became an independent, not-for-profit

organisation, The experience that it has gained in more than 20 projects indicated that partmerships do indeed
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work through a process by which management skills and technology are infused in addressing serious urban

problems.

At around the same time various countries around the world initiated investigations into the feasibility of
partmerships. Ome example of this is 1o found in the pilot initiatives that took place in 1995 in British Columbia,
Canada (Province of BC, 1998). Similar imitiatives, mainly in bulk water supply were investigated in the middle
1590z,

In conclusion it is clear that formal efforts to analyse the feasibility of parinerships between the private sector and
public sector originated out of Agenda 21, a product of the Rio Earth Summit, with various countries initialising
programmes around 1995-6. It is clear that it is a relatively new concept that will more than likely go through a

process of evolution as feedback is supplied on its practicatities.

The next section will move closer by focusing on the need for partmerships.

4.2.3 The need for partnerships

The previous chapter reached conclusions on the historic performance of govemnment and State Owned
Enterprises i the field of service delivery. Faulkner {1997) is prompted in asking the question - why not privatise
? The answer lies in the essential characteristics of both potential partners - “governments need to remain involved
in providing essential services. This guaramees a degree of public accountability, preserves the public service
sthos, ensures the protection of all sections of society, and underwrites the delivery of social and environmental, as

well as economic benefits, that is, it meets sustainable development as well as purely financial goals™.

In answering the guestion “Why use MSP 7" the official answer (SA Gov ! 2000 ) is that well structured MSP
arrangements “can lead to significant improvements in the efficiency of service delivery. [This] greater efficiency

means that significantly more services can be delivered while still remaining within the council’s overall budget

Contracting a specialist service provider can have several advantages, In addition to providing specialist
knowledge and expertise, such a service provider can ofien gain efficiency from economies of scale that may not
be available to 2 mumicipal council. Over time municipal councils can save on the capital costs of infrastructure

expansion and technology upgrades.

This source continues by stating that parinerships provide an alternative 1o both full privatisation and public sector
monopolies - a compromise in other words. This confirms the findings of previous chapters. The privatg sector is
commercially orientated while the public sector has social and welfare responsibiliies. The intention with
parmerships is that it brings together these characteristics in a common union with a single purpose. This relates to
the introduction of this chapter where a definition was synthesised. In a sense it can be equated to purely private
partnerships, commeonly found i business circles. This is typically encountered where & person or entity realises
that it can gain financially or strategically from incorporating the resources that comes with the introduction of a
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partner in the venture. It also implies a distribution in ownership responsibility where total control is given up for

an increase in output capacity.

This view highlights the essential need for parinerships - & combination of the essential characteristics of business

and government in order 10 increase the capacity of government to fully meet its social responsibilities.

4.2.4 Partnerships, ODA? and global development agencies

Ever since the concept of partnerships have taken root since the mid 1990°s there has been indications that
development agencies and aid organisations were interested in its success. The reason for this lies in the link
between sustainable development and the role that the private sector can play. It makes sense for a development
agency to facilitate or be involved in efforts that ultimately is run along commercial lines, yet honours social

objectives.

The International Development Conference sets out from a point of view that historic lessons show how capital
markets in developed couniries have aided social development through long term debt finance (1997). The IDC
sees an important area for private participation in the financing of social development. It suggests a threefold
approach :

» f{ocusing on organising social programs for private finance

¢ using financial engineering 1o devise synergy between private and public finance

¢ promoting partnerships between the financial sector, governments and civil society.

According to the IDC this approach has the potential of “dramatically accelerating social development”. Any
development needs funding and it is important that this aspect forms part of successful parmerships for

development.

Another view is provided by the Canadian International Developmeni Conference (1999). CIDA’s departure point
is to stress the importance of involving the private sector by stating: “A vibrant private sector in developed and
developing countries is a key contributor to economic growth, development and poverty reduction.  The formal
and informal private sectors represents the most significant source of sustainable livelihood in all developing
societies”. According to CIDA the private secior is also able 1o provide employment, training and infrastructure -
activities with high social retums.

It continues by stating that “the key for donors ... is to establish a strong environment to allow private enterprise 1o
function but also 1o increase governance capacities to ensure that resources gained through enhanced privaie
participation in the economy are better mobilised to address inequities and poverty”. This statement indicates that
development agencies has a role as creators of the correct environment, as well watchdogs to ensure the correct
application of resource gains towards social upliftment goals. The end result which is social uplifiment is therefore

gained through development of the private sector in the first place.

> ODA - In the context of this thesis it refers to Official Development Aid.
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The United Nations Development programme puts it in simple terms: “.. both municipalities and privaie
companies meet their own objectives and city dwellers enjoy an enhanced quality of life”. (1998).

According to the World Bank (Note 13 : 1999) problems may appear in areas that are suspect to natuaral
monopoly features. It suggest that in these cases institutional support should be geared towards obtaining real
competition through the application of project management principles. A positive step in this direction came from
the World Bank Group Action Programme, designed to strengthen its ability to increase private participation in
infrastructure in the context of iis overall objective 10 support poverty reduction and sustainable development.
(World Bank : 1997). In ancther Policy Research Working Paper the Bank (Dlamini : 1998) suggests a number of
ways that governments could be of {(official) assistance in emerging markets. I also moves from the conceptual to
practical with its “Toolkits” package (Brooke et al : 1997) in the fields of water and sanitation. This source is very
much in line with the WRC initiatives.

In the South African context the main domestic fimding body, The Development Bank of South Africa sees its role
as ‘a powerful catalyst in building partnerships’. The DBSA’s mandate was adjusted during the mid 1990°s to play
a role in securing private secior participation, especially in aress where the borrower-operators were public
entities. The Bank states its involvement as being providers of technical assistance, as well as the fulfilment of 2
financing role. In a sense this is a ideal situation - a development financing institution that is interested in creating
partnerships while being in a position to supply the financial back-up.

In conclusion it is clear that global and domestic development agencies are very supportive of partnership action as
it hamesses the full potential of the private sector. At the same time its role as profector of sustainable social goals

through a process of facilitation is emphasised.

4.2.5 Partnerships vs. central government efforts

An important question is raised by Badshah (1996 © 27) where the continued role of government is questioned,
given the poor track record of central authority in the provision of shelter and basic services. The question is
whether conumimities should not be allowed fo procure and manage basic services, such as housing, water and

sanitation for themselves.

The question is indeed a valid one. Central government is normally elected on the basis of their election promises
or intentions to provide specific social or development programs. These politically based intentions sometimes fail
due 1o capacity problems at local mumicipal level. Badshah notes however that “in most countries any involvement
of the private sector, NGO and local municipalities depend on the central government being allowed to play some
key role”. The reason for this is that political ideclogy, resource constraints and socio-cultural traditions are the
creation of central goveruments, making their imvolvement a requisite of any parimership for service delivery
initiatives.
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The solution ssems to be a situation where central government plays a facilitating role by initiating programs that
can be implemented successfully at local level and ensure financial and resource capacities to make this possible.
Appendix 1 will review one such national programme in the context of its applicability at local community or

municipal level

4.2.6 Historic performance of partnerships for service delivery

As discussed earlier, the concept of parmerships for development and service delivery is a relatively new one. Itis
therefore useful to consider its track record to date. On an opening note the World Development Report (1994 ¢
121) considered private participation in infrastructure delivery and maintenance to provide two potential benefits
namely savings to be gained from (1) better pricing, and (2}, an increase in efficiency due (o improved operational
management. Looking at the latter Table 4 : Savings from Increased Efficiency in (1994) billion US § below
provides an indication of potential savings to be gained.

Infrastructure Sector | Savings  Source of Inefficiency

Roads 15 Arnual investment requirements created by improper mainienance
Power 30 Transmission, distribution and generation losses

Water 4 Leakage

Railways 6 Excess fuel use, overstaffing, and locomotive unavailability
TOTAL 35

Table 4 : Savings from Increased Efficiency in (1994) billion US §

According to the WDR the above represents pure resource savings to the economy. It continues by commenting
that the above savings can amount up 1o 1 % of a country’s GDP, or indeed represents more than twice the amount
allocated by development assistance to developing countries. In terms of the 1994 figwes the WDR then
estimated that, for example, utilising this saving over a period of three years could mean an additional 1 billion
people could gain access to safe potable water. Although these estimates are in #tself fairly dramatic the WDR
expands on it by considering the potential spin-offs created by, for instance, better maintained roads and the

resultant raise in living standards.

Faulkner (1997) cites three wide ranging partnership initiatives namely Manizales, Columbia (water supply related

parterships), Harare, Zimbabwe (eco-efficient energy supply partnerships), and Spisska Nova Ves, Slovak

Republic (energy, housing and forestry related partnership) and draws conclusions based on their successes a5

follows :

# Official development aid is used to leverage private sector investruent - this means that the initial risk for a
country’s government is small

s Links are established between investment and capacity building - The objectives of sustainable development
are met through 8 process whereby the best investment practices of the private sector are linked with the
exi)erience of development practitioners, creating an enabling environment with supporting mechanisros in
place.
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= It tends to be of a sustainable project management nature by focusing on issues such as stakeholder
participation, eco-efficiency and a more sustainable approach to development - it leads to different results as
the priorities and focus are different.

s Technology transfer is accelerated - sustainable project management assists municipalities in identifying the
choice of technology and then negbtiates the transfer between the public and private secior.

Faulkner relates issues in terms of a project management approach by a development institution, but some of the

conclusion has wider relevance.

On the other side of the coin a cautionary note is provided by Ingerson (1998) where savings to the end-user of a
service, when provided by a parinership initiative, are not always reflective of the efficiency of the private parter.
According to this source the public parmer tends to minimise the financial risk to the private partner by providing
subsidies, tax abatements, regulatory relief, low cost land, or an effective monopoly. It may also happen that
private pariners are exempted from costly requirements such as collective bargaining and certain environment
siandards. I is therefore imporiant, in any evaluation of results of partnership initiatives 1o remove financial- or
other distortions.

In conclusion the historic performance of partnership initiatives seem to be very positive. Major savings 1o a
country’s economy may be gained through better pricing methods and increased efficiency associated with private
participation, as much as 1 % of GDP could be saved through the employment of parinership initiatives. The best
results are apparenily when a Sustainable Project Managerent approach is used. This links the best investment
practices of the private sector with longer term, sustainable objectives and is normally facilitated by development
practitioners. This in tum leads to accelerated technology transfer. Finally it is important to remove financial or

other distortions when evaluating the perceived efficiency of the private sector in a partnership.

Finally, current sources note that private sector activity has fallen by 30% in 1999 (World Bank : Note 215) and
cites the Asian financial crisis as one of the main reasons. This reference highlights the important fact that private

suppliers will always be exposed to external market forces, even in th eprovision of public services.

4.2.7 The South African context

In terms of the United Nasions Human Development Index for countries South Africa is clearly classified as a
developing economy. AS such # has been in tune with the International development reparding partnerships
between business and the State and is indeed one of the few countries with a clearly stated programme or
framework of implementation. It is valuable to do a brief overview of the local partnership developments and

programies.

For the purpose of this research the focus will be on the period post 1994 when the whole political and social
environment went through a major change. Suffice it to say probably the only reality that originated with the
previous dispensation was the roots of the current backlog in services as well as a marked difference in service

standards in the (radiionally) white and black areas. The current government adopted the RDP as its election
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manifesto and after coming into power it expanded the broad principles of this document into specific

programmes. These were typically formulated in the same time period as the international developments discussed

earlier.

The development of a framework that would allow for private sector participation in spectfically the mumicipal

mfrastructure arena is briefly as follows

Year/Period | Programme / Initiative Resources allocated / Policy Measures of Performance /
: Statements Results achieved
: 1994 ¢ Reconstruction and Development - Stated development vision of a Commitment to supply basic
i k i Programme democratic government services to all, especially the poor
. (RDP)
I 1994 | Municipal Infrastructare Investment Created in srder to give effect to
i . Framework ~ the RDP vision
1994 71995 | Municipal Infrastructure Programme R 758 m allocated from Addressing municipal
- {(MIP)y Government's RDP funds infrastructure backlogs
¢ 19957199 ¢ Extended Municipal Infrastructure . An zdditional R 660 m allocated
; ¢ Programme
! | (EMIP) ;
B 199410 1998 - MIP and EMIP results : » 1945 projects completed :
; o 7 million people gained access
to water, 5 miltion to
: sanitation, 2 million to roads,
! : 500 0606 to solid waste
: ; disposal, 308 080 to
5 i : streetlights, 606 006 to health
' : facilities
: s Contributed to accredited and |
non-aceredited training of 100 ©
; and 360 thousand man days
] respectively
s 180 000 person months
employment epportunities
created
e Total of 1923 black owned
SMME utilised on these
projects
: March 1958 | Launch of Government’s White Paper = Provided the development
. on Local Goversment i framework within which MIP
; ¢ would be implemented in future
: 1998 /1599 - Creation of the Consolidated Municipal © CMIP collapsed the MIP and
! ¢ Jufrastructure Programme (CMIP) . EMIP and became the new RDP
. flagship ;
December 1998 | Framework Agreement on the - Agreement reached between i{ntention is to explore alternative |
¢ Restructuring of Municipal Services organised labour (COSATU) and | service delivery options when
¢ Partnerships - local government (SALGA) mupicipalities cannot realistically
! supply it
May 1999 . Final Draft of Municipal Services : Draft Policy tabled at the Allowed for gaining wider, public
i . Partnership Policy presented for public = conference on “Towards a input in the process
omment | Programme for Municipal
. Infrastructure in the 21% century”
April 2000 Publishing of White Paper in the . White Paper on Municipal Process obtained legal and
! ! Government Gazette Services Partnerships published popalar
(inGeretione 21026 G .

Table 5 : Development of Partnership Frameweork for SA Municipal Infrastructure
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Table 5 : Development of Partnership Framework for SA Municipal Infrastructure was adapted from an extract
from Moosa’s speech on 12 March 1999 and provides insight into the development towards a parmership
framework over the past five years. In order to provide municipalities with a methodology on how to deal with
potential partnerships, the Department of Constitutional Development also published a set of guidelines {(DCD
1998). A critical review of both documents will be undertaken in a later chapter.

The importance of the partnership process and the associated official backing thereof may be seen in the light of
the serious situation that the country finds itself in. According to official figures (SA Gov : 2000) the cumulative
backlog in services may amount to R47 « R 53 billion, with an average annual backlog of about R 10.6 billion.
This suggests that if the backlog is addressed through public sector resources, some communities will only have
access 1o it by 2065.

A number of parmerships for infrastructure service delivery have been initiated in South Africa recently. The first
one is in Nelspruit where a partnership, BiWater-Metsi a Sechaba will undertake the supply of water and sanitation
services within the municipal area on behalf of the Nelspruit TLC. The second is in the Dolphin Coast where
French company SAUR Services will be responsible for supplying water and sanitstion. In both instances the
municipalities were unabie to meet the demands on their own. Other partnership projects where feasibility studies
have been completed and are being evaluated are Nkadimeng (rural water supply), Plettenberg Bay (water,
sanitation and solid waste), Port Elizabeth (water and sanitation), Tzaneen {(solid waste). In all cases the proposals
are evaluated against the framework agreement’s basic guidelines. (DCD 1999}

The Development Bank of South Africa is also playing a pivotal role in the implementation of partnerships for
service delivery. As mentioned in an earlier section the Bank sees its role as a supplier of technical- and financial
assistance. (DBSA 1999). It can safely be stated that there is general enthusiasm from government and
development institutions for the implementation of parmerships as an alternative service delivery vehicle.

At the same time there is, however growing concern on the part of organised labour in South Africa on the

potential negative effects of partnership initiatives. According to a DBSA publication (1999) the main concemns

are as follows :

s Loss of sovereignly - the delegation of municipal functions means that responsibilities are handed over as well.

& Job security - parterships are equated with privatisation, which in some instances, have led to & net loss in
emplovment levels.

# ‘Cherry picking’ - there are concerns that private operators may exclude communities which will have
difficnity in paying for basic services.

» Profiteering and corruption - Concerns have been raised that the award of service contracts to private

companies may be open 1o corruptive practices.

It is important that these perceptions and fears are addressed. Although COSATU participated in the creation of

the framework agreement there remains serious concems on their part. The South African Municipal Workers
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Union (SAMWU) takes a stance, which is reflected in certain COSATU literature, that public-private partnerships
equals privatisation and fears that “this will bring our people untold hardships” (1999). This statement is
emphasised by Van Niekerk (1997) where it is suggested that private companies will only supply services to the
extent that it is profitable and that this supply might be withdrawn where people are unable to pay for it. The
statement is clear | “We are against privatisation because contractors will always be there to make a profit. If they

cannot make 2 profit they will be gone™

In zn extensive address to the World Bank / NGO dialogue on privatisation Bond (1997) considers international
experiences with privatisation, and its negative effects in Haiiti and Britain. This document 18 used by organised
labour as one source in their anti-privatisation campaign. This will be considered in greater detail later in this

chapter.

In conclusion it may be stated that the development of partnerships for municipal infrastructare in South Afica
have generally followed the intemnational timetable with an important milestone reached with the framework
agreement reached at the end of 1998. A number of projects, mainly in the water and sanitation bulk supply have
been initiated and further projects are being evaluated. There is clear commitment and energy on the part of
povernment to uiilise partnerships to assist with dealing with the services backlog. At the same time organised
labour has concerns about the potential negative side effects of partnership projects.  The World Bank (Note 30)
echoes this sentiment by asking whether PPP are not just another cycle of privatisation and nationalisation.

