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1.0  OBJECTIVES AND BACKGROUND

1. Public private partnerships (PPP) can provide private capital, technology and management, for the provision of
public services.

2. Under a partnership model, PPP should provide:

i.  Improved service and efficiency;
ii. Capital (both debt and equity) that is raised independently of the government’s fiscal accounts and debt
stock; and
ii. A more decentralized approach to public services.

3. Assuring achievement of these goals requires continuing government initiative in

a. Developing an overall infrastructure/PPP plan.
b. Setting terms for individual franchises.
c. Providing
i.  “Affordability” subsidies in certain cases where economic and social returns, but not returns on equity,
are attractive and the Government wishes to avail of private initiative. These subsidies are often
referred to a “Viability Gap Funding” or VGF, a term which puts emphasis on input rather than result.
ii. “Other support’ including both financial and risk sharing as well as general assistance such as
provision of security.
d. Selection of PPP investors and continuing supervision of projects to ensure they meet their agreed goals.
e. Adjusting terms and conditions, if appropriate, as the projects run on.

4. In aggregate, these activities shape the PPP program and make individual projects possible. The purpose of
this paper is to explore the issues around government involvement, especially items 3c and 3e above. The other
items are covered in various ways in other Policy Briefs as well as by existing laws and Implementing Rules &
Regulations (IRR). The overall attractiveness of both the PPP program as a whole, and individual projects, will
be a function of how well the Government blends the various elements at its command, including those which
are listed above.

5. The objective of this Policy Brief is two-fold:

a. To identify the generic types of Government Share (or Support) that can be extended by GPH to PPP
projects through the sharing of the cost and risk of implementing and/or operating such projects, the specific
instruments that should be used to effect the support and recommend those that are preferred; and

b. Toidentify issues involved in the budgeting, monitoring and management of this support.

6. Within this framework, we give special emphasis to the issue of “Viability Gap Funding,” or perhaps to use a term
more accessible to the Philippine public, “Affordability Support,” which comes into play when the overall
Economic Internal Rate of Return (EIRR) of a project is attractive but the likely return to investors (FIRR) is
insufficient to meet their requirements without some degree of Government subsidy.

7. As set forth in Table 1 below, the view taken in this paper is that “Government Share of Project Cost,” as a
component of Government Support, includes:

a. Actual transfers of funds, rights and tangible assets to PPP projects, some components of which are often
referred to as “Viability Gap Funding” as well as “hybrid” projects; and

b. Contingent commitments to PPP projects (“Contingent Liabilities”) which have an economic although not
necessarily an actual financial cost, the value of which can be estimated statistically.
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8. A recent development has been that GPH itself is entering in its own name (actually through GPH Departments)
to “Availability PPP Projects,” where the PPP project itself makes investments in order to provide services to the
government or on its behalf which are reimbursed under PPP-style contracts This is similar to the UK's PFI
(Private Finance Initiative) program which has been running for many years. The obligations under these GPH
Availability PPP contracts are analogous but not the same as the Contingent Commitments created where the
GPH is not itself a party to the underlying transaction.

9. Our understanding is that the GPH, in principle, recognizes that while support in the form of grants or
assumption of contingent commitments may be necessary to some degree to facilitate PPPs, GPH wants to
control its financial exposure and risk levels in the context of fiscal stability. From this perspective, GPH faces
several related issues:

a. Setting forth guidelines for structuring of PPP deals, so as to calibrate Government Share of PPP project
cost while “getting the deal done”;

b. Determining actual types, terms and levels of GPH costs to be provided and structuring their extension in
ways that are consistent with Congressional appropriations authority. This may include subsequently
altering terms to deal with emerging problems or opportunities without increasing actual “Government
Share” payments or risk exposures;

c. Providing the requisite level of comfort to investors interested in bidding for, and implementing, GPH PPP
projects; and

d. Defining management processes for Government Share.

10. The paper is organized as follows:

i.  Objectives and background (this Section 1)
ii.  Policy Matters concerning the substance and legal form of Government Share
Current Practices and Issues (general) — Section 2
Background and issues relative to VGF — Section 3
Recommendations as to VGF — Section 4
Recommendations as to other Government Share/Support issues — Section 5
ii.  Process Matters for managing Government Share over time
iv.  Summary of Recommendations — Section 7
v.  Appendices:
| - Alternate Table 1 showing which types of PPPs use which Government Support Instruments
[l - Notes on International Practice — Government Share
[ - Notes on International Experience - Viability Gap Funding
IV - Extracts from GPH’s 2012 Fiscal Risk Report
V' — PPP Nomenclature: Assessment and Specific Recommendations
VI - Definitions
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2.0

1.

12.

13.

14.

POLICY MATTERS - CURRENT PRACTICES AND ISSUES

In its existing PPP program, GPH has provided Government Share by way of accepting a number of Contingent
Liabilities arising from the terms and conditions in the project agreements. It has also, on a project-by-project
basis, extended grants to some projects with the objective of reducing investment costs for the PPP sponsor,
covering revenue deficiencies thereby inducing lower, more affordable, tariff levels while at the same time,
permitting the private party equity a reasonable rate of return on its investment and reducing revenue uncertainty
by assuming market risk. There is no formal policy framework for authorising and managing grants and subsidies
for PPP projects, except that land is normally provided by government through a ROWA provision.

Each existing and prospective PPP project costing up to PHP 300 million for national projects and PHP 200
million for local government unit (LGU) projects is approved for tender by the NEDA/ICC, using requirements
defined in the ICC Guidelines and the IRR. Projects in excess of these limits must be approved by the NEDA
Board upon ICC recommendation. Each involves a package of direct terms and conditions as well as
Government Share, as needed. GPH may be willing reluctantly to assume full, or partial, Operating Risks in
Concession PPPs. (PPP best practice is to assign the risk to the party best able to bear it.) GPH may also be
asked to backstop commitments under Availability PPPs undertaken by Government Owned and Controlled
Corporations (GOCC's).

