Trends and developments of value for
money: evidence from China







1.VFEM analysis as a PPP theory and
methodology

* One of the ma{_or.developments of encouraging private
finance in public infrastructure and service is the .
Introduction of VFM analysis in the ppp decision-making
process.

« World Bank:
« OECD: study found that 19 of 20 surveyed countries apply some
kind of value for money assessment to proposed PPPs.

« UNCITRAL model PPP law.

» The theoretical logic is like this: PPP is only justifiable when
It can achieve greater VFM than other procurement and
delivery models




challenges

» This raises challenges for policy-makers: how to assess the
value for money of different procurement and delivery
options—that is, carry out “value for money (VFM)
analysis” —and how to use the results of this analysis in
PPP decision-making.

» the approach to and use of this analysis is evolving, and is
often the subject of controversy and debate.

 Both developed and developing countries are facing
challenges in developing and implementing appropriate
VEM methodologies.




« One challenge-vfm and other project appraisal exercises

« VFM analysis is only a part of a typical PPP project
appraisal process. Other PPP appraisal criteria typically
iInclude the feasibility and economic viability of the project
(that is, does the project provide VFM, irrespective of its
Implementation as a PPP or other contractual model); its
commercial viability (that is, whether the project is likely to
be able to provide adequate return to attract goodquality
investors); and its affordability, or fiscal responsibility,
social and environment impact assessment.




« Another challenge:

« many governments turn to PPPs not necessarllly as the best value for mone
approach for implementing a project after ana )(zmg all the options, but rather
because there is seen to bé no realistic public alternative in the face of financial
or implementation capacity constraints.

In Bartlcular, one of the most common reasons for governments to turn to

PPPs is the perception that PPPs create “fiscal space” to enable accelerated
iImplementation of infrastructure progjects. This is particularly the case for PPPs
involving user_charges, which can raise additional revenue for funding
Infrastructure investment

« hence an impetus tg implement projects as PPPs irrespective of
whether doing so will create better value for money,

« The motive undermines the real utility of VFM anal%/sis: In such cases

VEM analysis may appear less relevant as an input to decision-
making.



« A much more fundamental challenge concerns the notion
of VALUE:

« Evolving nature of the concept of VFM and the resulting
methodologies

« VALUE for money historically refers mainly to fiscal or economic
implication, economy, efficiency and effectiveness

« However, VALUE has attained much more values in relation to
Social, environment and economic benefits and has been widely
recognized by procurement laws, such as UNCITAL model
procurement law



QUESTION

« SHOULD any VFM assessment exercise also embrace such
development of VALUES



VFEM analysis in Chinese PPP

policy
Q Introduction of VFM
e VFM: concept and methodology

VFM: sustainable and inclusive
factors




Introduction
of VFM in
China

Before 2014: Attracting investment. Concession has a long history
in China, but no VFM requirement
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M VEM: concept in Chinese
Policy

1.VFM: PPP project identification Whether the peoject
=PPPIREIR B EzAY#Z 0 TE should go as a PPP

2.Qualitative analyses based and quantitative
analysis encouraged

3.Concept of initial VFM and continuous
assessment (I177%£[2016]1185)




@ gualitative analysis: sense-checking the rationale for using
PPP—that is, asking whether a proposed project is of a type likely to

be suitable for ppp.
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qualitative analysis in the VFM Analysis Guideline

At moment project inception is based on qualitative analysis. Quantitative analysis is encouraged and

can be referred to .

gualitative analysis includes 6 basic criteria (weighted 80%)such as the extent of project life cycle

integration, risk identification and allocation, performance orientation and innovation, potential

competition, government’s capacity and bankability

« project life cycle integration: integration of project design, finance, construction, operation and
maintenance over project life. I H ¥ it, fEm—&. N\ —@ie, &FFTE, & RN LG],
LS AR ERA AR R, W2 R, BERRREE

» risk identification and allocation X\f& 5 54 Eofebrn F EEZATH 4w AN, SREFER
B RS IRAFEBUR It =R AZ T & H . a8 NSH%, [BERREEE, BT.

« performance orientation and innovationZi 2% 7] 5 5 il €1 18 br £ BB A% 2 15 13 3L DAL A B0 A
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 Government capacity: BUNHLIRE /1 et EEZ R BUN AR e LIRSS . IEIBEL) . fTEURE A
WH AT E F4ERE ). PPP center, government leadership, strong coordinating office, ¥ 5 All IiE
ML), SENLRKIZE, ARS 5T

»  Bankability: 7] &l 5% 14 645 £ Z R IUH TR 5E ) .

Supplimentary criteria (weighted 20%) : other impact factors such as scale of the project, expected
project life, accuracy of life cost measurement, potential operatonal revenue increase, sector
demonstration effect. 44 iy B B CAS I S AEREVE . I8 EWRAIEKIE 71, AT MR yEmEE:,
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Quantitative VFM analysis

Quantitative VFM analysis has typically involved comparing two options: a

“preferred” PPP model, against a PSC.