Ovwer the past five vears or so a number of issues surrounding the dynamics of partnerships have been identified.

The next section will consider some of these aspects.

4.3 Mechanisms and Dynamics of Partnerships

4 3.1 Introduction

From indernational experience it is clear that one of the single most important factors in successful partnerships is
the dynarics between the two pariners. This section will investigate this issue by considering aspects such as
whether parmerships are the best option, the different objectives of the partners, what makes partnerships
successful as well as different partnership structures that are available. 1t also investigates the issue of risk n
partnerships by looking at a number of different issues that should be allowed for.

4.3.2 Requirements and pre-requisites for effective partnerships

In 2 certain sense the requirements of effective partmership mechanisms and policies run parallel to that of
decentralisation. This becomes clear as when described by Koize (1997 : 41) where the relationship between local
and central government is described as, ideally, a parinership action. This source claims that in order for this
parinership to function efficiently the following should be in place: Clear policies that allow for the

deconceniration of power, appointment of competent and committed personnel at operational level, the
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development of participatory capacity among the parties taking part and, effective co-ordination structures and the
flow of information, These principles are generally speaking, simply effective institutional arrangements that
would have to be in place for any commercial or business parmership entity to be successful. This represents the

basic requirements - sound business principles.

It needs to be stated up front that corruption will have a major negative influence when looking at the potential
success, or failure of PPP initiatives. Rose Ackerman (World Bank : 1996) did an intensive investigation mito the

 causes and consequences of corruption. She suggests that the two main areas where corruption is most apparent is
in paying for benefits, or paying to avoid costs. According to this source the result of corruption is twofold:
Inefficiency and unfairess, and the undermining of policy legitimacy. The nett result , according to this paper is
that illegal pavoffs may increase the cost and lower the quality of public works projects by as much as 30% to
50%. This is indeed a shocking statistic.

In areas where parmerships have been around for longer the definition of what exactly is required for parmerships
to succeed, has become clearer. One example of this is the British Columbia Ministry for Employment and
Investment in Canada (1998). According to its best practices guide, public private parfnerships sbould be
considered when:

& there is a potential for 2 significant and cost-effective transfer to the private sector

» there should be substantial scope for innovative design, consiruction or operation and use

& there must be an opportunity to generate revenue

s the parinership nature of the project must be supported by the general public

« there must be successful partnership precedents for the specific project.

The line taken by this source is clearly that in order for a parmership to be considered a project, it should be
scrutinised 1o ensure that it has the correct structure and further that it will most likely succeed. It also implies
that, as a pre-requisite it should be entreprencurial in nature and in potential outcome.

These pre-requisites and requirements are also reflected in Atwood (1998). This source argues that in order for
public private partnerships to succeed and indeed flourish it will require time, reprocity as well as meaningful
programs that will ensure a positive outcome. [t continues by claiming that successful parmerships are built on
mutual respect, responsive plamming, constitutional commitments, a two way dialogue, use of the latest
technologies and finally cultural sensitivity,

According to the official view (8A Gov : 2000) MSP are not intended to be a substitute for traditional methods of
service delivery. Neither is the intention that they be viewed as an alternative to current, ongoing efforis to
ncrease efficiency, accountability and other aspects as instituted by the public sector.

These four sources provide a wide range of issues that indicate some requirements and pre-requisites for effective
partnerships. In summary, these may be grouped according o the issues that they cover, namely institutional and

acceptability, contractuyal and operational arrangements, and the relationship between the parties. On the
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institutional side parinerships need to have the required structures, legislative and administrative, in place that
allows it o be utilised as a means of public service delivery. On the operational and contractual front it is pre-
requisite that competent persormel will be available to drive the partnership initiative. ¥ should further show
positive net results such as increased levels of technology usage, innovation in design and application which
ultimately will lead to positive commercial outcomes. The key aspect of a successful parmership is the
relationship between the parties. This will be based on sufficient mechanisms to ensure a two way dialogue, the
building of mutoal trust as well as the projection of a positive image owtwards that will allow positive support for a
project from the general public.

4.3.3 The dynamics of parinerships between the private sector and government

A Aspects of successful partnerships

Sources vary on what exactly is required for 2 parmership to succeed. Faulkner (1997) in his analysis of the initial
period of Sustainable Project Management through UNDP notes the lessons leamed from publicgrivate
partnerships as follows

s Choose the right project - This seems obvious, but Faulkner siresses that a chosen project must have support
from both public and private sectors and this will be especially important where projects are ihe first of its kind
i a couniry or region.

s Partnership projects need a champion - Faolkner supgests that a partnership project should indeed have two
champions - one from each sector. These should be high profile people with strong commitment to success.

s A gritical success factor is local support - This source notes NGO as the ideal instrument to direct local public
support and further encourages the use of development officials 1o assist in a co-ordinating role.

e Parmership initiatives need “hand-holding all the time™ - Due to the novelty of the partnership process there is
the danger that the projeci could slip due 1o a number of reasons. Again the role of the co-ordinating mstitution
is suggested as a means of achieving this. (A later argumnent is against this, as a true partnership - albeit with
equal partners - has g betier chance at success if it is limited to the two active partners who will be forced to
manage the process themselves and building up a two way interaction, rather than through a third party.

¢ Parinership projects should be packaged properly - Without expanding this oo much the idea is that each
project should be marketed and “sold” individually, depending on size and nature. Factors that would
influence this would be political impact, transaction costs and environruental issues,

¢ Partnerships take time - Faulkner makes it clear that there are no short-cuts with partnerships and that it must
be understood that it is a lengthy process requiring proper planning and groundwork.

* Reconcile different cultures and build mutual frust - “administrative and entrepreneurial cultures are
fundamentally different”. This source suggest that there are no particular reason why the public sector cannot
be as efficient as its private partner and that the parinership model is designed to arrive at the poirt where there
is a mutual understanding of shared responsibility and the result of cost overruns and time delays.
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o Platforms for policy change should be built - shared project experience can become a useful tool in becoming 2
platform for policy change. This leads to different views on issues such as public services revenue as well as
cosis.

According to the White Paper on MSP (SA Gov : 2000) the role of national and provincial spheres is to provide

stategic direction. This will be obtained by them creating an environment that is conducive for facilitating

alternative delivery options, provision of assistance, to councils, to develop the requisite capacity and, the

establishment of implementation and monitoring frameworks.

B Risk analysis in partnerships

The importance of adequate risk analysis in parinerships is mentioned in various degrees of detail by most sources.
Tt follows that this aspect needs to be considered to snsure a thorough analysis of the subject. This section will
provide such an analysis by looking at some general objectives of risk analysis, followed by a listing of the most
common categories and types of praject risks, and finally a consideration of two methods of cost-benefit analysis,

According to Water and Sanitation SA the four specific aspects that are 1o be considered when deciding on
whether a project is feasible are firstly that project risks have to be well perceived, for the entire contract duration,
secondly that all risks must be well defined and accurately described to avoid subsequent misunderstanding, thirdly
that risk must be clearly split between the different partners which should allow clear, defined contingency plans
for the actual occurrence of an event, and finally there should be a clear understanding of the capacity of the
different parties to bear the burden of a specific risk. This source suggests that these elements of risk analysis
should be defined in the contractual project specifications.

These aspects are confirmed by the Province of British Columbia which suggests that risk analysis should be used
to determine the merits of a partnership venture as opposed to a traditional contract for service delivery. This
source mentions the objectives of risk analysis as being the identification of all significant risks, the estimation of
the probability that each event will occur, the estimation of the impact of each event on the project, the
determination of how best to avoid, manage, or pay for the consequences of each event and, 3 determination of
whether risk transfer to the private sector is optimal. This source seem to take a realistic approach in so far as
‘accepting” that certain risks will occur - then allowing for the occurrence in the analysis. It is also clear that if was

written from the perspective of the public sector.

The White Paper on MSP (8A Gov : 2000) cautions against insolvency of private service providers as potentially
the biggest risk to the success of PPP. It takes an interesting approach by noting the tendency by the Companies
Act to favour liquidation, rather than re-organising, of insolvent companies. It continues by stating that as long as
this is the application of the law councils should ensure “step in” procedures in the event of the insolvency of a

private service provider,

The World Bank (Note 69) is of imporiant assistance in providing a checklist of techniques that are being used by
private lenders o reduce their exposure in the article “Mitigating Commercial Risk in Project Finance’. The MIIU,
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in considering project risk in the case of the Nelspruit concession (MITU : 20003 states clearly that if the private

supplier defaults the city of Nelspruit will have to step in. However, the city has made a contingency plan in that it
will have immediate access fo R 8mullion, these funds being put up through a financial institution guarantee,

provided by the private supplier.

When looking at the specific risks that need to be considered there are a certain amount of overlap between the

Water and Sanitation Copunission, the Water Research Commission, and the IMF in their suggestions for

dealing with various events. Table 6 : Summary of Risks Likely to be Encountered in Parmerships summarises
these findings.

1. Construction Risks

Delayed Completion resulting in service not
provided in terms of quantity or quality
Failure to complete a Project due to default by
contractor ‘

Cost overruns resulting in costs oo high in

relation to revenue

Minimised through good project management
with easly warning systems

Can be provided for by means of 2 financial
guarantee or surety

Constrociion activities need to be clearly
defined with ideally a guarenteed fixed cost

2. Risk from Delayed
Start

Contractor unable to start delivery of service on

time - leads to loss of revenue

Depends on how this type of risk is allocated in

terms of the contract

3. Performance Risks

Contractor unable to deliver required quantity
ar gquality

One suggestion is to allow for a period of
comnissioning and testing to ensure that
requirements are being met

4. Commercial Risks

End user does not pay due to tariff collection

End user does not pay by choice

Contract to make provision for a review of
tariffs by the public aathority
Public partoer might be forced to accept this

risk by subsidising for the loss in revenue

5. Operatiopal Risks

Resulting from changed operating conditions

Normally carried by the private operator who
has to make his own provigions

6. Political Risks

Resulting from forces outside the contract

This largely depends on the nature of the ¢vent
and whether it is insusable by the private

pariner

7. Legal Risks

Resulting from the legal statas of public
authorities or change in contractual

arrangements

Being of 2 legal nature this will be dealt with in
terms of relevant legislation

8. Cumency Exchange
Risks

Relevant when contract is with an overseas
firm

Private partner takes the full risk and should
ke provision for it

9. Interest Rate Risks

Resulting from interest fluctuations over the
tong term

One option 1s to stipulate an aceeptable range
with compensation payable should it move out
of this range

10, Financial Risks

Table 6 : Summary of Risks Likely to be Encountered in Partnerships

Contract signed before financiers supply the
funds

This type of risk is insurable by having it
underwritien by an additional firm
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From the above it almost seems that an adversarial relationship is guaranteed if all risks are to be catered for. This
seems to be directed against the spirit of a potential partnership. One way around this is to incorporate some form
of partnering charter. This will be discussed in greater detail in a later section. One important aspect when
evaluating risks is to do a cost-benefit analysis to decide whether the risk “is worth taking”. One useful approach to
consider is the one taken by the Environmental Protection Agency’s Environmental Program (1997 : 2-3). They
suggested a qualitative approach with the intention being to evaluate the risk/benefit outcome for the partnership as
a whole. This was presented in tabular form, reproduced here as Figure 1: Matrix of Benefits & Risks in
Partnerships. According to this source the ideal partership situation would be situated in category A whereas
category D presents a waste of time of the efforts of both parmers. Categories B. and C. might be ideal in certain
situations depending on how each partner views it. This of course sounds like a potentially conflicting idea, but

with some umscrupulous private operators, should be considered.

+ W LI T 2

AL R

ING BENEFITS & RISKS FOR EACH PARTNER

=

Ir. A: EQUAL C: EXPLOITATION

- : PARTNERSHIP OF THE

S e | HIGH ] PUBLIC

| Private ' | PARTNER

. B:  PUBLIC D:  DEPRESSED

ENTERPRISE URBAN
(supported by taxes ECONOMY
paid by private)

Figure 1: Matrix of Benefits & Risks in Partnerships

Anotber source that suggest a quantitative analysis is Weiss (1995 : 213). A formula is suggested for evaluating

privatisation alternatives as follows :

NSBeaiv=(Vegry -V)-T

where  NSBpey is the net social benefit of a privatisation initiative
Veryv is the present value of social benefits from the enterprise after privatisation
V is the present value of social benefits without privatisation reform

T is the present value of the transaction and other costs associated with the privatisation

The above formula will not be tested here but is shown merely as an example of a typical quantitative approach.
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4.4 Contractual Arrangements for Partnership Delivery of Services

4.4 1 Introduction

The previous sections established the need for partnerships as an alternative mechanism to supply the necessary
municipal services. The next step is to consider certain contractual and relationship issues surrounding
partmerships. This will be done by investigating how parinership initiatives can be structured along sustainable
project management lines to ensure that all aspects of a project life-cycle is addressed. It will also briefly consider
a specific contractual arrangement by referring to a case study. Based on information available it suggests the
signing of an additional agreement, the Partnering Charter, to define the working relationship rather than the
contractual one.

4.4.2 Project life cycle

According to the principles of project management a project can be broken down into various components which
covers all aspects from planning through to construction. Some sources suggest that a similar approach be used
when putting together a public private partnership. The benefit of this approach is that the principle of a
parinership is interwoven into all aspects of a project. The potential down side is that due to wider consultation
and the requirements of public faimess and accountability the process might take much longer or indeed never
materialise. However if the principles of sustainability is to be honoured this approach seems to offer a feasible

alternative.

This sustainable project management approach will be investigated through an analysis of three different sources
which have already suggested certain actions that need to be taken during a project life cycle. Two of the sources,
name‘ly the Water Research Commission and the Department of Constitutional Development’s Guidelines for
Local Authorities are local and the third one, the Province of British Columbia provides a view from a developed
country. The above three sources provide a comprehensive list of steps to be taken during a project life-cycle. In

summary Table 7 : Project Life-Cycle below attempts to combine these in a organised format.

Prnciple Activity: - .. 0. U

Preliminary assessment

service delivery methods.
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» Appoint mult-disciplined -
' professional team

 Stakeholder Analysis

4 Pﬁnciple decision on
--Competitive Bidding

& Competitive bidding or
“Unsolicited proposal

o Prepare tender documéhfgﬁon '

. Tghdefdr mdevaluatlon

«Risk Analysis

Contract award e

Table 7 : Project Life-Cycle

4.4.3 Contractual arrangements

The previous section concentrated on all aspects in a project life cycle. From a private partner’s point of view
their interest is normally shown in the later stages, namely bid preparation, tender evaluation and project
implementation. This is where the private partner aims to realise its commercial objectives in a meaningful way.

In order to further explore this aspect, this section will analyse certain case study material.

The full range of potential contractual arrangements were discussed in greater detail in a previous chapter. In
order to show some applications of these arrangements, use will be made of a relevant case study. Appendix 1

shows a management contract for refuse removal for the City of Cape Town.
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What may be concluded from this case study is that service- and management contracts lend themselves to
parmership arrangements. Most PPP are based in the long term concession and lease arrangements with
sometimes limited benefits to the previously public entity, especially its workforce. It seems that the shorter term
contractual type is far more flexible and will provide much more opportunity for social upliftment and skills

transfer.

In note 62 (World Bank : 1999) the effect on the share price, of British Telecom, is scrulinised for signs of
regulatory capture. This provides a current review of post-privatisation performance. The conclusion reached is

that developing countries should move away from rate of returns and rather move to price capping.

The White Paper (SA Gov : 2000) encourages councils to make use of institutional support in the implementation
of MSP, whichever confractual option is chosen. It notes that the Depariment of Planning and Local Government
“will provide advisory_guidelines and other capacity enhancement activities fo assist councils to establish

satisfactory institutional arrangements for their MSP arrangements™

It then notes this assistance in the form of 3 number of institutional arrangements, namely:
¢ The Municipal Services Public Protector

¢ The Municipal Infrastructure Investment Unit

s Technical Assistance Co-ordination

»  Information Dissemination

e Policy Monitoring and Evaluation

It is in this arena where the biggest challenge for the private sector lies. As a primary commercial concern it
should embrace this responsibility by using its skills towards sustainable infrastructure construction and

maintenance, thereby matching the above, comprehensive efforts from the public partner’s side.

4.4 4 The Partnering Charter

A consideration of the various aspects related to partnerships shows clearly that it might be perceived as a
potentially adversarial relationship. An interesting approach to this potential problem is suggested by Domberger
etal (1997 : 777 - 787). Some of the important points are worth noting here,

In the introduction this source notes that parinering refers to a working relationship with a high level of trust and
¢lose co-operation between two parties that contract with sach other to accomplish mutually beneficial outcomes.
However it also suggests that the main benefit of public private sector parinerships are the flexibility fo
accommodate change when operating in an unceriain environment, improved communications, transparency and
better dispute resolution. Partnering ray at times be perceived as limiting competition and compromising public

interest. The opportunities and appropriateness of parinering needs to be examined on a case-by-case basis.
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Partnering is essentially a collection of good management principles, many of which can be incorporated into

traditional contracts without violating the confract guidelines that opérate in the public sector.

1t argues that use should be made of a partnering charter that is established in addition to the normal contractual
documentation. This partnering charter is not a contract and thereforee not legally binding. It defines the working
relationship while 2 contract defines the lepal relationship. There is lide in common between the two
documents and they do not refer to each other. The partering agreement is ofien operational long before the
contract is agreed to. The former continues to evolve while the latter is more hkely 1o be shelved until needed in

an irreconcilable dispute.