Table 1 below identifies a variety of economic and financial instruments that can be used to support PPPs and
whether they are in current use in the Philippines. Note that the terms “Performance Undertaking” and “Credit
Enhancement” under Sections 13.3(b) and (e) of the Revised BOT Law’s IRR are overlapping and also are often
(misleadingly) called “contingent liabilities.” In the table, we use “Performance Undertaking” and suggest a
clarification of nomenclature in Section 7, paragraph 82 of the IRR. Table 1 excludes “Performance
Undertakings” and other forms of guarantee in which one level of government provides the PPP investors the
assurance on behalf of another level of government which normally has an independent charter and Board of
Directors (or a GOCC). However, it is included if the offering level of government creates an additional obligation
of its own in favour of the PPP investors. We do not believe that a GPH Performance Undertaking or similar
instrument issued to support other levels of government (or a GOCC) in itself increases project risk on the simple
argument that Governments will in all likelihood support, unless it has clearly stated otherwise, the operations of
their agencies, corporations and the like.

Broadly, Government Share of project cost, as set forth in the table below, is made up of four components: (a)
Viability Gap Funding (VGF although the term is not yet formally used in the Philippines), (b) Coverage of
Contingent or Direct Liabiliies documented as GPH PUs; (c) Incentives; and (d) certain types of credit
enhancements. Incentives are not of immediate interest in this paper because they can apply to projects other
than PPP. Although we think they make sense, we will not include Incentives as part of Government Share and,
for the purpose of this paper, will generally disregard items (e) and (j) in Table 1 below. The term “Hybrid” has
been put in quotation marks since that name, and indeed the full evaluation of the underlying ideas, remain
under discussion. See the definitions in Appendix 5 as well as paragraph 69k below. It should also be noted that
GPH can provide benefits which are the functional equivalent of what it provides directly as Government Share
by altering the terms of the Concessions and Availability contracts subsequent to the launching of the PPP.
Amongst the possibilities is re-extension of concession tenors which can provide additional net revenue either to
make up, for example, for losses caused by political force majeure, or to provide funding for additional
Investments in the short term which are remunerated by longer-term eamings. Finally we note that GPH itself is
making use of “Availability PPPs” that sell services or provide them to third parties against payment by GPH
itself under long-term contracts.
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Table 1
Government Support Instruments for PPPs

OBJECTIVE/INSTRUMENT DIRECT COST CONTINGENT or PHILIPPINE
(at GPH Level) Can be  budgeted INDIRECT COST CURRENT
although with some | Can be statistically | USE/IRR

degree of uncertainty in | valued but estimates = Reference
some cases are much less useful for
budgetin

Ensure Revenue Contractual Certainty
(@) Contractual Agreements or
Performance Undertakings — Force

Majeure

o Relief and Compensation from No Yes 13.3b/e
Uninsured Natural Force Majeure,

o Compensation for Political Force No Yes 13.3ble
Majeure,

(b) Other Contractual Agreements or Per-
fomance Undertakings to support

o Take or Pay Arrangements Yes Yes 13.3ble
o | eases, capacity payments Yes Yes 13.3b/e
e 0O &M Contracts Yes Yes 13.3ble
¢ MYOA Yes No Not a” real” or
legally binding
assurance
Lower Implementation Costs
(c) VGF — (Capital Investment Subsidies ) Yes No 13.3a
(d) ROWA Provision Yes No, although final cost 13.3alc
uncertain
(e) Import Tax Waivers Yes No Yes
(f) Security assistance during Construction Yes No 13.3g

Minimize Operating Uncertainties

(g9) VGF, Other Operating Subsidies Yes No 13.3¢
(h) Output Based Assistance (OBA) Yes No No
(i) Other Performance Undertakings No Yes 13.3ble
o Formal Revenue Deficiency Guarantees No Yes Regulatory act-
10N assurances
e Shadow Tolls No Yes No
() Tax Holidays Yes No Yes
Mobilization of Capital
(k) “Hybrid” Projects incl. GFI Loans No Yes 13.3a
(I) Government Equity Yes No Only if through
GOCCs invest-
ting in PPPs
Other
(m) Support of PPP development through Yes No Yes
PDMF
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a. VGF tools can be said to include Capital Investment Subsidies (item c¢), Operating Subsidies (items, (g), (h)
and (i) which include revenue deficiency guarantees, shadow tolls and other similar support, Output Based
Assistance (item h), “Hybrid” project arrangements where GPH makes assets available to a project under
various legal structures (in lieu of other forms of subsidy) to the extent that they are concessionary (item k).
We do not include Project Preparation Support through PDMF (item m) because this is to be reimbursed by
the first ranked bidder. We also exclude Security Arrangements (item f), as this type of support is generally
not regarded as optional and appears to be a standard form of support from one country to the next; ROWA
(Right-of-way or more broadly, site acquisition) is provided to all projects. It is considered part of the 50%
limit on capital grants.

b. As mentioned in the table, Contingent Liabilities (item a) include relief and compensation from political force
majeure and natural force majeure, when insurance is unavailable or exorbitantly priced. GPH’s exposure to
such events must, of course, be negotiated (See below). The remedy may be as extreme as a Government
Termination Payment. Contingent liabilities also arise from the functional equivalents of contingent
Operating Subsidies, such as the revenue deficiency guarantee, ridership guarantees and hydrology risks.

c. Certain instruments are used for Availability or Concession PPPs only; others may be used for both.

d. In respect of Government Share for Unsolicited Projects, the only credit enhancement currently allowed is
for Take-or-Pay or similar agreements extended to Availability PPPs (where the project is supplying the
Government or one of its agencies or GOCCs).

15. To date, GPH has provided on a case-by-case basis, Operating Subsidies mainly to toll roads, hydroelectric
power plants and the EDSA MRT line. In the sections below as to VGF, GHD has recommended (with the
exception of projects with low capital and high operating costs such as the Orthopaedic Hospital),
discontinuance of Operating Subsidies such as revenue deficiency guarantees. Instead, GHD suggests that
GPH should focus on the use of VGF in the form of capital grants in those cases where VGF is employed as a
form of Government Share. When structured in this manner, operating risk is better apportioned between the
public and private parties.

16. All of these items have cash values which can either be projected or measured statistically and aggregated, i.e.
the “portfolio” of Government Share, can be measured and managed just like any other portfolio. It is important
to look at all these items together, not only in terms of “what the Government is doing for PPPs,” but also
because all items have impacts (at different levels of predictability) on the GPH's fiscal position. The aggregated
view may suggest risk mitigation strategies such as high-attachment-point insurance, extra physical backup,
emergency planning, efc.