« Presumption that output performance(including perhaps inclusive and
sustainable goals) of the PPP modality is the same as that of the
conventional procurement modality

* Requires maximum VFM

* Requires output performance-which is usually not the case
* Requires sustainable and inclusive goals

* In many cases the output performance is not the same

« Comparative to PSC requiring sufficient benchmarking information which is
usually not available due to either lack of earlier projects or accessible data.

PSC is the sum of the CURRENT whole life cycle values of the three costs
below:
« the net cost of the construction, operation and mainaince of the
reference project;
« competitive neutral adjustment value, and
 all risk cost of the project



Comparative to an identical or similar project (a real project)that is procurement
conventionally within recent 5 years in an identical or similar region whose
output performance of is the same or similar to the proposed PPP project.
Comparative to a hypothetical mode of most practical, effective and efficient
conventional procurement model

Sustainable and inclusive indicators should be included in VFM assessment?
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VEM analysis and inclusive

criteriai?t IR R AT A MR SLRETE. (PR,
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Case studies : selected PPP projects
contributing to sustainable and inclusive
development

OBeljing Winter Olympics (2022)-- short track speed skating
Stadium PPP project for Sustainable development

OPPP projects for the targeted poverty alleviation

OPPP project for promoting the equal access to basic
service for both urban and rural residents

OEnvironment service to both urban and rural residents



Purpose of the case study
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beljing Winter Olympics (2022)-- short
track speed skating Hall PPP project for
Sustainable development
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ZIMEERITHH81.35 (KF605>) , VFM EH 1.11 25T (AF 0) , VFM 1885
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« Other 2022 Olympic projects

« Chongli Prince City: local rural labors and residents



3.3.2 PPP projects for the targeted poverty

alleviation
" omo A Stastics show that until August of
. 2018, there are 72 PPP projects with
. . the purpose of poverty allievation in
. 7 the national PPP projects library of
2 1,000,000.00 M O F
: e e The total amount of the investment
PRSI EhPEE achieved 74,426 millon RMB (around
& {: S ﬁ‘" ¢ %y%ﬁ o es 10,632 million U.S.A Dollar)
’ d * In terms of both the amounts of the

%

PPP projects and the value of the
contract, transport sector Is the most
Important field to alleviating poverty
through PPP.
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OUR SPECIAL REPORT: the factors
considered in these PPP projects to
alleviate poverty

»Compare the potential impact on the targeted poor group covered
by the project between the potential models

»Precisely target the poor group covered by the PPP project

»Consider the affordability of the poor group in the PPP project
providing basic public service

»Ensure that the project managers obtain the capability of alleviating
the poverty

»Advocate the participation_of the poor group during the
implementation of the project.

»Design the specific transaction structure for considering the benefits
of the poor

»Consider the special risk in the PPP for poverty alleviation



Environment PPP-integration of urban and rural
environment governance

ESREXTFEIFERMMRREZNFEM 2IRBZNESEN Bk (2014]) 605
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% 4-4 PPPETENR (R{I: J30)

33 ¢ EEM
FFeE mE &t 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
1 2 3 4 5 L] 7 8 9 10 11
1 i W A3 At 7,351 7,644 7,950 8,268 8,600 8,944 0,303 9,677 10,066 | 10471
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1.2 AR 2 188 188 188 188 188 188 188 188 188 188
2 P2 B 8 10 10 10 10 10 10 10 10 10 10
3 X HBEEST 7,361 7,654 7.960 8,278 8,610 8,954 0,313 0,687 10,076 | 10481
BOE 6,877 6,912 6,047 6,984 7,020 7,057 7,005 7,133 7,171 7.210
PPP & 70,405
=45 PERFETERE
- o E B fr
PSC € 73.052 Vabiw J\E /_L'_E %
PFP & 70,405 Yl \$1/\
VFM E{& 2 647 Vabiw
VFM #5251 362% %




3.34 Basic education for all- educational PPP projects of
integrating urban and rural areas
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34.2 BEGCEX
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conclusions

1.The Chinese prioritizes sustainable and inclusive development
strategy including equal access to fundamental public services, green
development, poverty alleviation, by which PPPs play significant role.

2.PPPs provide better opportunity for sustainable and inclusive
development, integration of rural and urban development. The output
is usually indicated in the government PPP implementation plan, but
not include in the VFM assessment.

3.VFM marks milestone development for China. some elements of
sustainable and inclusive impact are included in the qualitative analysis
but needs to be improved. Quantitative analysis is encouraged but is in
early experiment

4 VFM as an early project decision is important, but as important is to
design awarding criteria that help attain best VFM

5.China is also endorsing sustainable VFM exercise, and the VFM guide
iIs in the process of revision