A plan of action made up of six steps is proposed for the practise of a partnering agreement |
. A search process by both parties
. Identification of parmering cutcomes
. Workshop(s) to decide how to achieve outcomes

1

2

3

4. Signing off a ‘partnering charier’
5. Regular meetings between parties
6

. An open-book approach and review of outcomes

In conclusion it notes that parinering operates in three essential ways namely that it makes short term gaing less
attractive by emphasising Jong ferm benefifs, it is conducive to the sharing of information such that opportunities
for one-sided profit taking is minimised and, finally, that it geis the parties to recognise that the parinering

agreement is a relationship that must endure and evolve,

This is clearly a fairly different approach to strict project-management principles. An important aspect is that a
parinering agreement may be effected long before the project contract is signed. This may suggest a critical
decision, the opposite of which is the appointment of a professional team to, essentially, safeguard the interests of
the public partner. This fact will be explored in the final chapter of the thesis where it will form part of a systemic
Imvestigation into parterships.

According to the White Paper on MSP (SA : 2000) one way of obtaing a better result, which in fact will assist with
the implementation of the Parinering Charter, is through a process of pre~qualification of tenderers. I cautions
againgt competitive bidding except for the most simple of applications. It suggest that the objective of pre-
qualification should be 1o obtain the best value for money solution over the long term. The Parmering Charter
should be very successful, if established very early in the contractual relationship.
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5. Chapter 5 : A Systems Approach to Partnerships

5.1 Introduction
Chapters 2 to 4, and Appendix 2 provided an analytical approach to various aspects related to Public

Private Partnerships. This was done by expanding on individual aspects followed by conclusions that
was reached on those aspects. This method of analysing complex problems is generally used to get to
the bottor of problems.

One effect of this type of analysis is that a complex problem is “taken apart’ rather than ‘put together’.
An alternative way of considering a complex crganisation or situation is to approach it in a so-called
syremic way. The idea is that aspects belonging to a common system should be considered in context

within that particular system, rather than outside its parameters.

To quote Gleick (1990) : “There are fundamental laows about complex systems. They are laws of
struciure and organisation and scale, and they simply vanish when you focus on the individual
constituents of a complex system - just as the psychology of a lynch mob vanishes when you interview

individual participants.”

This approach could prove 1o be very valugble in the case of PPP which, by definition, is a system put
together from different parts, creating a whole that exhibits characteristics not necessarily shown by the
individual parts.

5.2 Viewpoints on Partnerships
The intention with this section 18 to identify or highlight those aspects related to the elements, dynamics,

and environment surrounding PPP.

These aspects will fall into different categories, namely ;| Those elements that make up the individual
components as concluded in the preceding four chapiers followed by 2 number of issues that may affect
the ‘success’ of any potential partnership. PPP as a system will be described fully later, but at this stage
it is worth noting that any system has essentially three basic elements © Input, Transformation, and
Quiput. This indicates an aclive process whereby a given situation, process or system is moved from its

initial stage by a transformation process to a different, or final situation, process or system.
This essential transformation may be affected by a number of issues. A common analogy is to use the

concept of filters whereby a given condition (or filier) affects the way that a process or operation is
viewed or indeed affected. This notion will becoms clear as the systems model unfolds.
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5.3 Summary of Conclusions - Chapters 2 to 4, and Appendix 2
In order to view issues related to parterships in a systemic or holistic way it is first necessary to

identify all the components that formed part of the analysis so far. Generally speaking this can be
achieved by focusing on the conclusions reached in the sections so far. Sections 5.3.1 through to 5.3.4
will list the conclusions. These will then be summarised disgramatically in order to utilise the

conclusion elements in the systemic model

5.3.1 Conclusions - Chapter 2

Government, through State Owned Enterprises and other public institutions, has to meet ifs social
responsibilities of supplying, and maintaining physical and social infrastructure.  Current frameworks
insist that this happen in a sustainable way. Based on the information in chapter 2 the following

conclusions may be drawn :

1. Government in the Developing World has a social responsibility to provide public services but has
traditionally not been viewed positively, mainly due to the imeffective ways that its share i national
accounts were emploved. Government needs to solve a potential conflict between social
responsibility and commercial interests when considering any form of privatisation. Local

government is enabled by central government to fulfil its social responsibility.

2. State Owned Enterprises have traditionally been inefficient due {o accounting and management
malpractices as well as corruption and nepotism. In addition to this the actual monitoring and
auditing systems sometimes failed to protect the interest of the tax-payer. Poor performance can
only be addressed in a context of & representative political dispensation, which, in the case of South
Africa leads to a renewed focus on the performance of SOE and is written imto National
Restructuring Frameworks.

3. Sustainable infrastructure development projects calls for community participation, which can be
technical or political, in all aspects of the project life cycle and leads to the long term empowerment
of the benefiting community. Projects need to respact the social, environmenial and sconomical
characteristics of a community and a realistic accounting and managerent system needs to be in

place 1o minirise negative effects and ensure that a process of capacity building takes place.

5.3.2 Conclusions - Chapter 3
There is evidence of a global shift from centralised to decentralised and privatised supply of public

services, particularly infrastructure. Based on the information in chapter 3 the following conclusions
on decentralisation, privatisation and infrastructure may be drawn :
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1. The intention with decentralisation is that local structures are best equipped to address their (local)
needs and problems. Decentralisation exists in different degrees, but has traditionally been viewed
 rather negatively due to historic and traditional govemnment structures and capacity. The best
solution for service supply is most likely to be gained through a mix of decentralised and centralised
input as it incorporates the superior management and administrative skills of the private sector while

honouring the social and welfare objectives required from the public sector.

2. The reasons for engaping the private sector in public service supply stems in part from the
traditional poor performance and capacity of SOE, institutional requirements from international
development organisations, as well as the potential managerial and administrative skills that the
private sector can offer. Certain groups favour alternatives to privatisation such as reorganising and
commercialisation of SOE but if privatisation is opted for, a range of contractual options are
available. The most important structures are service coniracts, management contracts, leases and
concessions, and joint ventures. In general the choice of structure will depend on the particular

service to be supplied.

3. The private sector aims fo mest the commercial objectives of maximising returns for its
shareholders while the public sector has social and welfare goals - thege different objectives can
potentially be conflictive and needs to be aligned if the private sector is to play a meaningful role.
Private participation will only happen when institutional structures exist that support it, however
these structures should aim to focus on incentives for participation rather than be regulatory. This
could ensure that the private sector is seen as ally, coniribuior and pariner but does require an

adjustment in existing perceptions.

4. Infrastructure has a critical role to play in the development process and directly affects economic
growth and stability. Critical success factors in the assessment of infrastructure itiatives are
competition, private participation, stakeholder involvement as well as 8 correctly sized government
role. Existing problems with infrastructure supply highlights public sector capacity problems, yet it
must be realised that the private sector has different, commercial objectives. These different
objectives should be properly balanced, especially in the allocation of risk and responsibility in all
aspects of potential partnerships.

5.3.3 Conclusions - Chapter 4
Public Private Parinerships are one option when considering alternative service delivery mechanism. i

may not always be the default solution but it certainly has some major benefits to offer. Based on the

mformation in chapter 4 the following conclusions may be drawn :

1. On an international scale partnerships for service delivery gained major momentum after the Earth
Summit in Rio. This timetable was followed in South Africa with a major milestone the signing of
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the framework agreement betwaen organised labour and government at the end of 1998, Generally
speaking there is a realisation that government alone capnot mest its service delivery comumitments
without some outside assistance and imput as well as the fact that major benefits can be gained
through the involvement of the private sector. This will only be realised if partnerships are

structured in a way that ensures sustainable development.

2. Private and Public Partners have different objectives namely commercial and social/welfare. This
fact should be incorporated and enhanced in the overall project objectives. Partnering projects,
which can take many different forms, should be carefully selected and comprehensively nisk-

analysed 1o ensure long ferm, sustamnable success.

3. Regardless of the particular contractual arrangements of a parinering project all siages m its life
cycle should be formmulated to ensure that sustainable project management principles are adhered to.
In addition to this use can be made of a partnering charter that will define the working relationship-
rather than the legal relationship between the parties in a partnership inftiative.

5.3.4 Conclusions - Appendix 2

Based on the information reviewed in Appendix 2 the following conclusions may be drawn :

1. The Framework Agreement represenis a record of understanding between organised labour and
organised local authonty, whereas The Guidelines for Private Sector Participation can be
viewed as an implementation manual.

2. Both documents are based on general RDP principles of social reconstruction, redistribution and
uplifiment. It is in general based on the theory of sustainable development as proposed in this
thesis.

3. Due 1o the fact that these documenis largely originated from within the public sector it tends to
depict a mistrust of the private sector.

4. The Framework Document’s overriding objective seems 1o be municipal restructuring rather than
decentralisation, through & process of enabling of local authorities by the private sector. This is
largely due to organised labour’s objective of maintaining existing job structures.

5. Onthe positive side it reflects a genuine understanding on the part of government that it is unable
1o, on its own, meet increasing needs with its limited resources.

6. Based on a recent tender for management and service provision for the City of Cape Town it is
clear that a buge potential exists to utilise the Framework Document to guide private sector
participation in shorter term contracts. This was done in a way that allowed for the solicitation of
proposals directly from the private sector without being too prescriptive.

7. M evaluated against a similar framework document in 2 developed country, Canada, a number of

similarities are clear. These hinge around a realisation of needs versus available resources.
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10,

From the Canadian model it is clear that a differently structured document results from private
sector involvement in the compilation of the framework The result is that parmership mitiatives
are perceived as ways o generate innovative ileas and cost saving measures whilst always
safeguarding the public’s interest. In addition it is clear that strong central fiscal structures should
be in place to govern the implementation of public-private parnerships.

The Canadian process allows a two stage proposal system of mitially calling for Expressions of
Interest as well as Reguests for Proposals, This allows a process of pre-qualification and
solicitation of ideas from the private sector.

In essence the difference between the Canadian and South African models are due to issues of
social uplifiment, job creation and empowerment versus the need for technology transfer,
commercialisation and obtaining the best deal possible.

The above conclusions may be depicted in an abbreviated graphic form. Each block represents a

conelusion reached in the preceding chapters. These slements represent a typical analysis of the subject

in focus, based on a wide range of sources. The conclusions were reached through a process of

dissecting information and searching for commonaliies between these. As such they form the core

elements relating to partnerships for municipal infrastructure.

In order to make the systemic approach relevant, these basic elements will be manipulated, together

with the rest of the information in this chapter, in order to build up a comprehensive, holistic

viewpoint. These are shown below,
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An Analysis of Conclusions : Chapters 2 to 4 and Appendix 2
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Figure 2 : Analysis of Conclusions, Previous Chapters

5.4 Other Sources

In addition to the above two other sources will be used to define a set of systemic parameters. These
will both be current views as described internationally (through the Harvard Debate on Partnerships) as
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well as local {latest views from the Head of the Municipal Infrasiructure Investment Unit in South
Africa)

8.4.1 Harvard Debates

A Introduction

The following section represents the viewpoints of a number of authorities on partnerships as part the
Harvard University Institute for Cultural Landscapes (ICLS) Organisation. The discussion took place at
the Amold Asboretum on 23 September 1998, The round table discussion prompted ICLS staff 1o
make significant revisions to key issues in partnerships.

The issues raised in this discussion proves to have relevance on issues discussed in this thesis. The
reason for this is that partnerships for infrastructure~ and other developments have been nmning in the
USA since the early 1970°s and during this period a number of valuable lessons have been leamed. In
a sense one can speak of ‘second generation partnerships’ in countries where partership dynamcs,
and approaches to them have been adjusted and revised based on conclusions reached with the initial
partnership actions. As such it is useful fo see if any adjustments should be made to a strategy to
implement partnerships in the local, developmental situation.

Although & larger number of issuss were covered by the discussion panel, only a number of these will
be covered here. If any of these points show direct relevance it will be included in the systems model
later in this chapter.

B Retraining Government

This section acknowledges that a large number of writers tend to be very cynical about the capacity of
the private sector {0 serve public purpose. These same writers agree on one positive spin-off, namely

the retraining of government which happens as a result of the interaction.

It notes that “Anticipating or even steering market trends has long been a critical survival skill in the
private sector. Transferring some of that skill to government may be the most important achievement

of public-private partnerships.”

The emphasis here seems to be the acquisition of long range marketing and strategising skills by the
public sector through interaction with the public sector.

C Reconciling Public and Private Operating Standards

According to Macchiarola (1986 : 130} there is a tendency for private investors to view partnerships
with suspicion due to their conviction that public officials believe in “big’ government and could shelve
the partnership whenever it becomes financially or politically feasible.
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In discussing this viewpoint Ingerson (1998) suggests that parmerships should be focused on building
trust and co-operation in order to overcome significant differences in culture. The example used is the
way that the two groups decide on measures of performance. Public agencies are used to fracking
costs rather then returns while private pariners may be used to tracking returns (as higher than expected
returns can more than cover unexpected costs). This source suggests that accounting practices may
havs to be biased to satisfy the need of the partner with the highest standard in a particular case.

Another aspect noted by this source is that, as far as possible, turnover of human resources in the public
pariner’s camp, even though it may reflect policy or volers preferences, should be kept as low as
possible. This requirement is aimed at building long term parinerships on a personal level.

D Partnerships viewed as a means of Fund-raising

The aspect under consideration here is the way that parinerships are sometimes used by the government
during tight budget years only. This leads o suspicion on the part of the private sector on the long term
feasibility of interaction with a public partner and might indeed lead to short term profit taking. This
source calls this type of arrangement an “accidental partnership’ and equstes it 1o & means of fund-

raising, rather than a long term strategy.

E Negotiating Equity and Fairness

According to Mcgraw {1984 : 57} the public tends to view a continued profitable private partner as
receiving hand outs from the govermment while, if it loses money year after year, it is viewed as a drain

on the public treasury.

Ingerson (1998) notes that some critics suggest that the difference in approach and goals of the
different partners should not necessarily be overcome but rather used, as a way of ensuring that “checks
and balances™ are built into partnerships. This source wams that if detailed negotiations are not
undertaken the public partner is at risk of giving vp many of its rights and losing supervisory control

over the private operator.

Ascording to the MITU {2000) the best deal in terms of faimess and equity may be obtained through
shorter term service contracts. This source suggests that the best results may be obtamed when service
contracts are legally binding, of a shert duration, and concerned with the provision of a specific, well
designed service. In addition a key strength of the approach is the ability to directly negotiate with

iocal residents in service provision.
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In conclusion this section notes that a true win-win situation might be impossible unless a detailed legal
framework is established according to which the partership will operate. If not “one side will ‘win’
the partnership’s cost and the other will ‘win’ only s benefits.”

F Some paradoxes of partnerships

According to Breckenridge (1998) public-private partnerships combine the capacily of private
organisations to act flexibly and quickly with the government’s access to public funding and regulatory
enforcement tools. This view was confirmed by Endicott (1998} who noted that parmerships can be
motivational in the early phases of a project by creating an atmosphere of possibility, or provide a
catalyst or a springboard.

On the other hand Peskin {1998) wams that parinerships are “sometimes just a polite way of gettiag
out of things vou don’t want to do”. This source suggests that public officials bave two lists, and
sometimes look to partnerships to address those issues on the list of things they cannot do.

Rodstrom {1998} uses the phrase “mission creep” 1o describe what happens to a parinership that starts
doing things it was not set up 1o do. A further warning is that when a parinership becomss its own
organisation with its own funding it can be difficult to reign in,

G Conclusions from the Harvard Debate

Based on the above the following filters may be identified as having the potential to affect the way that

PPP as a system function :

1. Positive spin-off of PPP is that government is re-trained 1o become more efficient.

2. Public and private sectors have different operating standards which are reflected in their respective
measures of performance.

3. Mistrust on the side of the private sector develops when PPP are used as a temporary relief of
capacily pressures,

4. Detgiled legal frameworks might be required o ensure that both parties have their cost/benefits
balanced.

5. Partnerships miglt provide government with a means of ignoring their responsibilities.

6. PPP may be a way of generaiing a dynamic start 10 2 project.

7. If PPP end up doing things outside of their intended scope, ‘mission creep’” may affect the overall
performance.

These filters may be drawn disgramatically in

Figure 3 : Filters Resulting from Current International Experience as follows
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INTERNATIONAL EXPERIENCE ; ISSUES THAT MAY EFFECT THE DYNAMICS

SIDE EFFECT = DISFERENT MISTRUST COST/BENEFITS PPPMIGHT BEWAY  PPPTO GENERATE FPP DEVELOP

GOVERNMENT — OFERATING DEVELOPS IF FPP FORBOTH PARTIES  PORGOVERMMENT A DINAMIC START MIBSION CREEP

RETRAINED STANDARDE = ARE USED TO BE BALANCED TQIGNOREDUTIES  TQAPROJECT WHEN FOCUS IS
DIFFERENT MOF GOCASIONALLY LOST

Figure 3 : Filters Resulting from Current International Experience

8.4.2 MU and Current feedback

Public Private Partnerships are a relatively new field in contracting for traditionally public, services and

goods. As discussed earlier in the analysis it has been in existence in South Africa for only the past five

years.

It is therefore important to determine the current situation as a means of gauging the potential success
of parinerships in South Africa and elsewhere. The first source to be cited is a article that appeared in
the Finance Week of 28 January 2000, The article, called “Public Private Parinerships - Bright Lights
Ahead”, quotes Monhla Hiala of the MITU on partnerships for municipal services.