17. The “Government Share Risk Portfolio” at present is generally implemented under authority of the BOT Law
through the issuance of Performance Undertakings (‘PUs”), which may be considered to be “Credit
Enhancements™ (IRR 13.3b) as well as actual “Performance Undertakings” (IRR 13,3e). It should be noted that
actual budget commitments, e.g. for MRT 3 or other projects receiving subsidies, were not counted as
‘contingent” or “potential” liabilities in the Castalia study. We have recommendations below concerning
Department Contracts, DOF PUs and the management of GPH's overall PPP financial/risk exposure in Section
6.

18. Our understanding is that GPH has taken some measures to value the various Government Share items for
fiscal planning purposes and, per the 2012 Fiscal Risk Report (Paragraphs 23, 25, 52, 54, 55, reprinted in
Appendix 1V), stress the need to upgrade the GPH’s approach to managing these items. The only actual
valuation of fiscal risks attached to the PPP program of which we are aware was conducted by Castalia Strategic
Advisers in respect of the position at the end of 2008. The Castalia project was based on general international
fiscal management best practice but reflected particular concerns, expressed in various press articles and
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19.

20.

2.

22.

23.

24.

academic studies as to apparently ballooning liabilities arising from the 1990s’ electric power developments.
Castalia found that, for the projects it could value, mainly electricity and water, there was a:

i.  Gross potential exposure of PHP 225 billion;
ii. A netexposure of PHP 61 billion which took account that the required termination payments meant that
the GPH achieved control of the underlying project assets in return; and
ii.  AnExpected Value (based on a Monte Carlo probability analysis) of PHP 18 billion.

The valuation:

a. Excluded much of the electricity liability on the grounds that the “Universal Charge” for stranded assets
would cover much of that cost;

b. Could not account for GPH contingent liabilities in most toll road projects since the Toll Regulatory Board
(TRB) refused to furnish needed documentation. (The problem in this case arises if the TRB declines at
some future date to approve tolls in line with the parametric pricing agreements embedded in the
concession documents thereby leaving GPH to make up the difference); and

c. Assumed that the Government would not otherwise interfere with the projects (“political force majeure”) and
thereby trigger Buyout Payments under the PPP agreements.

On the basis of what seemed to be a modest exposure in comparison to the national budget, Castalia
recommended and, according to our understanding GPH agreed, that a relatively modest monitoring and
management program under DOF would be sufficient at the time to manage PPP-related fiscal risks.

Government Share tools are deployed in the context of fiscal and other legal standards. Pertinent characteristics
of the Philippines’ budget process are as set forth in Paragraphs 22-34.

Appropriations by Congress for infrastructure generally run for two years’ maximum. During that term, the
appropriation must be obligated and disbursed. PPPs are long term (i.e., across several Administrations in the
Philippines). They depend on stable contract relationships with the official franchise grantors (“Concession
PPPs) and stable long-term services and other contracts with off-takers (“Availability PPP’s), including GPH
entities. In principle, GPH could assure these conditions by way of comprehensive, enforceable Project
Agreements, setting out terms and conditions, and (where GPH is not the direct contracting party) by issuance of
GPH Performance Undertakings to assure investors of the proper discharge of the actual Agreements (“Terms of
Contracts” Per Appendix V). The Philippine Constitution is clear that any funds to be disbursed, either under
contracts with franchisees or to entities selling goods and services to the Government, are subject to prior
appropriation by Congress. This condition is not unique to the GPH, as discussed further below, and other
jurisdictions generally have the same appropriation requirement for the payment of money out of the treasury. To
date, the GPH has fulfilled its contractual obligations and the GPH Congress has appropriated funds.

Relative to budget issues as mentioned above, GPH makes use of “Funds,” such as the PPP Strategic Support
Fund (SSF), which may have appropriations approved by Congress, with actual cash funding thereof by the
Department of Budget and Management (DBM) subject to approved project requirements, budgetary exigencies
and cash management. Currently the SSF must be committed within one year of Congressional appropriation
and must disburse appropriations over a two-year period or they disappear. Funds are also set up for specific
Departments. (In paragraph 49 and 58 below, GHD suggests that this availability period is insufficient for PPP
projects requiring VGF, which may require periods of up to five years to prepare, tender, arrive at financial close
and disburse for construction).

Although GOCC's and other sub-national entities can freely enter into long-term contracts, Departments of the
Executive Branch face constraints from doing so by the short-term nature of the appropriations process as
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25.

26.

27.

established by the DBM and Congress. For example, Departments have relied on MYOA certificates issued by
the DBM as a legal basis for execution of long-term contracts in order to enter into an Availability PPP, (under
the terms of the PPP, an obligation is imposed on the Department to make deferred payments for goods and
services under a take-or-pay instrument [or its equivalent], the expiry of which may extend many years into the
future). The MYOA, which contains an annual breakdown of the full project cost, obligates the Department and
the DBM to prioritize in their budget proposals for the ensuing years the amount programmed for payment under
the long-term contract but it is NOT a firm assurance of payment (i.e. that Congress would appropriate money)
even assuming the contract terms are fulfilled by the private party, as the Supreme Court ruling explained in the
following paragraphs confirms.

In the Francisco v. TRB case, the Supreme Court held that the following provisions violated Presidential Decree
(PD) No. 1112 and were also unconstitutional:

a. MNTC Supplemental Toll Operation Agreement or STOA, Section 11.7: To insure the viability and integrity
of the Project, the Parties recognize the necessity for adjustments of the AUTHORIZED TOLL RATE .... In
the event that said adjustment are not effected as provided under this Agreement for reasons not
attributable to MNTC, the GRANTOR [TRB] warrants and so_undertakes to compensate, on a monthly
basis, the resulting loss of revenue due to the difference between the AUTHORIZED TOLL RATE actually
collected and the AUTHORIZED TOLL RATE which MNTC would have been able to collect had the ...
adjustments been implemented" (MNTC Supplemental Toll Operation Agreement); and

b. SLTC STOA, Section 8.08: In the event the Authorized Toll Rate and adjustments thereto are not
implemented or made effective in accordance with the provisions of this Agreement, for reasons not
attributable to the fault of the Investor and/or the Operator, including the reversal by the TRB or by any
competent court or authority of any such adjustment in the Authorized Toll Rate previously approved by the
TRB, except where such reversal is by reason of a determination of the misapplication of the Authorized Toll
Rates, the Grantor shall compensate the Operator, on a monthly basis and within thirty (30) days of
submission by the Operator of a notice thereof, without interest, for the resulting loss of revenue computed
as the difference between:

the actual traffic volume for the month in question multiplied by the Current Authorized Toll
Rate as escalated and/or adjusted, that should be in effect; and

ii. the Gross Toll Revenue for the month in question.

"The obligation of the Grantor to compensate the Operator shall continue until the applicable Current
Authorized Toll Rate is implemented."

According to the Supreme Court, PD 1112 expressly prohibits the guarantee of security of the financing of a toll
operator in connection with its undertaking under the Toll Operation Certificate, making these clauses illegal. The
Supreme Court added the TRB, by warranting to compensate MNTC [and SLTC] with the loss of revenue
resulting from the non-implementation of the periodic and interim toll fee adjustments, violated the
constitutionally guaranteed power of the Legislature, to exclusively appropriate money for public purpose from
the General Funds of the Government. The TRB was viewed as having taken exclusive authority granted to
Congress to appropriate money that comes from the General Funds, by making a warranty to compensate a
revenue loss under Clause 11.7 of the MNTC STOA [and Clause 8.08 of the SLTC STOA]. The Supreme Court
referred to Article VI, Section 29 of the Constitution, which states that no money shall be paid out of the Treasury
except in pursuance of an appropriation made by law.

Francisco can be understood to support the extreme view that without prior appropriation, Government cannot
even enter into a contract in which it is obligated to pay money out of the National Treasury (as shown in the
separate opinion of Justice Antonio Carpio in the case of Suplico v. NEDA). This view may be derived from the
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Supreme Court's reference to the Radstock case and the provisions of the Government Auditing Code.
However, a contrary view may be taken, that is, the provisions of the two STOAs were considered
unconstitutional by Francisco primarily because they operated as usurpation by the Executive of the Legislative
prerogative to appropriate funds. The ruling does not apply to all forms of contracts or obligations, including
BOTs. In an earlier case, pertaining to the counterpart provision in the 1935 Constitution, the Supreme Court
said that appropriation must be made only on amounts immediately demandable. It is also worth considering that
with regard to PPPs, there is explicit authorization under the BOT Law for government to enter into the PPP
contract variants -

"SEC. 3. Private Initiative in Infrastructure - All government infrastructure agencies, including government-
owned and controlled corporations (GOCC) and local government units (LGUs) are hereby authorized to
enter into contract with any duly pre-qualified project proponent for the financing, construction, operation
and maintenance of any financially viable infrastructure or development facility through any of the projects
authorized in this Act. Said agencies, when entering into such contracts, are enjoined to solicit the expertise
of individuals, groups, or corporations in the private sector who have extensive experience in undertaking
infrastructure or development projects.”

28. This provision requires prior Congressional authority for the Government to enter into these contracts obviating
the danger in Francisco of the Executive intruding upon the Legislative prerogative. In the Daang Hari SLEX Link
Road contract, the Executive Department, through the Department of Public Works and Highways (DPWH),
expressly recognizes the Legislative authority by stating that payment of shall be subject to prior Congressional
appropriation.

29. If the long-term contracting that is typical of BOTs is not an issue, how does one perfect the legal status of the
obligations typically incurred in these contracts by Departments of the Executive Branch, or the accompanying
PUs? By law, GPH is able to provide supporting PUs in the case of GOCCs, GFls, and other agencies without
an appropriation. This is not the case for Departments of the Executive Branch. For Departments of the
Executive Branch, or for any supporting PU issued on their behalf, there is a requirement for an appropriation
before any amounts are paid, whether they be direct or contingent obligations. The summary below represents
the current situation:

For Departments of the Executive Branch:

Entering into Availability MYOA required before the contract is signed, and annual

PPP appropriations must be secured to meet periodic payments under
the purchase agreements, either under take-or-pay, lease or
equivalent payment mechanisms. Since no PU is required, the
Francisco case does not apply.

For GOCCs, GFls, SUCs
and Departments

Entering into Availability ~Appropriations required to meet potentially large, contractual lump
PPP or Concession PPP  sum, contingent liabilities which could crystallize as a result
unforeseen events, e.g.
- Examples include Payments arising from uninsurable natural
Force Majeure or political Force Majeure events which
provide the sponsor with the rights to terminate.

Entering into Concession  Appropriation required to pay out under the periodic obligations
PPP that would be incurred under tariff path guarantees issued in the
case of MNTC, leading up to the Francisco case discussed earlier.
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30. Except for Departments which are the equivalent of the central government and do not require PUs, such
instrument issued by the central government, or its agent (DOF), for any of the above payments would require
appropriation prior to any actual payment.

31. While the situation is not ideal, the above issues have existed for many years in respect of government
procurement contracts (which are analogous to Availability PPPs in this respect) but have not been a problem to
date, for several reasons:

a. There have been no instances of early terminations or, at least, not large enough to create a fiscal (and
corresponding, appropriations) issue;

b. In those cases where payments have had to be made under Availability PPPs, of which there are been a
few, appropriations are routinely secured for the annual payments;

c. Neighboring countries, particularly, and, indeed, many developing countries have the same appropriation
issues as does the Philippines. (It is for this reason that the PU has become such a popular instrument
globally as it provides comfort to the investor that the central government's commitment lies behind the PPP
obligations that are to be incurred, even though it is generally recognized that an act of the legislature lies
between the “promise” and the “payment”); and

d. GPH does not have a record of ever defaulting on any of its debts, whether arising from international loans,
or from PPP obligations.

32. While it is clear that the appropriations issue does not currently appear to be a problem with longer term
purchase contacts, it is unclear how long it will take before it becomes a constraint, particularly with foreign
investors and all lenders. The issue, as and when it becomes a problem in the future, could be resolved in one of
two ways:

a. Alllong-term purchase and other obligations under Department PPPs will be treated as government debt, to
be deemed appropriated as and when payments become due; and/or

b. A special fund to be created with periodic annual appropriations from Congress, to be held in reserve by
DBM to meet PPP obligations, particularly Contingent Liabilities. This would be similar to the fund created in
Brazil for this purpose, Fondo Nacional de Infraestructura Inicio (FONADIN).