The following issues are mentiongd in the article and are worth noting

1

About 100 projects are in the pipeline, Of these only 2% are already underway. 12% in various
advanced stages of contract negotiations, 19% of projects have been assessed for viability, and 67%
of projects have had interest shown in them. (At a glance this does not appear feo positive in the
shott term, but hold promise over the medium and longer term)

The intention is that a so-called Mumicipal Systerns Bill should be tabled in the South African
Pasliament later this year. This Bill will provide the statwiory framework for the regulation of
parinerships between public and private sectors.

The essential ingredient for success is stated as “... a PPP must be designed in such a way that a
local suthority is convinced that a satisfactory service is provided and 2t s significant saving,
Simultanecusly, the private contractor must be able to earn a meaningful profit while delivering a
satisfactory service.”

Major problems that needs 1o be overcome is mentioned as

» Trade union concems about job losses as a result of PPP.

&

Public officials fear that PPP will undermine their traditional roles as providers of a service.
¢ Poor data on municipal infrastructure and badly trained staff,

L]

No tradition of privatised supply, as is the case in France,
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5. According to the White Paper on MSP (SA Gov ; 2000) the following benefits are required for

successful MSP initiatives:

®  For municipal councils MSP should result in accessible, relevant, viable and beneficial service
delivery options with well understood risk implications.

s For communities MSP must result in accessible, affordable and safe services, delivered fo
acceptable standards of quality.

»  For society at large MSP should support the furtherance of social goals such as empowerment
and sustainability

s For potential service providers it should be a worthwhile and feasible indertaking with risk

management clearly detatled.

5.4.3 Conclusions from current South African experience

As used before this section provides a nurmber of filters that may be used in the systems model later

1. The trend locally and internationally is to formulate Partuership Frameworks or legislation to
regulate PPP.

2. PPP should be structured in a way that provides an aceeptable service standard, and at a cost saving
1o the end-user.

3. Fear of job losses and undermining of authority by orgamised labour and public officials.

4. sufficient data on infrastructure systerns may hamper the process.

5. Atradition of privatised supply of services may be required.

Using the filters diagram as before the current local partership issues may be depicted as in Figure 4 .
Filters Resulting from Current South African Feedback as follows :

i

SOUTH AFRICAN PARTNERSHIPS

ENVIRONMENT

PPPFRAMEWORES — ACCEPTASLE FEAR OF JOB INSUFFECIENT MSP SHOULD

W PLACE TO STANDARDS + COST  LOSSES VERY DATAON RESULT IV viapg  VOPSHOULD

REGULATE, albf = SAVING STRONG IN SA'S MUNICIPAL AND SUSTAINABLE ~ TOPTHER GUALS

SUSTAINABRLITY REQUIREMENT UNIONTSED INFRASTRUCTURE  INITIATIVES, Risks P SDAND
e WELL DEEED EMPOWERMENT

Fignre 4 : Filters Resulting from Current South African Feedback
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5.5 Basic Systems Description of PPP

5.5.1 Introduction

The use of systems methodology has proved to be useful in describing, and defining complex problems,
situations or organisations. In the following two sections a number of criteria will be used to assist with
the vitimate construction of a systems model for PPP.

Two basic seis of criteria will be used, systems questions and Churchman’s appreciative questions,
The latier is used to evaluate whether some situation or organisation can indeed be described as a

system.

These two sets of criteria will identify, together with some of the other aspects (international and local
experience) the basic building blocks of a systems description of FPP for municipal infrastructure.

This will be followed by the so-called cybemetic approach to systems which is used to determine the
constraints or limits of a gystem.

5.5.2 Using Systems Questions

A Input, Transformation and Qutput.

Any system can be described simplistically by seeing it as an essential input that is transformed through
a certain process to arrive at an output, this process taking part within a contained environment. I any
of these three elements are removed, the systems description will not cormrespond to the process in

question.

Using the conclusions of the preceding chapters as noted in

Figure 2 : Analysis of Conclusions, Previous Chapters the first requirement 18 to determine the essential
mput. This will be done by using an interrelationship diagram. These diagrams are sometimes used as
a management tool to determine priorities between a wide range of issues. Each element is judged on
whether i is 2 cause or indeed an effect in relation to all the other elemends i question. This is shown
by a single sided arrow. If the arrow points away from an element it means that the relationship is a

‘capse’ and if the amow points towards an element it can be seem as being =n ‘effect’
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Figure 5. Cause & Effect Disgram depicts the cause/effect relationship between the conclusion
glements of the preceding chapters. From this it is clear that the basic input can be described as

government's responsibility fe provide essential services,

Retumning to the essential transformation later it may be suggested that he output of this system is the

delivery of acceprable standards of municipal infrastructure at & cost saving to the rale poyer.

The question can then be asked - what is the process that ‘moves’ the input, namely government’s
responsibility to provide services 10 an output of acceptable standards of service at a cost saving. Tt is
suggested that it will entail the application of innovative ideas in one of many possible contractual

Jormais.

B System vs. Environment

Ome problem that may be encountered when describing a situation, organisation or complex as a
problem, is that of the so-called environmental fallacy. This happens when the difference between the

actual system and its swrrounding environment 18 not clear,

The basic rule of thumb that needs to be applied here is as follows: When making a decision about an
element being part of the system, or the environment the question should be asked - will the removal of
this particular element affect the overall input, transformation, or cutput 7 To use a simple explanation:
Consider a drive-through, fast food outlet. The major elements, such as customers, providing fast food
for the customers and, customers leaving satisfied make up the essential system.  Elements such as
adequate parking facilities, clean washrooms and balloons for the children, although part of the deal
may be removed without affecting the essential building blocks of the system.

In the same way it is necessary that this rule be applied to PPP to determine the essential elements,

without which it cannot be described as a system.  As noted above the basic building blocks may be

listed as follows :

# Input - Public Sector’s responsibility to provide basic services (municipal infrastructure) to citizens.

¢ Trapsformation - PPP use innovative means and ideas m a range of contractual options to provide
municipal services.

s Quiputs - Accepiable standards of service are delivered at a saving to the consumer.
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Diagramatically this can be shown in Figure 6 : The Basic PPP Systems Elements as follows

ACCEPTABLE
STANDARDS OF
SERVICE, COST 84VING
mets—————— -

PUB. SECTOR
RESPONSIBLE TO
PROVIDE SERVICES

PPP USE INNOVATIVE IDEAS
IN A RANGE OF
CONTRACTUAL OPTIONS

|TRANSFORMATION |

CONTAINING ENVIRONMENT

Figure 6 : The Basic PPP Systems Elements

This diagram will form the basis around which the systems model will be expanded.

C Stakeholders

This aspect is very important in any systerns description. A systems perspective potes stakeholders as
being “those who are influenced by, or can inflience the situation”. Without moving Into an in-depth

description stakeholder analysis requires at least the following descriptions of this group

s Who are the stakeholders 7

» What are their interest in the system ?

e What output goals are required to satisfy the stakebolders 7

# ‘What are the stakeholders’ world view relative to the system in question ?

+ What meta-language (call it a common language) may be developed such that siakeholders can

assist in achieving the essential transformation ?

These question will not be answered or expanded on af this stage but will rather be depicted in the
systems model later in this chapter.

D Constraints

This aspect of the systems description is ¢losely linked 1o the environment above, The basic question
here is one of what constraints are imposed on the system by the environmeni? Further expansion of
these points lead to some of the following questions

# What constraints are imposed on the system by the environment ?
# Are these real or perceived 7
= How do these constraints affect the ouiput of the system 7

#  Are these constraints avoidable 7
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As above these questions will be posed through the generic systems modet later.

E Purpose of the System

This aspect in the systems description pulls together most of the previous elements. The focus here is
on the system within its containing environment. Typical systems questions here would be around the
actual purpose of the system as well as the following: Who is the owner of the system and who can
stop 1t from operating 7

5.5.3 Churchman’s Conditions for a System

Churchman provided a mumnber of description which is useful in making sense of systems. These are in
effect a modification on the previous section as it provides Rurther conditions that need to be satisfied or

understood for a successful systems description of PPP.

To incorporate these conditions into the systems model a flowchart will be used. The flowchart will
provide a sequence of conditions or questions 1o be met {o verify whether the aspect in question may be

described as a system. The normat symbols to be used in this Bowchart will be as follows

Depicts a task or activity to be performed. May have multiple arrows i but,
E:::] normally, will have only one arrow leaving the box.

© Depicts the materials, information or action (inpuis) to start the process or 1o show
the resulis (outputs).

C Shows those points in the process where a yes / no question iz being asked, or where

a decision is required.

A System is Teleological

A definition of this condition can be stated by saying that a system is something which has parts which
co-produce the overall behaviour of the system in gquestion through the way that the parts interact.

Using this description it is clear that PPP are indeed systems. The different parts may include the major
componenis such as the public- and private pariners, fypes of contractual arrangements, stakeholders to
the process, service that is 1o be provided by the partnership and so on. The systerns model later in this
chapter will show the most relevant ones.
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B Measure of performance

The measure of performance (MOP) may be defined as an indicator that provides feedback on the
progress of the system. A MOP provides , to the monitor of a system, information on how effective the
chosen strategy has proved. In a sense this could be compared to financial reports that a business

enterprise routinely produces in order 1o provide feedback on performance to is investors.

In the case of PPP it is clearly critical to decide on a common measure of performance that will serve
the parmership as a whole. Tt might tirm out fo be counter productive 1o use traditional or particular
MOP such as financial ratio’s or production data in isolation without considering whether this is 2 true
reflection of the objectives of the venture. It might be required to establish a completely independent
set of key performance indicators 1o assist in gauging the overall success. These could then incorporate

igsues such as sustainability, irmovation and so forth,

Agcording to the White Paper {8A Gov : 2000) councils historically requires assistance in increasing
their capacity levels. A MOP that is realistic may therefore include defining standards of ‘obtaining’
this assistance. Areas suggested by this source includes governance-, facilitation-, management-, and
administrative skills. This will aliow the local councils o use all the alternative service delivery

mechanisms to their fullest potential.

C System has a Client

Churchman describes the client as the group whose purposes, values, and interests are, or ought o be,

served. Are there on the other hand, any that do not benefit, and have to live the consequences?

This is an fmportant point. In the case of PPP for municipal infrastructure the client should clearly be
the consumer. Each and every resident of a particular ares has the right to basic public services. Of
course there is also an obligation on the part of the recipient to pay for this privilege but the
responsibility in the first instance is with government, national, regional or local to provide it.

Having stated this, it is very important that both partners realise that their interests are secondary to that
of the end user. As suggested by Houskamp (World Bank : 2000} the poor does not always benefit
from private supply. This realisation, of who the actual client is, is paramount to the economic, and

moral sugccess of a PPP imtiative,

D System has components that co~-produce the MOP

The description here is one of realising that only by aligning the different components will the overall
gystem benefit. Bach individual element has the ability to influence the overall ouicome as manifested

by the Measures of Performance.
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E System has an Environment

Each system operates within an environment in the sense that it cannot be evaluated on its own, but has
to be assessed in a certain context. At the same fime it may be argued that every action takes place

within an environment which in turn takes place within the context of a larger environment.

The important consideration is therefore a subjective one - take a decision on environmental boundaries
and evaluate within those boundaries. In the case of PPP this might require a decision on municipal vs.
regional boundaries or local requirements vs. national ones. This provides a means to search for local
solutions within a local context, Of course overall development (i.e. RDP and GEAR programmes in
the case of South Africa) policies canmot be ignored completelv.  Due to the nature of PPP they are

more flexible and should be able to accommodate local conditions.

F Decisionmaker

According to Churchman the decision maker has authority due to the fact that they have authority over

resources, they make decisions, and the manage change.

In the case of PPP this clearly needs to be a group, or person that is independently from either of the
two pariners and, rather, serves only the partnership as a whole.  That way conflicts of interests can be
avoided.

G Flowchart for Evaluating Churchman’s Appreciative Conditions

Using the above aspects a flowchart may be used as follows in Figure 7 : Flowchart to Check if Process

may be Described as a System
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Figure 7 : Flowchart to Check if Process may be Described as a System
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5.5.4 Cybernetic Approach

A Introduction
According to Barry Clemson “Management Cybernetics establishes the fundamental principles and

provides limits on what is and what is not possible for organisations™ This approach can be used
successfully in synthesising the boundaries of PPP as a system to provide a hypothesis on how it may or
may not work. The systems approach o the lesrning organisations has proved efflective in dealing with
30 called ‘soft issues’ in the past. As the success of PPP will have to be gauged in terms thai may not
necessarily be ‘measurable’ in scientific terms the systems approach may be able fo supply an

additional set of performance measures.

The list below are called cybernetic laws. Each law is stated in its original form, followed by a
managerial implication and finally the application to the dynamics of PPP. This section will once again

provide a diagrammatic conclusion on these laws.

B System Holism Principle

Russel Ackoff describes this principle by stating that “a system has holistic properties possessed by
none of its parts. Each of the system parits has properties not possessed by the system as 3 whole.”

The managerial implication of this principle is that understanding of the system in question requires that
both the holistic properties as well as the properties of the parts are 10 be recognised.

The implication for PPP can be swted os follows: In order fo create a desirable and sustaingble
structure o partnership should be composed of fimctional parts, in a way that produces a functional
whole. Rather than focus on the individual goals and aspirations of each paringr more should be
done to create a harmonious dynomic and working relationship within the parmership, which, in

reality, should be viewed as having a completely new, independent character.

C Darkness Principle

According to WR Ashby “no system can be known completely”

The managerial implication of this principle is that an organisation must be managed effectively without
full knowledge of the paris by the top managers,

Implications for PPP: In the case of accoumsing and adminisirative systems, as well as overal]
management, a clear understanding should be in place that this situation can, and will arise,
Numercus examples are available in the business world of holding companies managing various
subsidiary comparies without knowing the details of day-ro-day affairs. This frees up each component

fo focus on its porticular area of expertise.
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At the same time the overall management should be in a position to obtain the required feedback from
various sections as and when it needs to. The typical structure that would satisfy these conditions can
be siructured along project management principles which allows overall control without detailed

involvement.

D Eighty-Twenty Principle

Stafford Beer states that “in any large, cornplex system eighty percent of the output will be produced by
only twenty percent of the system” ‘

The managerial implication of this principle could be defined by saying that in any large organisation
eighty percent of the benefit will result from twenty percent of the effort.

The implications for PPP as follows: A thorough understanding, by management, is required of what
exactly entails the partnership’s core business ond essentinl services. With the previous principles in
mind it should be clear that o miss-alignment of objectives a parmership will have difficulty to

survive,

E Complementary Law

G Weinberg notes that any two different perspectives about a system will reveal truths about the system

that are neither independent nor entirely compatible.

The managerial implication of this principle seem to be that any management group will hold a variety
of perspectives on the organisation which reveals truths about the organisation that are only partially

mdependent and compatible.

Implications for PPP: It may be argued that management of a parinership might not be able to
completely converge their views of a partnership’s objectives. Keeping the previous principle in mind

it might be useful to focus on the core activities and finding commonalties regarding them.

F Redundancy of Resources Principle

According to L von Bertalanfy the “matntenance of stability under conditions of disturbance requires

redundancy of critical resources ™

The mavpagerial implication of this principle is that maintenance of smooth internal operations under

conditions of disturbance requires redundancy of critical human and matenial resources.

The implications for PPP as follows: The public services arena, with its multitude of stakeholders

could very well prove 10 be a difficult. and indeed fairly unstable area of operations. These principles
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require that a parmership should be adequately resourced, and thai contingency plans should be in
place for periods of disturbances. Typical disturbances, familior to most South Africans might include
work stoppages, service payment boycotts, runaway inflation, changes in the national- and local

political structures, droughts, floods and other national disasters.

G Relaxation Time Principle

This principle is defined by A Tberal as follows: “Systemn stability is possible only if the system’s
relaxation time is shorter than the mean time between disturbances™

The managerial implication of this principle is that too many changes at the same time can and often do

destroy orgamisations, although each individual change may be perfectly justifiable.

Implications for PPP: This point is worth noting. It will typically affect a partnership’s performance
at the initial stages of the contraciual arrangements. Sufficient time, and measures should be in place

to ease the transition period from purely public- to a different service provider.

H Circular Casualty Principle

W Ross Ashby argues that “given positive feedback, radically different end states are possible from the

same initial conditions.”

The managerial implication of this principle is that any organisational unit or process with a positive
feedback loop (i.e. a two part svstem in which each stinulates any initial change in the other) will be

unstable and prone to catastrophic change.

The implications for PPP as follows: Two very different entities are required to work together in g
comprehensive fushion to achieve ¢ common goal. If the partnership is not structured in a way that
prevents destructive feedback between the parties a situation might be created where the parinership

will ultimately fail.

I Self Organising System Principle

Ashby defines this principle by stating that “complex systems organise themselves; the characteristic
structural and behavioural patterns in a complex system are primarily a result of interactions among the

system parts.”

The managerial implication of this principle is that most patierns in an organisation is the result of

interaction between parts and not the result of deliberate managertal actions.
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The implications for PPP as follows: It is important to realise that a large amount of energy could
easily be spent on the interaction between the different partners. This may have the effect of moving

the partnership’s focus away from its goals. Care should be taken 1o ensure that the focus and energy

af a partnership remains in the correct place.

J Conclusions Diagram

Figure 8 : The Application of Cybernetic Laws to PPP as follows.