33. Both solutions require legislative acts. The solution in (a) is more relevant for Departmental Availability PPPs
with long-term explicitly defined obligations in Take-or-Pay contracts, or leases, as these can be argued to be
the equivalent of debt and/or the purchase of assets through an instrument equivalent to a conditional sale
agreement. The International Monetary Fund, it is believed, has been considering how to tighten the accounting
rules around PPPs but it is not known how far they have progressed.

34. It appears that the concept in (b) is already being considered in a House Bill 04151, the concept of which is:

"Section 6, Special Fund: A special fund is hereby created to defray the cost of compensation to
project proponents which enter into BOT contracts, concession agreements, or other contractual
agreements with any national government agency, or GOCC, pursuant to the provisions of
Republic Act No. 6975, as amended, in the event that the government agency or GOCC fails to
comply, or is prevented from complying, with its obligations under the aforementioned contracts or
agreements as a result of any act of government agency or branch of government; provided that no
compensation shall be paid out of the Special Fund if the contract or agreement has been
determined to be unlawful or unconstitutional by a final judgment of a court of competent
jurisdiction.”
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35. House Bill 04151 appears to be in the form of a budgetary construct, rather than a true standalone fund with its
own management. It appears to be designed to handle all obligations, including contingent liabilities. As a
budgetary construct, GHD believes this is a good idea.

3.0 POLICY MATTERS - BACKGROUND AND ISSUES RELATIVE TO VGF

Objectives of VGF
36. The purpose of this section is to explore in more detail current practices in the Philippines in the use of Viability
Gap Funding (VGF) of nationally declared priority projects that are to be implemented as PPP projects, identify
the issues in light of international practice and recommend updated process and implementation guidelines for
the use of this tool.

37. Viability Gap Funding refers to a non-remunerated grant made by GPH to a PPP project so that the project can
charge affordable tariffs to the public while producing a satisfactory financial return for the investor. VGF can
take several forms, amongst them:

a. Outright extension of funds to cost-share implementation of a PPP project, capital costs or operating
subsidies of a PPP project. It should be noted that ROWA grants have a similar effect, although GHD
agrees with the observations that emanated from recent Stakeholder Consultation that ROWA could be
excluded from the 50% ceiling;

b. “Hybrid” arrangements by which the GPH may provide financing for equipment/other assets for use by
PPPs, such as the rail cars in LRT 1 South Extension project. Note that in some cases, the grant element
can be determined precisely only after the tender, depending on its terms and what proponents offer to do;
and

c. Any contribution of real property (under various legal structures) to a project, over which usufruct rights to
the proponent has been granted.

38. The level of VGF support and its terms and conditions, of course, would be a bid parameter in future projects.

39. VGF is a part of Government Share/Government Support. VGF may be viewed as a subsidy determined in
accordance with an algorithm that focuses on user affordability in relation to PPP Sponsor returns. The above
examples of direct and indirect government undertakings are believed to be consistent with the Revised (Build-
Operate-Transfer) BOT Law IRR, Section 13.3, but go beyond the latter's scope in defining the processes and
implementation guidelines to be used.

Rationale for VGF
40. Some types of infrastructure projects have high economic benefits but an unattractive commercial rate of return
at user pricing that is affordable to the public. These projects are generally characterized by substantial
investments, long gestation periods, lumpy cash flows, slow ramp-up in revenues, and risk-reward requirements
that make the projects unacceptable to private investors without a VGF instrument. A capital grant (or indeed
operating cost subsidies, used wisely), as stated earlier, can meet the objective of making socially viable projects
become commercially viable through an efficient and transparent public resource allocation process.

41. Providing VGF grants to make economically essential projects commercially viable would obviate the need for
full Government funding for such projects and allow private sector participation, thus facilitating potential private
sector efficiencies in infrastructure development. A VGF grant for capital spending, as proposed herein must not
by law exceed fifty percent (50%) of the true implementation cost of the project. (For ease of reference the
applicable provision of the Revised BOT Law IRR 13.3 states that “the Implementing Agency (IA) may bear a
portion of capital expenses associated with the establishment of an infrastructure development facility, such as

Final Draft (Post Consultation) - Policy Brief: Government Share Incorporating VGF as of 16 January 2013 Page 10



GOVERNMENT SHARE OF PPP COSTS AND RISKS

42.

43.

44,

45,

46.

47.

48.

the provision of access infrastructure, right-of-way, transfer of ownership over, or usufruct, or possession of land,
building or any other real or personal property and/or any partial financing of the project or components thereof,
provided that such shall not exceed fifty percent (50%) of the Project Cost.” Notwithstanding, and as indicated
earlier, GHD supports the possibility of excluding ROWA from the ceiling applicable to VGF. Since land and
related site costs can vary considerably from one project type to the next, elimination of ROWA from the VGF
ceiling tends to put all projects on an equal footing in terms of the percentage of project costs they can be
awarded within the ceiling.

Section 13.3 of the IRR also permits operating subsidies (which in general we do not propose and certainly not
without setting a finite cap, because it would be too difficult to arrive at fully predictable outcomes with regard to
Value for Money analysis) and, more fundamentally to forecast potential fiscal impact over time.

VGF grants can be provided in cash or by way of Hybrid Projects. The concept here is to improve project-
oriented financial terms with the project reimbursing the government over time. An important caveat in this
respect is that valuing the actual cost of such support to Hybrids is quite complex, as discussed in some detail in
Paragraph 69k. We assume that for purposes of BOT Law IRR Section 13a, the valuation is the initial cost of
the assets injected into the project — such support not taking account of how the GPH finances the acquisition of
such assets. Importantly however, this simplifies the issue of how to value Hybrid support. Accordingly, GHD has
provided further comment with regard to this approach as set forth below.

Examples of what other countries do (precisely for the above VGF-oriented reason) include:

a. Heavy Rail — Normally, government invests in ROWA and installs the rail network; while the PPP Project
Company invests in rolling stock, signalling equipment and stations;

b. Mass Transit — government invests in ROWA, which may include valuable pieces of urban property which
can be used for commercial purposes and the rail network; while the PPP Project Company invests in rolling
stock and commuter stations;

c. Ports — government invests in ROWA and the breakwater; while the PPP Project Company builds port
infrastructure; and

d. Airports — government invests in ROWA, runways and apron, while the private sector provides the
terminals.

Further details of international practice are summarized in Appendix IlI.

Issues needing to be addressed currently:

V/GF grants globally have been made for both capital and operating costs. This paper makes a recommendation
as to that resolution which is appropriate for the Philippines.

GPH is providing operating subsidies for some projects where the future call on the budget is not easily known. If
the subsidies are uncapped and, as appears to be the case, not always subject to systematic, prior analysis they
defeat the purpose of whole of life costing and value for money analysis and create fiscal risk.

With regard to Hybrids, care should be taken to manage financing the VGF with ODA loans in a different
currency, as this makes it difficult to estimate for decision purposes the actual subsidy that is being assumed by
GPH. However, ODA and comparable Government borrowing may be of use in such projects”. See paragraph
69k below. If instead of making a grant, GPH insists on full or partial repayment of what is initially a VGF capital
subsidy, the calculation becomes more complex.
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4.0

52.

53.

54.
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56.

VGF estimates are necessary for the budget process. To the extent that projects gestate during the budgeting
period in the second half of the year, accelerated estimation will be necessary to assure that appropriate
amounts “make it” into the budget proposals.

As mentioned before, the General Appropriations Act (GAA) is approved of every year in the Philippines. Monies
that are appropriated for infrastructure for the following fiscal year must be obligated within one year and
disbursed within two years. See, for example, DBM National Budget Circular 535, applicable to FY 2011 and
2012. This imposes unrealistic limitations on the disbursement of funds for infrastructure facilities, generally, and
for PPP projects, specifically. This has not been an issue in the past, but would arise if VGF capital grants are to
be made which, in all likelihood, would be payable in part after the currently allowable two year period. GHD
would suggest a review of this DBM policy implied by this Circular and consider an exception for PPP projects,
as it often takes a full year to prepare a project for tender; the better part of a year to tender the project; and, in
most cases up to three years to disburse funds for its construction.

Process and Implementation Guidelines need to be put in place to effectively manage and maximize the use of
the VGF tool, as is discussed further below.

RECOMMENDATIONS RELATIVE TO VGF

Whether to Offer VGF and in What Form
In principle, VGF is a sound way for the Government to promote the creation of infrastructure projects which
charge affordable prices to users whilst being attractive to private sponsors. It is allowed by law provided it is
appropriated and disbursed within specified limits. The underlying rationale, affordability, is a powerful one
especially when supported by highly professional analysis during the PPP development process.

However, VGF should be confined to Grants to pay for a portion of project capital expenditures excluding
construction period interest, and subject to the 50% limit (and in GHD view) exclusive of ROWA. This is much
easier to control than operating subsidies and is disbursed within a relatively short period, lessening fiscal
uncertainties.

We nonetheless acknowledge the argument that VGF might better be deployed during operations as output
based aid (OBA), that is, payments for meeting actual defined performance targets, of a socio-economic nature.
For example, in power or water projects, OBA is usually structured in the form of a contract between government
and the project company, wherein the former makes payments to the latter up to defined annual targets for
electricity or water connections made into a peri-urban area. The level of annual connections and corresponding
payments for meeting these levels would be capped; hence the level of support is defined and known from the
outset. This is in contrast to GPH agreeing to a minimum revenue guarantee in a toll road, or a ridership
guarantee in a rail project. In the latter cases, the level of budgetary support is unknown from the onset. Hence,
OBA is to be preferred to all other types of operating guarantees because it enables value for money analysis, a
form of analysis which GHD considers to be important in justifying a project for PPP implementation.

We maintain our preference for capital grants which are inherently close-ended and limit the GPH’s financial
risks since the PPP proponents remain responsible for overall construction cost risk. Capital grants force the
parties to work out detailed agreements on expectations and do not leave open the possibility of increasing
subsidies in the future. If output based subsidies seem necessary, they should, as we remark below, be subject
to annual and cumulative caps.

Another means to support projects is the “hybrid” structure which we cover in Paragraph 69k below, rates and
availability periods involved not only in the actual project structure but in terms of viable alternatives. An example
of the above technique is the LRT 1 Extension project.
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There must also be some valid exceptions to the VGF policy guidelines as currently stated in this brief, for
example in respect of projects with low capital costs and high operating costs, e.g. the Orthopaedic Center, a
project where a capital subsidy alone will not “do the job.” Operating subsidies must be carefully planned so as
to create reasonable incentives for proponents. Such subsidies are normally best tied to tangible/measurable
outputs. They should expire after a fixed term and amount, so as to allow renegotiation if appropriate. If the
percentage of costs being covered by the subsidy is projected to rise to a very high level, consideration should
be given to keeping the activity “public,” possibly through long term supply contracts that put the Government in
full, but high level, control of activities.

Infrastructure is expensive and the VGF requirements for the country are likely to be large and must be
considered carefully. Amounts to be recommended for VGF appropriation will thus be carefully deliberated by
the Administration before being budgeted and carefully managed by the Administration when disbursed.

A VGF program will need to consider an exception to the limitation on the 2-year obligation and disbursement
requirement, imposed by DBM in its National Budget Circular. GHD recommends issuance of a new Circular by
DBM for 2013 that exempts PPPs from this general requirement and allows disbursement of public funds for
PPP projects up to 5-years from appropriation. Note that the National Budget Circular 535 refers to budgets for
2011 and 2012. Any special provision for the 2013 budget should be relayed immediately so that it can still be
included in the budget notes of the 2013 National Expenditure Plan (NEP) — and eventually the 2013 General
Appropriations Act (GAA).