RARENESS PRINCIFLE ;.
CREATE AND MANAGE A PPPIN A
WAY THAT DOES NOT REQUIRE

f : DETAILED KNOWLEDGE OF EACH
AND EVERY LITTLE DETAIL

i SYSTEM HOLISM :

1 IN ORDER TO CREATE A

: SUSTAINAELE PPP RECOGNISE
BOTH THE FUNCTIONAL PARTS AND
i THE WHOLE

RCULAR CASUALTY :
JRUCTURE THE PPP IN A WAY

AT DOBS NOT ALLOW LIMITS AND BOUNDARIES
3ISTRUCTIVE FEEDBACK LOOPS OF PUBLIC PRIVATE
PARTNERSHIP SYSTEMS

RELAXATION TIME ;

‘ ALLOW ENOUGH TIME BETWEEN
CHANGES SUCH THAT THE PPP
MAY ABSORB IT WITHOUT FAILING
TOFUNCTION

SELE ORGANISING SYSTEM :
THE DIFFERENT PARTS OF A PPP
WILL MOST LIKELY ORGANISE
ITSELF INDEPENDENTLY OF
OVERALL MINGMT. 8TRATEGY

Figure 8 : The Application of Cybernetic Laws to PPP

; Using the different systems tools as discussed in the previous sections the

different sections discussed so far in this chapter.

The above cybemnetic laws provide a usefil measure of the limits of a PPP as a system by stating cerfain
conditions that will affect it over its lifetime. Diagramatically this can be depicted in

EIGHTY/ TWENTY PRINCIPLE. :

A CLEAR UNDERSTANDING I8
REQUIRED OF WHAT EXACTLY IS
THE PPP CORE ACTIVITIES AND
FOCUS

COMPLEMENTARY LAW :
BOTHPARTNERS WILL HAVE
CERTAIN PERCEPTIONS ABOUT THE
PPP. FIND AREAS OF COMMON
UNDERSTANDING

REDUNDANCY OF RESOURCES -
ENSURE THAT APPP IS

ADEQUATELY RESOURCED TO
FUNCTION IN PERIGDS OF
UNCERTAINTY OR DISTURBANCE

5.5.56 Systems Approach Model - PPP for Municipal Infrastructure

next step is 10 consiruct a

generic systems model for evaluating PPP. The following two pages show a generic model that may be

used for evaluating the feasability of PPP for municipal infrastructure. It synthesises most of the
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6. Chapter 6 : Conclusions

Public Private Partnerships (PPF) hold tremendous potential for increasing government’s capacity to
meet its responsibility as the democratically elected provider of sustainable public services, and
particularly municipal infrastructure.  This may be achieved by entering into a mutually beneficial
partnership with the private sector that should align commercial objectives and social responsibilities in
a way that ultimately benefits the end-user, namely ratepayers and users of these public goods and

SErvices.

6.1 Government’s Responsibility to Provide Sustainable Services

Government has been, and always should be, the ultimate authority and responsible structure that will
provide these essential services. In a country such as South Africa, a new democracy in the context of
a developing continent, this remains valid. However, the reality of limited resources and pressures on
existing capacity causes a gap between public expectations and the actual level of service delivery. At
the same time it is only government that is fortunate enough to be able to utilise and structure resources
from three different groups: the private sector, state owned enterprises, and the actual communities that
it should be serving. The first realisation that should be in place is that it is local government that
should be enabled to address local needs as thev cleady have more defailed knowledge about

requirements in their particular area of jurisdiction.

The second current reality, which has its origing in the global development picture, is that development,
and service provision must be undertaken in a sustainable fashion. This thesis essentially defined
sustainability as meeting current needs without compromising the future . Some developing countries
such as South Affrica is fortunate to have these as underlying principles in its constitution and national

development frameworks such as the Reconstruction and Development Programme,

As mentioned above, three main groups of stakeholders have interests in development and municipal
infrastructure. Communities and ratepayers have expectations that should be addressed in a realistic
fashion. This may entail cross subsidisation from richer to poorer communities. A sense of ownership
and responsibilitly may successfully be installed by ensuring that comwmunities benefit not only in the
long run, but also during the development and maintenance of infrastructure and other services,

through skills transfer and job creation.

The private sector is the group that holds the biggest potential to assist with these efforts. A number of

instances in the past, whers unscrupelous private business enriched themselves at the cost of the end-
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user tnay howsver have caused mistrust on the paris of both public authorities and communities. This

typically took place where no cognisance was taken of longer term sustainability.

State owned enterprises and local municipal authorities operates largely within a highly organised and
unionised labour force. In the case of South Africa with its particular past it was organised labour that
aszisted in a major way with bringing about the required changes to the poliical dispensation. Unless
some form of benefit or positive spin-off for organised labour is ensured it may be this group that could

resist government’s efforts 1o increase its capacity to deliver services.

®

6.2 The maintaining of adequate levels of infrastructure

Infrastructure and particularly municipal infrastructure, has been shown in this thesis to play a critical
role in the development process in that it directly affects economic growth and stability. On a macro
level this refers 1o national issues such as harbours, road networks, telecommunications and electricity,
On a micro level infrastructure refers to the day-to-day components such as water reticulation, sewage,
solid waste removal and municipal roads. Put in another way, those are the public services which a
raiepaver ‘buys’. In South Africa these goods, and minimum standards of it, are clearly defined in a
number of development guidelines.

From a sustainable project management point of view, this indicates that services need to be delivered
in a way that ensures optimum components of the macro components quality, cost and fime. Not one
of these may be allowed fo be compromised, regardless of the way that service delivery is structured.
On a micro level it indicates that cost, benefit and risk should be balanced when considering alternative

service delivery options.

The guality of municipal services should be defined by national policies. This is one area where long
term environmental sustainability must be a critical success factor. Global Development Agencies are
continously refining acceptable standards, but the realities of developing countries also need to be
mcorporated into these standards wherever possible. This may require that curvent design and
operation spectfications be reviewed, such as was courageously done by the City of Cape Town m
recent tender documents for solid waste collection. In addition, standardisation within a counfry or a
specific municipal region may ensure that national policies are adherad to0. In this context the move to

Uni-cities in South Africa should go a long way in assisting with this particular issue.

The cost of rounicipal services should be determined by market forces. This thesis has highlighted the
problems that arose when state owned enterprises were managed and operated in artificial- and
subsidised environments. As mentioned before it may be reasonable and fair to allow cross-subsidation

from rich to poor in a particular area as long as area demarcation is done in z sensible and non-punitive
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fashion. This reality of market forces is very much a part of the daily business of the private sector and
it is this aspect that should be harvested by the public sector. In any transaction no consumer minds
paying the required amount, as long as there is a feeling that value for money is being obtained.
Another reality of course, is that a major backlog of services may exist and these need to be allowed for
in cost-recovery mechanisms. Altough this was not the particular focus of this thesis, it is obvious that
infrastructure is only one aspect of the overall well-being of a community and issues such as housing,

medical and education needs form part of the overall picture,

Nothing creates as much negativity as the incorrect fiming of service delivery. The sequencing of
specific components should be planned in a way that ensures continuity and a well defined strategy that

clearly indicates fo the ratepayer that its money is being spend wisely.

6.3 Sefting up mutually beneficial partnerships for Infrastructure

Delivery

This thesis considered in detail a number of options for increasing government’s capacity to deliver and
maintain municipal infrastructure. It analysed the need for firstly decentralising and secondly
privatising some of the essential services. It came to the conclusion that the most suitable way would
be situated somewhere in between and would consist of a parmership between government and private

business.

This parinership can only take place if the correct legislation and agresments are in place. It is central
government’s responsibility to ensure that all role players are mvolved in the process that leads up o
the structuring of a workable framework or agreement. It should further communicate and enable local

structures to apply these principles.

These principles were shown to have been successfully implemented in a number of developed- as well
as developing countries. In the South African context general agreement has been reached between

parties on the feasability of partnership principles and a number of coniracts are indeed underway.

In South Africa these are largely limited to long term arrangements for bulk supply of goods such as
water and solid waste handling and typically takes the form of leases and concessions. Due to the
particular nature of these facilities the positive spin-off effects have largely not filtered down to the
communities and ratepayers involved. This has potentially created a negative atiitude on the side of
organised labour that PPP are just another form of privatisation that will ultimately 1sad to job losses, or
a wansfer of employment from the public- to the private sector. This thesis highlighted the fact that the
biggest potential for social upliftment, skills transfer and job-creation lies in service- and management

coniracts. It is in this area where local authorities have the most scope for creating sustainable service
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delivery structures in a way that will ultimately provide the rate payer with a saving an the one hand,
and an increase in service levels, on the other. This may be accomplished by viewing PPP in a holistic-

and systemic way.

6.4 Redefining Public Private Partnerships as a System

Using parinerships as a means of increasing governroent capacily requires an understanding that it
(PPP) is made up of different componénts that will co-produce an overall effect, which may not
necessarily be the sum iotal of the individual parts. This indicates that PPP may hold tremendous
potential, at a level even higher than what may be produced by either the public- or ihe private sector.

A number of systems writers have suggested that a better understanding of a complex system may be
gained by constructing a model or ‘picture’ of the particular issue in focus. This thesis made an
attempt by firstly posing the question of whether PPP could indeed be viewed as a system, followed by

the construction of a holistic systems model.

Using the flowchart in Chapter 5 as a way of testing the system approach a number of conclusions may

be drawn :

1. PPP are teleclogical. It has parts that may work together to produce a whole. In paricular this
means that the main components, namely the private sector and public sector works together to
produce the overall input - acceptable standards of service delivery at a saving to the ratepaver.

2. A clear measure of performance exist. This may be defined for each different application but in
general this would entail the ability of the PPP 10 meet the guidelines for service delivery as agreed
at national level.

3. A client does exist. This should always be the benefitting community or ratepayer. PPP should
serve the end-user, and notf one or both pariners,

4. It operates in a particular environment. This environment may be described as any issue that
affects the system i question. On a practical level this may include issues such as local
government structures as well as a communities” particular needs and aspirations.

5. PPP as a system has components that co-produce the measure of performance. This suggests that
a sifuation may not be allowed to develop where one pariner takes a leading role and the other sits
back in complacency. It indicates that both should be working partners that continuously Teviews
and confirms that the PPP is on track towards its agreed goals and targets.

6. PPP should be structured in a way that ensures a decisionmeker exists. This is an area where
development agencies such as the Development Bank (in the South African context) or national
legislation should act as enablers and structures of reference to ensure that overall sustainability is

ensured.
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Based on the above it can safely be stated that PPP may indeed be viewed as a system.

PPP, and particularly in the developing world, is a relatively new alternative service delivery
mechanism. A major factor in the potential success, or ndeed fatlure, of PPP for mumicipal
infrastructure in any developing country is vested in the perceived threat to the existing status quo. This
may manifest isell in the attitude of organised labour to PPP, or in the reluctance with which some

municipal managers attempt to initiate partnership projects.

A possible reason for this is that most of the pilot PPP are longer-term concessions and leases. This
may be the case in a situation such as a bulk water supply scheme where the capital value, relative to
the operational cost of labour & supervision, can be disproportionally high  The popular perception
may then indeed be one of questioning whether the initiative will be of any direct benefit, or whether it
constitutes asset siripping. Based on some of the current World Bank literature it would appear that the

focus remains on the longer-term contracts rather than on service- and management coniracis.

This thesis, and especially the chapter on PPP as a system, suggests that the biggest potential for
achieving sustainability through municipal service delivery could be in the shorter term service- and
management contracts.  (iven the particular needs of a developing comnmunity, coupled with the
available expertise vested in the private sector, it 1s in these two areas where the biggest gains are
available for all role players. However, as the systems chapter alluded to, this will only be successful if
PPP for municipal infrastructure is viewed in a holistic, systemic way. This implies the fair allocation
of risk and reward all round. Private companies should not be allowed to do business in a corrupt or
non-sustaingble way, but should realise their responsibilities in the overall social uplifiment drive. At
the same time the government of the day was shown 1o be most successful if they acted in a way that
enables, rather than regulates PPP initiatives,

Based on the above it is difficult to bring this thesis o g direct conclusion, due to the on-going nature of

PPP in the developing world. What was in fact possibly achieved was a number of ‘departure points’

worthy of further investigation and research. The following list is suggested as containing some of

these ideas. (It does however not mean that this represents an exhaustive list of #tems). For ease of
reading, these poinis will be shown in a numbered list format,

1. The construction of an inguiry framework into a systems description of PPP service contracts, with
the aim of organising research in a way that will result in 2 comprehensive systems model of PPP
service contracts. {See 5. below)

2. A critical inguiry into the incentives that a government of a developing country could allow to the
private sector inferested in engaging m PPP for municipal infrastructure. The point here is that as
long as traditional procurement methods such as the open tender system is used, along with

restrictive policies, the end user may not experience a net saving to his rates and taxes.
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% 3. A suggestion for comprehensive pre-qualification of private suppliers of infrastructure. The idea
j here is to consider the establishment of a national data bank, which will guarantee certain

minimum performance standards. Based on a system of complete transparency it would then

allow individual authorities to negotiate the best possible deal with a private supplier in a way that
suits iis particular service coniract needs. A case in point is the way that current public money
allocation sometimes results in construction projects happening in the wrong season, to mention
but one.

f- 4. An investigation into ways and means of short-term private take-over of public workers in 2 way
that remains fair. A potential area of investigation may be the way that financial nstitutions could
underwrite existing pension schemes and other service related obligations (for the duration of the
servige- or management contract) in a way that will allow the potential private supplier to purely
take over existing wage rates, rather than, for example, an accrued pension scheme of older
j workers.

! 5. The application of the systerns model, as shown in the thesis, to a case study. The easiest would be
1o do this in a research paper. The suggested focus of this paper would be fo try and formulate 2

model as described in 1. above™
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8. Appendix 1: Case Study - PPP through Service- and

Management Contracts.

8.1 Introduction
During the thesis chapters various coniractual options for PPP were evaluated. A number of existing

contractual arrangements were also considered. From this evaluation it is clear that most sectors see
partnership action as being primarily focused in the areas of concessions and leases. There seems to be
a reluctance 1o involve the private sector in the shorter term contractual arrangements such as service-

and management contracts,

The City of Cape Town has taken a bold step in attempling to involve the private sector in municipal
cleansing and solid waste collection. A number of service and management contracts were put out {o
tender during the first quarter of 2000. These were particularly for solid waste collection and disposal

over a three year period in, mainly, previously disadvantaged areas in Cape Town.

What differentiates this project from normal contracts, and places it in a ideal context for a PPP is the
user-friendly way in which the contract documents were put together. In addition, no pre-qualification
of tenderers were called for. The only pre-condition for any person, group, or business interested in
submitting a bid was that such a body had 10 be in good standing so far as payment of municipal rates
and taxes were concerned. Accordingly the contract documents were written in plain, easily

understandable language.

A requirement of the tender offers were sustainability. This was implied in the way that contract
requirements were structured. Skills transfer, job creation and local focus were very much primary
requirements. Tenderers were asked to submit provisional business plans for incorporating these

aspects into their offer.
The following sections will evaluate a nmumber of aspects of this tender and will also describe a typical

unsolicited private offer that was submitted as part of a tender. Where relevant the actual figures have

been crossed out.
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8.2 Extract from City of Cape Town Cleansing Tender Specification

3 Mercury Crescent
Hillstar Industria
Wetton 7780

BOX: 14335 Kenwyn 7790
TEL: (021) 761-3474
FAX: (021) 797-1151

BITUMINOUS SURFACING cC

CK 71710188407

TENDER No. LPS 28/2000 : PROVISION OF SECURE WASTE
COLLECTION POINTS, LOADING, TRANSPORT AND
DISPOSAL OF ALL COLLECTED WASTE FROM INFORMAL
DWELLING AREAS WITHIN THE CITY OF CAPE TOWN’S
BOUNDARIES TO THE LEGAL LANDFILL SITES

A PARTNERSHIP ACTION BETWEEN ZEBRA AND THE CITY
OF CAPE TOWN WITH COMMUNITY PARTICIPATION

29 FEBRUARY 2000

Members: JA Martin (British), J.C. Wise BSc.Eng MBS ALCE, GH Tinker BA M.BA AEV, Fonlini, M.D. Winfield Pr. Eng. BSc. Eng. MB.A. AR. Thompson NHD
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1 Unsolicited Private Sector Offer for inclusion in CCT Cleansing Tender

2 Contract Objectives
It is Zebra’s infention to form a sustainable partnership between ourselves, the City of Cape Town and

the affected communities in order to provide a lasting solution to the problem of wasie collection and

disposal in Cape Town’s previously disadvantaged and informal housing areas.

This will be done in a way that ensures compliance with the primary objectives as stated in the tender

document, namely :

e To have waste, collected by Collection Contraciors, transported, removed and disposed of in a
legal and environmentally acceprable manner.

»  To, if possible and in a practical way, use this as an empowerment and business opportunity for

individuals who may have been previously disadvantaged.

In order to manage this process we propose that a Partnering Charter be introduced as part of the
coniract documents, to guide the working-, rather than contractual relationship between the public-,

private-, and community partners.

3 Specific Objectives in the Context of Existing Procedural Guidelines
Zebra is of the opinion that waste collection and handling can only be successfully implemented if it is

done in a way that benefits the end-users and rate-payers, namely the relevant communities. These
benefits should be in terms of quality and standards of service provided as well as positive spin-offs
such as job creation and the creation of SMME which would be enabled to take over the management

of waste collection in the medium and long term.

We therefore propose 1o establish and maintain collection facilities that will attempt 1o mest the Key
Performance Indicators as required by the Framework For the Restructuring of Municipal service
Provision”

e  Number of Jobs Created

s Affirmative Business Enterprise

e  Traiping provided

¢ Mouey retained in the comumunity

» Introduction of community labour based construction methods

o Use of local labour and plant where possible

®  Optimisation of the use of SMME in a project

* Framework for the Restructuring of Municipal Service Provision, signed by SALGA and COSATU
on 11 December 1998 - Section B : Municipal Service Regulatory Framework
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*  Maximisation of long term job creation

e Performance against RDP objectives

In addition to the above we intend formulating a business plan in close cooperation with the project
commitiee o ensure compliance with the Guidelines for Private Sector Participation in Municipal

Service Provision.

4 Contract Philosophy

a Introduction
We propose that a number of permanent waste collection facilities be erected in strategic points

throughout the area and operated as business units with operating responsibility ultimately vesting
largely in entrepreneurs from within the community. For the purpose of this document these facilities
will be referred 10 as Refuse Transfer Points (RTP) placed in strategic points in the relevant areas. We
estimate that at Jeast twenty RTP will be required to cope with the estimated waste that will be

generated,

Due to the extent of information available we had to make a number of assumptions in our analysis.
We therefore suggest that the Project Team treat our financial proposal as budget figures 1o be finalised

in negotiations at & later stage.

I addition to the establishment of the RTP we will enter into an additional partnership agreement with
a collection, cartage and disposal contract with a suitable contractor. In this regard we are more than

willing to consider any of the other businesses tendering on this particular contract.

Due 1o the specialised nature of waste disposal we decided to employ a technical consultant to provide
a suitable techmical design for the waste collection and disposal comtract. We will use Entech

Consultants, based in Stellenbosch. Details of their long involvement in waste disposal are attached.

b Reasons for the Establishment of Refuse Tronsfer Poinis (RTP)
We are of the opinion that the current siate of waste collection and general untidy appearance of some

of the informal areas could be due to the capacity of the existing system. To appoint a private operator

merely to service the existing bins will not provide a true comumunity based, long term solution.
We propose that the RTP be established as centers of excellence, with widespread involvement and

support from the surrounding communities. The idea is to have these facilities as ‘mini-factories” for

waste transfer in ways that are environmentally and socially sustainable.
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To this end we propose that permanent, durable facilities be constructed such that it provides a long
term solution and be applied in other areas under the jurisdiction of Cape Town City Council and the

surrounding substructures.

As we will replace the existing containers with new facilities we will require the Council to remove the

existing facilities, pending an agreement on how the transition period will be dealt with.

¢ Financing the RTP
For the purpose of this tender we propose two alternative ways of financing the RTP. Both have a

number of advantages and disa&vaniages which might be considered by the Project Team :

Alternative A ; Capital Investment by the City of Cape Town
We suggest that at least twenty RTP be constructed in strategic points throughout the area. In all cases

we will require the Council to supply suitable sections of land as well as exemption from rates, faxes

and water charges on the relevant plots.

Our budget figures for construction of a RTP amounts to R XXX-XX per each RTP. At a proposed
distribution of twenty over the area the total will be R XXX-X¥X

Under this alternative the Council retains ownership of the facilities. The main disadvantage is the up-

front capital investment required as well as maintenance responsibilities.

Alternative B : Facilities leased from Febra
Under this alternative, which will be for either three or five vear periods Zebra will construct the RTP

facilities and lease them to the Council at & monthly rate of R XXX-XX per month per RTP over 60
months, or B XX¥X-XX over 36 months,

The main advantage is that the scheme requires 4 strong financial commitment from a private firm and
lease payments can be done from Council’s operating- rather than capiial budget. In addition, it is our
intention o establish, frain and equip suitable community entrepreneurs to take over partial operation
responsibility after five years on a commercial basis. Zebra’s long term objective is to continue
managing the RTP after the three- or five vear period together with the then established SMME,

As per Alternative A we will require suitable plots, and exemption from rates and water charges.

d Zebra’s Tender Price
Based on the figures above we wish to submit our tender as follows :

Alternative A ; (all prices exclude VAT at 14%)
1. Construction of RTP - R XXX each

2. Management and Operation Fees ~ R XXX-XX per RTP per month
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3. Load, dispose waste to landfill (2250 m’ loose) « R XXX-XX per month - 3years
4. Load, dispose waste to landfill (2250 m’ loose) - R XE{-XX per month - 5 vears
5. Extra over per m3 over 2250 m’ - RXXX-XX per m -3 vears
6. Extra over per m3 over 2250 m’ - R XXX-XX per m’ - 5 years

Alternative B : (all prices exclude VAT at 14%)

1. Lease of a RTP from Zebra (over 60 months) - R 33X -XX per RTP per month
Lease of a RTP from Zebra {over 36 months) = R XXX-XX per RTP per month
2. Asabove « R XXX-XX per RTP per month
3. Asabove - R XXX-XX per RTP per month
4. As above - R XXX-XX per month - 3 years
5. Asabove - R XXX-XX per m’ - 3 vears

6. Asabove - R XXX-XX per m’ - 5 years

As stated before, amount 1. of the two alternatives should be treated as budget figures.

e The RTP as a Business Unit
As stated before, our offer is made up of two parts, the RTP, and the subsequent collection and

disposal of waste from these poinis to legal landfill sites.

We see the main opportumnity for the establishment of business units to center around the management
of the RTP facilities. Each point will be the responsibility of a suitable entrepreneur from the relevant
local area, identified and appointed in consultation with the local RDP forum or representative NGO. It
15 envisaged that twenty RTP entrepreneurs will be appointed 1o manage the facilities, situated in

strategic points throughout the contract area.

Each RTP entrepreneur will be appointed on a probation period 1o be exiended to a mmnimum of a one
vear employment contract if found to have the qualities required to manage the facility fo pre-agreed
standards. Included in our management and operation fees is an amount of R 500-00 per RTP per
month to be placed in a reserve fund, administered by the Project Team. Based on twemy RTP this
amount of R 10 800-00 will be redistributed to the facility managers on a training and qualily incentive
scheme. This could be in a direct way through incentive bonuses, or indirectly through trammng and
education sponsorships. Measure of Performance will include a composite grading made up factors
such as compliance with standards of housekeeping, hygiene, timely collection of waste, social and

nuisance impact on surrounding residents.
In addition 1o the above a space will be created at each RTP for the placement of waste recycling

facilities. The cost for, and proceeds of the waste recycling process will be the responsibility of the
RTP entreprenzur. Regular meetings with all RTP entrepreneurs will be held 1o allow for interaction
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and exchanging of ideas. The combined report back system from the RTP will also provide an initial
audit system 1o provide a check-and-balance anditing system to verify payment quantities claimed on
weighbridge tickets under the contract. ¥t is our intention 1o facilitate RTP entrepreneurial fraining in

both business skills as well as labour legiclation, WCA implementation and sumilar.

To provide each RTP with an identity as well as to make it visible o the commmunity a dual language
signboard will be erected outside each facility. Details will be finalised after wider consultation but
could include the following

f Social Uplifiment
The next step will be the wider marketing of these points within the surrounding communities. To this

end we propose an ongoing systern of education and information in the form of regular talks and
programmes at schools and other community institutions. This will be done in close liaison with the
RDP forum and other relevant commumity forums. To establish a link between facility and community,
local school children will be requested to assist with the painting of boundary walls depicting the

community’s role in waste disposal. In this way a shared identity can be established.

It should be clear that this tender will run in close cooperation with tender 26/2000. The two tenders
will work together to make a visible and sustainable change to the way that solid waste collection is

viewed and managed in a community.

g Capacity Building and Empowerment
Capacity building and empowerment will be interwoven into all aspects of this project. Some of these

may include:

#  Basic building skills training and job creation during RTP construction phase.
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s  Appointment and training of RTP managers as described above. In addition to operational skills
we will facilitate busmess skills training in conjunction with organisations such as the Small
Business Development Corporation.

s A possibility of the appointment of nightwatchmen at the RTP if budget allows.

e  Driver training. Exiensive waste cariage will have to be done during the contract. We will instruct
the cartage contractor to train suitable candidates from the comumunity.

¢  Community education and uplifiment through interaction with the RTP management staff.

s Job creation through regular maintenance items such as routine painting and refurbishment at RTP.

O

Technical and Operational Details of the RTP

a Proposed Design and Construction Team
As discussed in an earlier section we will appoint Entech Consultants (Piy} Lid to carry out the final

design of Refuse Traosfer Points, The project leader for Entech will be Mr. J.G. Palm. Included as
Appendix 3 and Appendix 4, a resume of projects of a similar nature in which Entech Consultanis were
involved as the design and project management teamn. Also included is a current curnculum vitas of
Mr. J.G Palm which clearly highlights his personal involvement m solid waste management for 4 wide

range of public clients and local municipalities.

b Technical Details and Layout
Based on our initial investigations and in consuliation with Entech we propose to construct

approximétely twenty RTP strategically placed throughout the contract area. Our analysis shows the
expected waste that will be generated by this area to be substantially higher than the tender volume of
2250m’ loose per month. All our monthly costs and figures are therefore based on a volume of
2250m’ loose per month although the RTP design will allow for the processing solid waste quantities

up to double the tender volume,

Regardless of which alternative the Council decides on, the capital- or lease cost will be pre-
determined for the extent of the contract and will not change in line with changes in waste volume. The
variance in waste collected will only reflect in the cost per month of collecting and disposing from the
individual RTP. On the technical side we propose a preliminary design as per the next three pages.
Drawing 40000/A shows the vehicle movements for the Collection Contractors und;ar tender no. 26,

while drawing 40000/B depicts the vehicle movements for the disposal contractor under iender 28.

The main feature of the RTP is ifs raised platform which allows the Collection Contractors to deposit
waste in the 6m’ bins without having to Iift black bags from the ground 1o a substantial height. The
facility is enclosed by a wall and secured on both ends with a double leaf gate. A water and sewer
connection will ensure that vehicles and bins can be hosed down and cleaned at a washbay, Due to the

fact that the bins will be supplied with Hds it will meet the tender requirements of odour- and water
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control. In addition to this we allowed for a manual odour control system such as the one used at
Athlone’s Refuse Transfer Station whereby an agent is sprayed on the collection points which
minimises odour release. All aspects of the design, as well as the number of RTP and their placement

‘ can be finalised in later negotiations.
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¢ Operational Details

In essence the RTP will be temporary holding stations for waste collected by the Collection Contractor.
In order to minimise the time that waste is kept at the premises the overall system’s operational
parameters will be decided on in consultation with the Project Team. In this regard we would give the
commitment that a 6m3 bin would be serviced within 24 hrs.

d RTP Entrepreneur Training and Incentive Scheme

This was referred to in an earlier section. A reserve fund would be established through a contribution
of R XXX-XX per RTP per month for the duration of the contract. The main intention with this fund is
{0 allow for business skills training and establishment of SMME. In addition to the training component
a quality grading system will allocate points to each RTP on a monthly basis. The leading points
earners for that month would then receive an incentive bonus for maintaining their facility to the highest
standard. In order to ensure equity and faimess, a panel could be established to adjudicate this which
would include members from the project team and the commumily.

A limit could be placed on the month’s incentive bonus as well as the frequency of recetving a bomuss
during a vear. The balance of the find could be reinvested in the community through business skills
{raining.

1t might just be required in the long term that a small office be established in the area 1o assist with
process administration which in iiself will create more jobs,

8 Conclusion

We are confident that our proposal for the provision of secure waste collection points and the dispose
of waste 1o legal landfills, is one that will offer a solution which aligns social responsibility with
commercial objectives in a true parmership of a long-lasting, sustainable nature. 'We would like to
emphasise that all aspects of our offer should be treated as provisional and budgetary until such time
when they are agreed to by both parties.

7 Appendices

e  Resume of Projects of a similar nature in which Entech Consultants were involved (5 pages).
e Curriculum Vitae of Mr. L.G. Palm, proposed project leader for Entech Consultants.

SIGNED

DATE

8.3 Conclusions

Based on the above information it is clear that the areas of service- and management contracts could
easily be adapted for PPP applications. ¥ will require a commitment from the local authority to venture
into unchartered waters. 1t may also require the private partner to make some form of capital
investment. The upside is that the principles of sustainable development may be successfully
addressed in this type of project. Ultimaiely it can increase local government capacity and lead to
community uplifiment. These results could 1ake place over a much shorter duration than a typical lease
of concession period.
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9. Appendix 2 : A Review of the Framework Agreement

9.1 Introduction

The Framework Agreement on the Restructuring of Local Government and Private Sector Participation
in Public Service Delivery was agreed to by organised labour in the form of COSATU and organised
local government through the South African Local Government Association (8ALGA). The document

represents a record of the agreement signed during December 1998 between the two groups,

The document covers aspects of munmicipal governance restructuring and privatised infrastructure
maintenance and supply. As such it is a breakthrough in an area that has traditionally been viewed with
distrust by certain sectors and groups in South Africa. Tn addition to the document a manual for the
implementation of the Framework’s guidelines were incorporated as part of the old Department of

Constitutional Development’s local government series.

Both these documenis have been publicised to test their viability and appheability in mumnicipal
confracts. A further intention is the tabling of legislation later this vear which will provide the legal

structure for matters covered in both documenis.

This chapter will investigate the Framework Agreement and Participation Guidelines document in the
form of a review of their most important poinis. In addition a comparison with an overseas framework

will be done and the application of the local documents will be tested against a case study.

The chapter starts off with a point-by-point review of key aspects of the two documents. Tt also
provides comments by means of a general overview and draws conclusions. This is followed by the
application of the framework 1o a current tender for service delivery in the field of solid waste
collection and disposal in Cape Town (Appendix 1} Followng on this section is a review of a
Canadian framework, The Province of British Columbia’s Best Practices Guide for the Implementation
of Public-Private Partnerships. This review is done by a concise reproduction of the document and
comments on certain aspects. In addition, it concludes with a comparison of some aspects common 1o

the two countries” documents.

The chapter ends with conclusions on the Framework Agreement in the context of previous chapters of
this thesis.
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9.2 Review of the Framework Agreement and the Guidelines for Private

Sector Participation

9.2.1 Introduction

A major milestone was reached at the end of 1998 in South Africa when an agreement was reached
between organised labour (COSATU) and local government representation (SALGA) on the
restructuring of municipal infrastructure and the private supply of public services,

This was reached after a lengthy process, as earlier described. The Framework Agresment represents a
record of the writien agreement reached between the two parties and as such aimed to satisfy both
parties” objectives and strategies. It represents a very positive, and indeed bold, step towards private

participation in the supply and maintenance of traditionally public goods.

This chapter mtends reviewing this Agreement in the context of conclusions and recommendations
reached in earlier chapters of the thesis. 1t will do this review of the Agreement, and iis application
document (Guidelines for Private Sector Participation) by firstly deciding on which issueg are common

to both and then proposing comments on these areas.

This section will first state the basis on which the review was done, thereby providing a general
overview, followed by a review of individual aspects. Finally it will reach some conclusions on the

suitability of this document in a wider context.

9.2.2 Structure of aspects that will be reviewed

The two main documents will be referred to as the Framework Agreement (FA) (1999) and
Participation Guidelines (PG) (1998). The first is effectively a written record of the undertaking while
the second is aimed at bemg an ‘user manual’. Although written from slightly different perspectives, a

number of issues are repeated in both documents.
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In order to cater for this and avoid unnecessary dupleation the information contained in both will be

collated in a simpler, logical structure. The following table proposes a structure for analysing and

reviewing the material. Relevant information or sections from each document is noted and the third

column shows the new, but not necessary dlffarem section heading which will be used for the review.

“Aspeets  as  per .
Agreement
. The Restrucmnno Framework

Delivery in context of the RDP and
Constitotion,
‘Need to transform mummpalmes “to
_meet service delivery responsibilities

Objectives of the restructuring process

 Preferred method of serv

Minimym  standards or measures of

_performance

Batho Phele 1mp1ementaﬁon gmdelmes

Framework | i Aspect as pét: A

‘ Obq ectwes of the Dmument
Introductmn to the Pnnmpleﬂ of Servwe ;
. and commercial principles,

perspective

Pamcxpatwn
Guidelines

Introduction to Service Dehvery - social
Historical |

Alternative service dehvery aptmnsv
throngh partnerships

turing process
ipal rewp&nsxbﬂlty for service

Performance momtonng

Key issues to be considered in the L4

guidelines.

Suggested ‘Review Section Headmg

Restrué&i;i's‘aghw‘of Municipal Service

Service 'Dehvery - Tts hlsf:my, and
shjectives in the context of the RDP
__and South Africa’s Constitution

‘3. The need for service dehvery

_restructuring
Kev objectives of munmpa] service
__delivery restructuring

5. Municipsl Re;ponsxh;ht}

6. Standards of service delivery

7. Implementation guidelines

Momatm for Private Sector Services
“Guidelines | for
Guidelines  for  the
Process

Private  Sector

Restructining

: buildin,

e dependson

TR Gmdeimes Cfor

capacity

. Stakeholder Involvement
Principles of and approaches to Public | Municipal Responsibility : covered in 6.
 Sector Planmang and Service Provision,

Reasons for Engaging the Private
Private Sector
Lo dnvelvement
covered in 4.