GHD recommends deferral of payment of VGF subsidies until all of the private sector equity has been invested
or at least acceptable guaranties provided to assure that it will. This is to reduce government risk and to spread
out the financial burden. Draws of government support would be made in accordance with a tightly written
agreement specifying the preconditions of each such drawdown, their relation to drawdowns of project equity
and debt financing, tight adherence to the construction “S-curve” schedule of progress as vetted by an
independent consultant, and other matters. The government share is deferred, and there may be concerns on
the part of both equity investors and (especially) debt financiers. It may therefore have to provide credible
assurances and guarantees of prompt payment itself in accordance with contract terms. We regard this as an
acceptable quid pro quo. Adequate legal/budgetary arrangements, recommended elsewhere in this paper, are
an important element in providing such assurances; these matters are, we would add, subject to negotiation; and
agreement. Note that in the event of “Hybrid” projects where GPH provides assets rather than money, the timing
of the provision will have to conform to the construction schedule, in which case adequate investment
assurances from the PPP investors would also be needed.

All projects receiving VGF should be considered for a “Clawback” provision (referred to as “Revenue Sharing”
further below) arrangements so that GPH has the option of recovering some amount of its VGF Grant if the
project IRR is above a certain threshold. Whether or not a Revenue Sharing provision is employed can be
decided on a case by case basis prior to the tender. There will be intricate trade-offs between affordable tariffs
and other conditions, VGF and Revenue Sharing. In any case, Revenue Sharing should generally be for only a
portion of any “excess” returns, (e.g. 50% of returns above [*x” IRR]) and will have to be judged according to
perceived investor interest in the first place.

Where complex projects are handled as one unit, some elements of some projects may be deserving of VGF
whereas it is not pertinent to others. For decision purposes, at least, project elements should be disaggregated
so that VGF is directed to the right places in the right way.

Recommended VGF eligibility criteria, implementation issues, oversight roles and responsibilities and process
guidelines are touched upon in this paragraph.
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VGF Eligibility Guidelines

a. Any and all Concession PPP projects are eligible for VGF;
b. VGF grants will cover construction costs only excluding interest costs;
c. VGF projects must be publicly solicited; unsolicited proposals shall not be eligible for VGF;

d. VGF project equity must be 51%, or more, owned by private sector;

e. Structure of the project shall be concession-based, with pre-determined tariff and actual grant identified on
the results of bidding; among other variables, bidders will request the level of VGF they think they need to
achieve the project’'s commercial objectives;

f. Purpose of the grant should be to improve affordability, generally, but in some cases to accelerate the
development of critical infrastructure. Hybrid projects may be exceptions, and indeed there may not be any
value gaps but rather the aim may be that of making the project especially attractive to investors and
consumers through the infusion of government-based special financing facilities;

g. EIRR must be greater than 15%, or as determined by NEDA;

h.  Subsidy should be drawn during construction period only and shall not exceed 50% of project costs; ROWA
is currently included for the purpose of establishing limits, but may be excluded over the longer term so as to
set all projects on an equal footing with regard to the access to VGF within the 50% limit; and

i.  Will cover capital investment costs of the project as budgeted but excluding interest costs during
construction. “Soft” costs will be carefully reviewed for reasonableness.

Implementation Guidelines
Examples of implementation guidelines include:

a. How is the grant infused into the project? Who receives payment and with what restrictions? In some
countries, the grant is infused pari passu with debt, through provisions found in the accounts control
agreement delivered to the agent bank; after the sponsors’ equity has been fully disbursed. This is a
conservative position and should be considered by GPH even though it will increase the tariff.

b. What are other key elements of the transaction structure e.g. guidance related to equity as a percent of total
capitalization [is the capitalization a minimum of 30% of project cost or 20%7?], size of the performance bond
[between 15 and 20 percent?], longstop date [180 or 270 days?] joint and several guarantees? Standby
equity or guarantee of completion? Dividend restrictions, Refinancing gains, other?

c. Where VGF is involved, it is especially important for decision-makers to look at ALL elements of
Government Support going into a PPP project as well as other terms and conditions in order to ensure that
the package as a whole makes sense in terms of the objective to serve the public while permitting a
satisfactory profit to investors.

Overview of Institutional Roles in VGF

a. DOF will be working with 1As on VGF analysis - calculation methods are summarized in Chapter 2.11 of the
NGA Manual.

b. For programming purposes, the Development Budget Coordination Committee (DBCC) of the NEDA Board
should ensure that amounts requested for appropriation by Congress for the SSF should position the fund to
meet pre-set, maximum, VGF requirements for the following fiscal year. We note that this is not a project
approval but rather budget availability.
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c. During the budgeting cycle from November to July of each year, and even before the cycle commences,
PPPC should be responsible for assisting IAs in selecting candidate PPP projects for implementation in the
year subsequent to the following year, using tools such as multi-criteria analysis (MCA), preliminary social
cost benefit analysis (SCBA) and prefeasibility studies. This level of documentation will be needed to, in a
more sure-footed way, select those candidate projects which can be implemented as PPP, and for
tentatively identifying/estimating the amounts of VGF needed by those projects. It should be understood that
the VGF amounts are not firmed up until each project requiring such assistance is approved for tender by
ICC. Even then, however, the VGF amount may not be determined until the tender is completed and the
award is made.

d. PPPC and DBCC shall preliminarily review and clear for budget purposes only those projects deemed to
require VGF as well as be in conformity with the reasonableness of the amount estimated to be required.

e. After the General Appropriations Act is passed by both houses of Congress and is signed into law by the
President, PPPC working closely with the |As should further assist the IAs in completing each project’s
preparation. By extending funding through the PDMF, PPPC can assist IAs in preparing feasibility studies to
validate the original (pre-GAA) selection of candidate projects as PPPs. A VFM analysis will also be
completed as part of the feasibility study, to ratify the decision to use the PPP format for the project.

f. ICC is responsible for reviewing and approving the actual VGF requirements of specific projects and
endorsing recommendations to DBM to ensure that cash requirements are prioritized. The endorsement to
DBM is on the assumption that the current SSF budget allocation mechanism is used. Later, if a centrally
administered special fund is established, the endorsement will be submitted to the fund administrator.

Detailed Process Guidelines

a. During each year's budget exercise, projects that are adjudged by PPPC and IA to be suitable for PPP, but
requiring VGF, should be identified with an estimate of the amount required. PPPC should compile the
complete list of all candidate PPP projects, including those requiring VGF, and submit the list to the DBCC
for clearance. The latter will then determine if the aggregate amount for the VGF is based on its budget
prioritization parameters.

b.  No PPP project should be proposed for VGF support unless it is clear from its preliminary economic analysis
that it is likely to meet SCBA minimum required EIRR threshold established by NEDA.

c. Only candidate PPP projects, including those requiring VGF, that are cleared by DBCC will be subjected to
further analysis, including feasibility studies.

d. PDMF will be used, when appropriate, to fund the prefeasibility, or feasibility study, requirements of PPP
projects, including those requiring VGF.

e. During budget implementation, PPPC will ensure that the feasibility study for projects requiring VGF is
complete and will indicate the rationale and reasonable level of the VGF required.