Role of the Sectoral Forum

18. Role of the _Sectorui%orum

Partnershi Remﬂatonframework

- Tariff structwe and minimum standards |

. The Partnership Reculatory Framework )

11. Minimum standsrds and structure i

Financial Adminiswraion

displacement

Competmvenebs ‘a3 a measare of |

S . of tariffs
Tariff Increases i .
Standards and Specifications of Service | Service  Standerds  to sure | 12, Equability of service standards
Delivery e Sustainability, Bouitable coverage L
Tavestment Requirements o o N 13, Standards of Investment
“gnv:ronmental Standards ; -~ N\ 14, ,“M}nggwronmental Standards .
Employment Conditions Loss of employment or worker | 15, Emploviment regulations

v Fmancml objechves s

| covered in 19,

Penalties

| 19. Penalty clauses

hwestméxi{éﬁligaﬁons
. Report back syster
Disclosure of information

 Allocations of ownership, sk,
operational and maimienance

e

responsibilities

T éﬁp

. Maximoum development impact

Transparency during pmcm‘emcm of
privatised supply

. Measures specific to Private Companies
28. Owpership and responsibilities

. e

Codustainabiliey
4. Development 9b;| ectives

Company Guarantee

Table 8 : Analysis of Key Elements from the Fram

Alternative contractual arrangements
for municipa] service delivery

27, Spec;ﬁc slternative service delivery k

LBPHOBS
Project life-

ework
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8.2.3 General overview

In general the Framework Agreement (FA) reflects its status as a record of an agreement between two
diverging viewpoints. As a application document on its own it fails to be an usefil tool It can be
argued that the Partnership Guidelines document filfills this role, but it is the former which receives

much wider exposure.

At face value it represents most aspects incorporated in the requirements of sustainable development
but it does this in & somewhat general fashion. Tt is not clear how much private interest will be sparked
by consideration of the Agreement on ifs own. A number of very useful publications, onginating from
the previous Department of Constitutional Development, as well as organisations such as the
Development Bank of South Africa, are trving to assist in creating a wider acceptance of the

Framework Document.

At the same time business seems o be taking a less prominent part in the process. It is clearly
imporiant that a genuine understanding and interest on the part of business and private supphers be
generated. The Framework is written from a public secior viewpoint and seems to be taking the
standpoint that private suppliers are at best tolerated, but always regulated and monitored. In this
regard it will be shown later in the chapter how private pariicipation, especially unsolicited initiatives
can be interwoven successfully in regtlatory frameworks in the case of the Province of British
Coulmbia, Canada.

The Framework Agreement Is 1o be commended in its approach to incorporate the main requirements
of the RDP and public infrastructure related matters in the Constitution. The fact remains that South
Affica is faced with historic inequalities in service delivery, limited resources and a huge back-log in
infrastructure. This document at least shows central government understanding and actively supporting

private participation in service delivery.

On the other hand it does very litile to address one of the key issues, namely tariff collection and the
culture of non-payment for services rendered. This could be the reason why private operators are
refuctant to enter the services arena on a full commercial basis without government subsidies and
guarantess. This leads to a lot of publicity in the case of long term leases and concessions where
payment is assured. It will take more courage to address the more variable areas of shorter term

service- and management contracts.

In general the document is to be commended for the potential that it creates. Tt will be largely up to the
private sector 1o act in a responsible way that will create a wider awareness and acceptance on the part
of organised labour as well as rate payers in general These groups should feel the direct benefits of
private sector participation otherwise they will at best remain neutral about its uniapped potential.
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Following is a detailed review of individual aspects of the Framework Agreement as well as the local

government’s Guidelines for Private Sector Participation in Service Delivery (PG).

9.2.4 Review of individual aspects

Based on the mformation collated in Table 3 a review of the main sections m the two documents can
now be done. Each section will briefly be dealt with by first summariging the information s it appears,
followed by comments. These will in general be based on information presented in the thesis so far ag

well as chapter conclusions and appendices.

‘Where reference is made to conclusions reached in earlier chapters the referencing system will reflect
this as follows
For example a reference to Chapter 2 Section 2,1[Ch 2/ 2.1}

Areference to Chapter 3.1 conclusions [Ch 3.1 / conc] etc.

For ease of reference the sections will be dealt with under the headings as per the above.

1. Intreduoction

FA - Introduces the document by providing a brief history of the process and emphasise that it was
agreed to by both parties as a way of breaking an impasse, resulting from the NEDLAC process. States
that the document is supposed 1o provide the basis for reaching an acceptable solution, and not a
solution in iself. Finally it refers to the Constitution as the ultimate yardstick of any proposed action
and states that the purpose of the framework is to test all current and future initiatives in order fo test

whether they comply with the provisions (of the framework) .

PG - Introduction by stating municipalities service delivery responsibilities within a context of limited
resources and commercial viability. Then considers that aliemative service options will have to be

considered to meet this challenge.

Comments - From the two different introductions it is clear that each was written from a particular
vigwpomt and in a specific context. The FA is a broad policy statement and m actual fact records a
record of agreement between different groups with diverging ideas and agendas. On the other hand the
PG was written as an application document as part of the Local Economic Development series for

Mumicipalities.

2. Service Deliverv - History and obiectives in context of the RDP and Constitution

FA - Statement on rmunicipal responsibilities in terms of service delivery in the context of the services
backlog and historical inequity in distribution as well as corruption and inefficiency. Basic services as
defined by the RDP.

110

JJ Heigers : MSe (Eng) March 2001



Public Private Parmerships for Sustainable Municipal Infrastructure, g Systems Approach

PG - Services historically through hierarchical departments, no clear objectives, little financial
autonony, no transparency. Lack of transparency ruled out the need for competitiveness, reliance on

political pressures to force change.

Comments - Both of these aspects are expanded on in great detail in the opening chapters. Conclusions
reached are that the traditional poor performance of SOE can be put down to factors such as conflicting
social- and commercial objectives, poor management and lack of management autonomy, corruption,
nepotism and failling auditing and monitoring gystems [Ch 2 / Conclusions].  Another conclusion
reached is that a renewed focus on SOE under umbrella programmes and actions such as the RDP has

come Into focus over the past couple of years.

A number of reasons are provided by Langenhoven [Ch 3] and Weiss [Ch 3] which confirms in general
terms the views put forward by both documents. The statement on a basic level of service reflects the
findings of publications such as the World Development Report of 1994,

3. The need for service delivery restructuring
FA - States that municipalities need to be transformed to meet their responsibilities. Requires

coordinated effort to build mumicipal capacity. Implementation of performance management
systems.

PG - One school of thought is that better service delivery can be obtained through involvement of the

private sector rather than public sector restructuring.

Comments - The FA clearly concentrates on municipal restructuring in the first instance. This option is
investigated umder groupings such as organisational-, labowr-, financial-, and operational
restructuring [Ch 2] using both viewpoints from global development agencies as well organised
iabour in South Africa. T can be argued that, at lsast in the South African context, this aspect will

recetve considerable attention and support from ceniral government in the near fulure,

At the same time a number of reasons for utilising the private ssctor for service delivery, rather than
restructunng of the public sector, are considered [Ch 3]. Taking a holistic approach to the issue, it
is argued that benefits are also related to issues such as capacity of both sectors, financial reasons,

institutional requirements, and of course the historic performance of SOE in South Africa.

A suggestion in this regard is that the FA should make the point that service delivery should be
addressed by 2 twofold approach of both restructuring, and private sector participation. This will
be in line with some of the conclusions reached [Ch 3/conclusions] which argues that

decendralisation does not guarantee better quality service delivery and that a mix of centralised-
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and decentralised efforts might be the best option. In this way privatisation will not be packaged as

an either/or solution

4. Kevy obiectives of municipal restructuring
FA - Services to be delivered in ways that are sustainable, efficient, effective, affordable. Service levels

should not be allowed 1o fall below a certain munimum. Preferred supplier of service is the public

sector.

PG - Key issues in restructuring to include good governance, efficiency, protection of consumers,
reliability, equitable coverage, transparency, involvement of stakeholders, risk management,

performance monitoring.

Comments - As discovered earlier in the thesis the issue of sustainability leans iself to a number of
different interpretations. It might be an idea to adopt a generally accepted definition of sustamable
development and then apply it in policy documents and publications. In this regard the definition
as.adopted [Ch 2 - conclusions] covers most of the aspects as noted in the FA. At the same time it
should be realised that there are a number of potential negative effects of the sustainability

approach.

It could also be prudent to take a view on the statement that government should be the preferred
supplier [Ch 2 - conclusions]. Unless government, central or local is able to change the way that it
is percetved, it might very well become the second choice for service delivery. It will be energy
spent in vain where a situation is allowed to develop where government and business are seen to
compete for service delivery. It should be made clear that government will always represent the
final responsibility for service delivery. This does not imply that they cannot fulfill this role as

managers, rather than suppliers of municipal service.
This suggest that the FA should accept both government responsibility and shortcomings in dealing

with the daunting task it faces. This is largely addressed by the PG which stipulates some

measures of performance for the restructuring process.

8, Municipal Responsibilities
FA - Municipality has a responsibility to deliver services and remains the preferred suppher.

PG - Local government retains overall responsibility through implementation of system of checks and
balances 1o ensure supply is equitable, quality acceptable and fair price.

Commenis - As discussed earlier there are a number of alternatives fo outright privatisation. As noted,

[Ch 3] organised labour in South Africa suggests a specific course of action to ensure that the
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public sector is enabled to remain the preferred supplier of services. In this regard it should be
realised that the situation in terms of the backlog requires drastic action, action which can

realistically only be taken by either business or the private sector.

At the same time there is concern that private operators are purely interested in the public services
arena for commercial objectives [Ch 3] In this regard the White Paper on Govermiment requires
local government to fulfill a very wide range of responsibilities which might potentially be outside

their capacities to meet.

Conclusions are reached on the roles of the two sectors, public and private [Ch 3 -  conclusions]
which reflscts the different objectives. In the South African context conclusions are reached in an
atternpt to align these diverging objectives, namely through participation [Ch 4 - conclusions].
Some opinions are expressed on the specific respongibilities that the public sector needs to meet
[Ch4]

6. _Standards of Service Delivery

FA - Minimum service standards should include universal coverage, environmentally sustainable, all to
receive lifeline of basic services, cross-subsidisation in order to make it affordable, democratic

processes and accountability, effective use of resources, proper planning.

PG - Standards of service 1o be clearly defined, maintained and monitored.

Comments - This point is emphasised in the roles of the parties [Ch 4]. Concems are that the private
pariner will not mest its obligations if i tums out to be less profitable than expected and that

service supply 1o those most in need will not take place.

In this sense the two documents support each other. Tt is clearly absolutely critical that service
standards and requirements be specified in great detail. This will allow the private bid to have
enough information to ensure that his assessment of the potential risks are accurate. In this regard
a project team should ensure at pre-planning stage that a detailed assessment is done of the

standard- and type of service required [Ch 4 - 1able].

in the same section the comment is made that government should ensure that both the goals of
sustainability and financial viability be met Caution should be taken to maintain the public
sector’s rights in 2 parmership. It is important that the inherent distrust in private supply be
addressed for partnership actions 1o be successful.
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7. Jmplementation guidelines
FA - Refers to the Batho Phele principles for implementation. Includes aspects such as citizen

consuliation in service standards, information 10 be given about the level of service to be provided,
universal access, citizens to be treated with courtesy, disclosure of information regarding service
standards and financial positions, mechanisms to redress wrongs in service provision, value for

money through capacity building within the service provider’s organisation.

PG - Stakeholder involvement to ensure they all know why and how decisions will be implemented, use
established tender procedures, clarity in award and operating procedures, municipal actions 1o be

predictable in order 1o encourage investment.

Comments - In general the sbove represenis an extensive list of requirements that a partership
docurment should include. In practice it might be very difficult to include all of these in a contract,
One way around this is fo ensure that most of the above are addressed in the pre-planning stage to
the exient that the actual contract document can be simplified. The alternative to this is that private
contractors might over-inflate their prices fo allow for this perceived “buggeration’. A process of

pre~gualification might cater for this risk.

In conclusion it may be stated that the issues surrounding the implementation are essentially sound, but
that care should be taken in the apphication not to leave these unspecified or unclear. Finally 1t
might be an idea to stipulate longer term objectives, or required oufcomes, such as long-term

smpowerment,

8, _Reazons for engaging the private secior
FA - Municipalities to be developmental as per White Paper and ensure that iis ability o meet

obligations are sirengthened. Privaie sector involvement can assist in bringing in mvestment, better
coverage and qualily services, but must be properly regulated. Private sector involvement not the

only solution, should rather play a complementary role.

PG - Private sector involvement have major benefits, but do not provide an end solution. Risks should

be considered.

Comments - Both of the above are in line with conclusion reached in various earlier sectons. A
mumber of reasons are expanded on in Table 1 [Ch 3], Included in this table are a numbser of
issues related to performance and capacity of the public sector. This is important if a full
realisation of the need for private sector involvermnent is to be established. No single organisation
enjoys having their wealmesses displayed in public, but a cerisin amount of courage should be
shown in this regard.
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9, Guidelines for private sector invelvement

FA - Full costing exercise to be done to compare costs and benefits and should include social and
envirormmerial impacts, cost to consumers of private secior involvermnent. Also o include sundry

costs such as bid preparation, employment of consultants, drawing up requesis for proposals.

Comments - The above constitutes some of the aspects found in the sustainable project management
approach [Ch 4 - table]. It is suggested that guidelines for private sector involvernent be expanded
to reflect the full project life cycle. Thig is covered to a certain extent in the PG but it could be
useful from a marketing point of view to highlight the fact that it should be a full cycle approach
This will go a long way 1o allay fears of the public sector partner not getting the best deal.

18, Role of the Sectoral Forum

FA - Sectoral Forum essentially established in a coordinating and dispute resolution capacity.

Comments - An umbrella governing body is essential in initiatives of fhis nature. The exact structhure of
the Sectoral Forurn is unclear but i might be useful to have private sector representation included

in its executive branch.

In this regard the role of the Sectoral Forum could be expanded to review and evaluate the agreement
of a Partnering Charter for each contract {Ch 4], In addition, the Forum could consider issues of
successful parinerships based on the UNDP sustainable project management approach [Ch 4]

11. Minimum standards and structure of tariffs
FA - Minimum standards of service to be determined for each area. Cross-subsidisation to ensure
services affordable to all. Cost of services and tariff rates to comply with standards as per the

Municipal Services Programme.

Comments - This aspect has to be agreed with in full.  Although the extent of cross-subsidisation is
largely still unclear, it address the RDP and Constitutional Requirements of basic life-line service
standards for all. Various publications such as the World Development Reports have suggested
mininrum standards that could be used. Tn the local context clear definitions exist in areas such as

water, sanitation, solid waste and roads as to what constitutes a minimum service level.

12. Eguity in coverage and service standards
FA - Contract to stipulate issues such as description of work to be undertaken, method and frequency

of work, response times between notification and action, standard of work, improvement in the
service to be effected over time, security measures, cost effectiveness, performance indicators,

squipment to be used, facilities to be provided.
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In addition certain key performance indicators to be identified such as jobs created, affirmative
procurement, training provided, money retained in the commumity, labour based construction

technigues, SMME involvement, long term job creation, assessment against RDP objectives

PG - Service providers to be accountable to consumers, infrastructure to be sustainable, coverage to be

equitable, capacity building and mitigation of negative social impacts.

Comments - With reference to this point some of the case study material will show how this can be
included in & contract philosophy and documentation. Again, care has to be taken not to weigh a

project down with too many requirements and thereby rendering it uneconomical.

13. Standards of Investment
FA - Requires that details of investment required should be developed and prioritised and should form
part of the Integrated Development Plan.

PG - Suggests that public ownership and private operation can be achieved by delegating imvestment

and operation responsibilities to the private sector.

Comments - In order to fully harvest the potential and creativity that the private sector might offer more
use could be made of either unsolicited proposals or indeed pre-qualifications. In this regard the
Canadian model makes this additional step part of the overall process [Ch 4], One incorrect view
is that private investment is normally possible only for long term contracts (15-20 year). Given the
nature of most private sector business it should be clear that they are in a perfect position to
fornmulise shorter term (3 - 3 vear) business plans for areas such as water, sanitation, solid waste
and electrical reticulation. As these areas are under the most pressure it should clearly be a priority

to gain private investment in them,

14, Environmental Standards

FA - Requires that all service delivery be done in an environmentally sustainable way. Directs that a
mumicipality should have an environmenial component as part of their Integrated Development
Plan and have the private partner identify how it will comply with this.

PG - States that service delivery should be done in a way that does not cause degeneration fo the

environment.

Comments - Unless environmental standards are clearly linked to the wider issue of sustainable
development it might make very little impact. A number of recent municipal contracts includes an
environmental criteria, but they are not very specific. On the other hand some very definite and

elaborate environmental assessments are done for projects of a capital nature such as heavy
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engineering, establishment and operation of mines as well as road construction. The Integrated
Environmental Assessment should form part of the contract documentation. One could argue that
it is not always warranted in small municipal projects, but unfortunately tends to be the very
projects which create long term negative impact. One way around this is to require this during pre-
qualification stage and then to make the extent of negative environmental impact part of the tender-
or bid adjudication. It will not be difficult to include and expand the current evaluation system to

include this aspect in the same way as affirmative procurement is evaluated.

15. Emplovment Regulations

FA - Requires recognition of trade unions and the collective bargaining process, on-going training angd
skills development, transparent appomntment procedures including affirmative action and, high
health and safety standards.

PG - Suggests that displacement of municipal workers should be mininmised and that a project should

rather allow for incorporating these workers into the project

Comments - The application of these reguirements might be easier in long term projects where a
private partner can discount the cost of it over the contract period. ¥t is clearly more difficult in
short term service- and management contracts. Again is should be stated that parmerships should
not be seen as fo compete with govemment’s efforts, but rather that it complements central and

local public efforts.

Realistically there is a historic pattern of inefficiency with SOE [Ch 2]. This needs to be reconciled
with the requirements of organised labour [Ch 3] which prioritise the maintaining of the existing
status quo . In the same line the private sector should be encouraged to rid themselves of their
ingrained perceptions regarding public sector emplovess. Individuals cannot be blamed for poor
management practices. It will therefore require a paradigm shift | but again the business sector is
used to employee transfer during take-overs and mergers. The final criteria should always be:

what is the benefit to the end user of anv parficular action?

16. Financial obiectives
FA - Complete transparency in all financial aspects relating to a contract. Should also comply to all

legal structures and should allow for broad participation in determining budgets, which should be
set out in terms of the Integrated Development Plan. Contracts should provide sufficient checks

and balances.
PG - Suggests that municipality should ensure that they are getting the best deal possible by ensuring

that competitiveness is introduced during the procurement period which allows market conditions
to be established.
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Comments - It is suggested that the dual approach is used in evaluation of cost versus benefits, namely
qualitative and quantitative [Ch 4]. Tt can be stressed again that financial objectives on is own
right not be quite enough if the goals of sustaingbility are to be met. A local authority could quite
successfully establish a matrix of different factors that should form part of the evaluation and
adjudication process. In this regard the case study material refers to a project where this is

addressed in a logical fashion.

17, Monitoring regulations
FA - Municipalities should ensure that it is able to monitor, evaluate and review targets and processes.

Also requires that a contract be subject to constant review, during and after the contract period.

PG - Proposes that service levels required should be clearly defined, maintained and monitored and that

these results are to be published.

Comments - This is in line with normal project management principles. In this regard it is clear that
the measures of performance and other regulations should be agreed on upfront. Once again
private business, which is normally focused on quality in a competitive market economy could
assist in providing suggested monitoring regulations. Performance indicators should also be linked
to incentive and payment regulations. The review process should be easy to implement, vet allow

for a range of issues to be monitored.

Overall constant review of a contract is to be encouraged as this will ensure that services are supplied at

required levels which ensures that end users ultimately benefit from the process.

18. Conflict reselution
FA - Proposes that the code of conduct for councilors be used and that the Sectoral Forum will reach a

conclusion in this regard.

Comments - A mumber of sections reflect the potential causes of conflict as the difference in objectives
of the two partners [Ch 4], Most potential conflicts can be avoided by a clear recognition of the
two objectives.

Should conflict arise, a clear mechanism for dealing with- and resolving it should be stipulated. This is
a normal part of most capital- and service contracts. The parinering charter [Ch 4] could include a

suggestion on how to deal with potential conflicts without initiating litigation procedures which is
ultimately very costly to the general public.

19. Penalty clauses
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FA - Requires a syster 1o deal with non-compliance to be developed within coniracts.

Comments - This should be linked to the measure of performance and is an essential requirement {o

protect the public interest.

20. Ownership and responsibilities
FA - Requires municipalifies to retain ownership of core services and allows for private “ownership’

during the contract with ultimate transfer back to the municipality. Also cautions against asset
stripping and requires that assets should be returned in a good state at no cost to the municipality.

PG - Presenis a range of ownership- and operating alternatives depending on the allocation of risk and

reward between public and private sectors.

Comments - A comprehensive analysis of this is done in this thesis [Ch 3 - table]. It should be noted
however that projects might not strictly fall into a specific category (as shown in the management
contract case study). In these instances a project could be evaluated under more than one category.
Regardless of the classification a project should be very clear on where the different ownership and

operating responsibilities lie.

21, Disgualifications
FaA - Allows for disqualification of companies contravening accepted standards and laws.

Comments - This should be strongly encouraged to ensure that unscrupulous private operators are not
allowed to place a damper on the fufure of parinerships. The danger is that these operators will
somehow gain a contract and then change their methods of operation once they are involved in the
actual operations. This could be addressed by ensuring that the measures of performance are wide

enough to flag non-performance early in a coniract,

22. Limits on financial veturns
FA - Requires a limit to be placed on the financial gains that a private contractor might make on a
project.

Comments - This is a potentially thomy issue. It is in direct conflict with a free, competitive market
economy and might be a stumbling block in the way of soliciling potential private suppliers. An
alternative way would be to ensure that no collusion takes place between bidders during the pre-
gualification period, and thereafler, to let market forces of supply and demand determine price

levels.
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In addition some contracts require 4 substantial risk for private contractors where they are locked into a
contract for a fairly long term (say five vears) at the same basic rate with an dnnual allowance for
escalation.  Some contracts stipulate a variable period, with constant review of performance

parameters, 1o ensure that a municipality obtains the best deal over the long term.

At the same time 1 is vital that a municipality oblains a realistic, market related tariff for a service. As
concluded earlier, it was this artificial price manipulation in the first instance that was in part due to
the failure of SOE [Ch 2 - conclusions]. A project should rather be evaluated agamst a wide range

of critical success factors rather than the private partner’s profitability.

23. Capacity buildine and sustainability
FA - Suggests that a contract could be structured in a way that ensures a certain portion of the proceeds

be reinvested back into the benefiting community.

Comments - Reinvestment in an economy lies at the heart of sustamable development and as such
should be encouraged. The philosophy is one of mesting current needs without compromising
future needs [Ch 2 - conclusions]. It would be helpful if the reason behind this reinvestment is
expanded on. On a practical level these objectives can also be met through the establishment of
local area businesses. Private suppliers can easily incorporate this aspect into their proposals as

shown in the management comiract case study.

24. Development obiectives
PG - Requires that the development impact of a project should be maximised to ensure issues such as

job creation, business development and skills transfer.

Comments - This aspect is reflected in the issues of sustainability above.

28, Transparency guidelines

Comments - This is commendable but should be siructured in & way that does not compromise a
private enterprise’s market share, The transparency guidelines could however be incorporated in
the working aspects of a contract. Wider participation and consultation should also form part of
the planning and pre-planning stages in a way that creates a feeling of confidence and realism in the
service expectations.

26, Guarantees and sureties

FA - Requires a private company 1o set aside a certain amount of money as a performance guarantee,
Comments - This is normal practice in construction contracts and normally range from 5-10% of

contract value. It will take some creative thought on how it may be applied over a contract of

longer duration. Regardiess of the amount, the objective is o have a sum of money available
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should the contractor be unable to meet his obligations and the client needs 1o take over control of

the contract or project.

Guarantees are normally supplied by the private contractor’s bank in the form of monies that are kept
aside for a specific use only. The bank commits itself to supply the client with the money in the

event of contractor’s default or non-performance.

At the same time it should be remembered that private contractors will take the brunt of the financial
risk and might well ask for payment gnarantees from the public pariner. This would be especially
important of contracts over a longer term where a change in an area’s political structure might

completely remove those officials who reached agreement in the first place.

27. Specific aliernative delivery options

Comments - This was discussed under 20. above.

28. Project life-cycle
Comments - Discussed in various sections above and in great detail in earlier chapters [Ch 4 - table].

9.3 Application of the Framework Agreement Principles to the
Management Contract Tender Case study

A number of projects have been identified for structuring as partnership imtiatives under the
Framework Agreement. To assess the suitability of this document as a means of providing guidelines
for structuring a project, use will be made of a different case study. The case study described in
Appendix 1: Private sector participation in solid waste disposal will form the basis of this
evalnation. ¥ contains elements of competitive bidding as well as unsolictted propositioning, and in

addition addresses a difficult area, management contracting,

Most of the current partnership proposals center around longer term contracts for bulk services supply,
such as water schemes. In a sense these projects can be viewed as almost being full fledged
privatisation initiatives. It is in the short-term, more dynamic arena of management and service
contracts where the biggest promise, and indeed pitfalls lie. Day to day needs are not being addressed
successfully and the public sector is under major pressure to perform in this area. Due to the short term
nature of these contracts there are less likely to be long term negative impact surrounding issues such as

job security, ownership of assets and private sector profit taking.
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s therefore very useful 1o be able 10 analyse the apolication of public-private partnership principles to
a service- or managernent contract. The contract in question is City of Cape Town’s potential answer
1o solid waste collection and disposal in informal housing areas. In this case the City put together a
strong project team, which mcluded an outside consultant to put together the structure, unplement and
oversee the contract. The contract itself is included in the appendix as mentioned above. Based on the
Framework Agreement - Section B : Municipal Service Parinership Regulatory Framework, included

as Appendix 2 the following can be noted.

1. Provision for a lifeline taniff - City of Cape Town has proposed a new tani¥ structure system that
allows for cross subsidisation from rich to poor, as well as from commercial o private. Although
not stated in the tender document it is reasonable o assume that tanff collection for this project
will be done under this systerm (As it is a service contract private sector tariff collection is excluded
from the process).

2. Standards and specification of work to be carried out - Except for one aspect, namely the
improvement in service that must be effected over time, all other reguirements are stated in the
tender document. 1a addition to this all the Key Performance Indicators are included in the
document.

3. Investment requiremenis - Being a service coniract, rather than a lease or concession, this aspect is
not directly included.

4. Environmental Standards - This aspect is ooted strongly around the refuse transfer poinis
management.

5. Employment Conditions - These are included comprehensively although collective bargaining 1s
not referred to. Terms of employment {mmimum duration) are aiso mcluded.

6. Financial issues - Addresses the issue of checks and balances by way of requesting price levels to
be fixed for either a three- or five vear period. Also requires thé proposal of a financial and
management plan within the first month of appointing the private supplier. In addition it allows the
municipality to ‘take over’ the contract in the case of non-performance by the private pariner.

7. Momtoring - This aspect is covered in great detail and if implemented will allow the mumicipality
enough information to assess whether contract requirements are indeed being met.

8. Dispute resolution and penalty clauses - All these aspects are covered. In addition, it allows the
mumicipality to fake over management responsibility in the case of non-performance by the
successful bidder.

9. Social Reinvestment - Not referred to in this particular contract.

10. Reporting to the municipality - This aspect is specifically requested in the tender.

The contract team managed to produce a document that allows for inclusion in the competitive process
of even relatively unskilled bidders. Documentation is written in a way that is clear and easy to
understand. Al aspects relating to the guality and standard of service to be rendered are clearly

described. Omne example of this is the section that deals with the initial clean-up and street cleaning.
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The document expands the standard of sweeping by describing the cleaning process as one in which
“all particles too small to be collected are to be swept in heaps and then collected, in the case of paved
roads”. In this way very little doubt can exist as to the exact requirements. All other aspects are

described in similar fashion.

In addition to describing the service the document also opens the door for solicitation of ideas from the
private sector when 1t requires the bidder to suggest ideas of how this project could be used to address
issues such as empowerment, establishment of SMME and other. It also requires the successful bidder
to present to the mumcipality, within a certain period of the start of the contract to submit & detailed

plan of action for how the service will be supplied.

Although at the initial stages, this project presents a firm and courageous step in the direction of private
sector participation in public service supply.
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9.4 Similar Frameworks elsewhere - A Canadian perspective

8.4.1 Introduction

In order to provide a benchmark for the Framework Agreement Document it will be useful to evaluate
a similar document elsewhere. The document chosen is the Province of British Columbia’s Best
Practices Guide to Evaluate Public-Private Partnerships. The first edition was compiled in January
1998 by the Ministry of Employment and Investment and as such provides a current model which can
be used for comparison. This will be done by briefly reproducing the structure of the document and

then expanding on a number of issues.

Finally a number of conclusions on the document and its relevance 10 the South African Framework
will be reached.  As before they will not be shown here but will rather form part of the systems chapter,
Chapter 5.

942 The Best Practices Document

The basic structure of the Canadian document as well as expansion of selected sections as follows. To

distinguish between the two the sections are shown in one ftypeface and expansion er

commments in another.

. Foreword

In the foreword this document states that it is an advisory guide to assist interested parties such as
government and potentinl private sector parmmers throughout the planning, approval and
implementation of public-private partnerships. It further states that parinerships are viewed as
a means of providing public infrastructure with less public capital. To regulate matters, an
Economic Partnership branch, similar {0 South Africa’s Sectoral Forum was brought info

being,

i What is a Public-Private Partnership ?
A Background
In the Canadian context the government of British Columbia established a joint industry-
government Task Force to investigate the viability of PPP as a means of procuring
public infrastructure in 1995, One of the tasks was to produce a framework

document, which was done in 1998,

B. Defining a PPP
The definition adopted has been cited earlier in the thesis as a partnership between the public
and private sectors where there is a sharing of risk, responsibility and reward, and

where there is a net benefit to the public. This is then expanded to include activities
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l'lx

C.

such as design, consiruction, financing, operation and maintenance and suggests that

revenue may be through tariff collection of user fees.

The objective of the PPP Initiative

The document states that government is faced with demands on infrastructure that exceeds its

D.

ability to fund. Through the use of alternative revenue and financing sources, PFP
may offer government the ability to provide more infrastructure sooner, for less cost,

and by incurring less taxpayer supported debt than with radirional methods.

Expected Benefits from a PPP

It is stated that PPP are expected 1o provide substantial benefits 1o users and taxpayers. The

Government specifically sees PPP as producing benefits that will:
® result in innovative designs and new approaches

® identify financing options resulting in less of a burden on taxpayers

Determining whether a project is a good candidate for a PPP

A,

Criteria for a PPP

A number of critical success factors are required before a project can be structured as a PPP.

B.

In particular the framework requires that :

® Value for money must be achieved through the lowest combination of
capital, operating and maintenance costs over the duration of a project.
Allocation of risk is an important factor in determining value for money.

® The public’s interest must be protected. Al aspects of o PPP arvangements

must be able to stand up to public scrutiny.

Safeguarding the Public Interest

This aspect is put into a useful context in this document. It notes the government’s role as

C.

being one of guardian of public interests, asset owner, enabler of partnerships,
procurer of public infrastructure. It states that the public’s interest in this confext is of
the utmost importance. It suggests that the . government should under cerfain
circumstances honour their primary obligations if, for example government control
over public policy could be in jeopardy, if there is an overriding need for the
government fo provide a specific public service, if there is no prospect for
transferring significant control or risk to the private sector, or, if a project is covered

under existing contractual arrangements.

When to consider the PPP Method of Procurement

The document states that in general a project will be a candidate for a parinership arrangement

if
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there is potential for significant and cosr-effective transfer to the private
sector

there is substantial scope for innovative design, construction, operation and
use

there is an opportunity to generate revenue

the PPP nature of the project is supported by the public

there are successful PPP precedents for the project

. How to Proceed with a Public Private Partnership

A Step 1 ; Pre-Planning, Planning and Approval
1 Needs Analysis / Strategic Planning
2 Treasury Board Approval of Long Term Capital Plans
3. Project Identification and Definition
4 Capital Project Request and Treasury Board Approval
5 Project Brief and Specific Project Approval

B. Step 2 - Requests for Proposals

1.

One step and Two step Proponent Selection Process

As noted earlier in the thesis this two stage approach has the advantage of short

2.

listing the potential private pariners as well as to assess technical,
managerial, experience and capabilities of their project team. It may also be
used where there is a need to solicit ideas, innovations and creative

solutions for further development during the next stage.

The Request for Expressions of Interest

This document stipulates that a Request for Expression of Interest should at a

3

minimum contain

® detasls about the selection and adjudication process

® description of a project’s physical details

® administrative requirements

s the specific roles that the privaie parimer should play (financial,
operational, managerial)

® details with regard fo skills development and labour practices

® a section where private partners can describe their ideas, approach

or innovations

® definitions of terminology used

The Request for Proposals

This second stage process should include details such as
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® the objectives of the government’s request for proposals (RFP)
Process

® general requirements relating to the RFP

& an indication regarding transparency as well as privacy of
information

® a “hase-case’ with enough information to allow proposals to be
based upon

s nstructions as to how to prepare the RFP as well as evaluation
criteria

® project requirements

® requirements for detailing the allocation of risk and reward

® government’s expectations regarding project financing

» market assumptions to be used by all proposals

4, Setling Evaluation Criteria

One important aspect here is that evaluation criteria should be measurable.

5, Value for Money

Value for money 15 described by this framework as the procurement that pmducés the
most cost-effective solution andfor produces the greatest economic and
social benefits. In addition a project should state how long tax-paver
supported debt will be required. Detailed risk allocation and financing

structures is therefore critical.

8. Freedom of information

The document requires full disclosure of information, but to address the potential
compromising of private secior’s market share it does not require
information which might :
® significantly prejudice a private company’s competitive position or

interfere with a contractual arrangement

® contravene or ha;fm public interest
s result in undue loss {or gain) to any person or organisation
7. inteltectual Property

Proposals become property of the province and private orgarisations should stipulate

those aspects that should be protected in their own market inferest.
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c. Step 3 : Evaluating Proposals and Selecting & Proponent

1. Assembling a Proposal Selection Panel
2. Analysing and Assessing Proposals
3 Proposal Selaction
D. Step 4 ; Negotiation and Contract Award
1. Treasury Board Approval fo Negotiate with the Successiul Proponent
2. Final Contract Negotigtions
During this stage no changes should be made to fundamentals of the request for
proposal bids.
3. Contract Award
E. Step 5 : Project Implementation
1. Contract Management
2. Project Review

The intention is that the success {or not) of a PPP be evaluated towards the end of the
project. At @ minimum a report should be produced detailing aspects such

as
® an analysis of the project for all phases of its project life-cycle
® a project delivery timeline comparison with the base case
o a final project cost comparison with the base case
V. Unsolicited Proposals
A What is an Unsoclicited Proposal

This is & written submission from a private organisation not soliciied through 2 formal request
for proposal process, or the proposition of a business relationship for the

procurement or operation of a public service,

B. Process for dealing with Unsolicited Proposals

This is an important aspect which public authorities might be faced with. In all cases itis
suggested that the Treasury Board be contacted in the first instance o allow the
project to be included on its list of capital projects (if not on already) and then either
1o initiate a competitive bidding process o1, enter inio negotiations with the private
concern. In all cases correct procedures and disclosure of information guidelines are

1o be followed.
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