5.0 RECOMMENDATIONS ON OTHER ISSUES

64. Turning from the specific issue of VGF to the other instruments cited in Table 1, we have the following further
recommendations. As implied above, it would seem prudent to set forth guidelines and constraints on the use of
these instruments (including VGF) that are part of Government Share. GHD summary recommendations
regarding the use of instruments in Table 1 are as follows.

65. Operating and business risk, as much as possible, should be assigned to the private proponents save
for ROWA, which we do see as “operational,” and for which GPH is better suited to manage and bear. An
important principle in PPPs is that private management is better at managing operating risks than the GPH and
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the transfer of this risk should be optimized within limits of manageability. Terms of a PPP must be such that a
well-managed PPP enterprise can earn a profit that matches the private sector’s hurdle rates for various types of
activities.

There will be exceptions to this general proposition. Certain risks, referred to in this brief as “Force Majeure
Contingent Liabilities,” are usual for governments to undertake, including uninsured natural, as well as several
components of risk that fall under the concept of palitical, force majeure. This said, as noted previously, detailed
terms relative to these obligations must be negotiated. Also, we do not believe GPH has really looked at its
various natural force majeure exposures on PPP projects in aggregate sense, and thus it may want to consider
whether some form of broadly spread, high attachment point catastrophe cover might make sense even
though individual PPP projects all require adequate insurance which should be carefully monitored by GPH IAs.

If GPH exceptionally decides to take operating and business risks, it should certainly ensure that it is properly
paid for doing so, whether in the form of specified adjustments in terms from PPP owners, fees or incentive
compensation arrangements or all three.

Availability PPPs set up by Government Departments or Agencies, which feature take-or-pay
instruments, in GHD’s view, are “business as usual” transactions and do not imply incremental
exposure related to Government Share. On the contrary, GPH needs the inputs (and, thereby, assumes the
business risks) for carrying out its activities but may be able to farm out components of this risk to the PPP
Proponent. We would note, however, that entering into long-term contracts does reduce Government's flexibility
since they cannot in all probability be cancelled without penalty and this risk should be noted for fiscal risk
purposes. We would also comment that Performance Undertakings issued in respect of GOCC'’s take-or-pay or
other contractual obligations do not actually increase risk to GPH on the assumption (which should be qualified if
it is not the case) that it will stand behind its GOCC’s. The level of government support for government-owned
corporations has been a subject of major misunderstanding around the world between lenders and governments,
and there is no substitute here for clarity — bankers tend to assume that “the government will be there” unless the
government says it will not.

The combination of a renewed PPP program and the addition of a potential large subsidy input (through
VGF) suggests that, in the context of fiscal risk management, GPH should review and value periodically
its position on (not) provisioning for Performance Undertakings and/or paying out on future
disbursement requirements of VGF. We cover this point in greater detail in the Sections 6 and 7 below on
Process Issues. However, the Expected Value of the current allowable Performance Undertakings is fairly low,
and provisioning would be a management decision to call attention to these rather than a real economic and
accounting assessment.

Recommendations with regard to contingent liabilities are as follows:

a. GPH assumption, by way of Performance Undertakings or direct contractual agreements, of Force
majeure-related Contingent Liabilities, as defined herein are basic market requirements. GPH should
have a set of “preferred” or even “mandatory” written model PU terms and conditions for such clauses,
which are generally unavoidable in some form at least with international investors and lenders. However,
there are specific matters about these force majeure-related PUs which are subject to negotiation, including
Termination Payments and to some degree actual risk sharing in respect of Natural Force Majeure issues,
hydrology risk and other types of operating risks. In this case, GPH should assume risk only up to the
level required to service debt, beyond that, proponents should be at risk.

b. In some cases concerning Availability PPPs, sub-government agencies and GOCC'’s enter into leases and
Take-or-Pay contracts that require GPH support. The principal user of this requirement has been the

Final Draft (Post Consultation) - Policy Brief: Government Share Incorporating VGF as of 16 January 2013 Page 16



GOVERNMENT SHARE OF PPP COSTS AND RISKS

National Power Corporation, which is now being privatized. Nonetheless, this type of Performance
Undertaking will remain necessary and appropriate in some cases.

c. In paragraphs 24-34, we set forth an extensive discussion in respect of the direct long-term purchase
obligations arising from Departmental Availability PPPs, and/or PUs issued by the DOF to support indirect
contractual obligations of GOCCs, GFls and SUCs. Obligations under Departmental PPPs are subject to
annual appropriation, and the PUs supporting the contractual obligations of other agencies are subject to
Congressional appropriation. Ideally, these solutions must be “legally perfect.” GHD does not have an
immediate recommendation on this matter as it is not a problem currently. Over time consideration could be
given to resolution of these issues through measure that are described in paragraphs 31-34, above.

d. The ideal solution for PUs is a law change that puts the PU equivalent to the financial guarantee GPH
provides to its Departments when the latter borrow from donors, an activity currently authorized by law.

e. As to Availability PPPs, the standard model is probably the UK PFI program which provides for long-term
contracts within the normal expenditure process.

f.  As mentioned in paragraphs 24-34, GPH in the past has had DOF issue PPP-related performance
guaranties supporting the obligations of Departments of the national Government, which is redundant — but
was perhaps necessary to satisfy lenders, or investors, who are more comfortable with a DOF undertaking.
With the country’s significant increase in creditworthiness, it should be possible to eliminate this
burdensome “market” requirement. However, we would suggest this be done through positive negotiations
rather than by fiat unless bankers cannot be persuaded to be reasonable. The negotiation should be
supported by a strong opinion from the Department of Justice, written in consultation with the leading local
law firms which advise international PPP investors, laying out the legal position that a DOF written
guarantee or assurance in respect of another GPH Department is unnecessary. DOF should be willing orally
to confirm to lenders that it is quite aware of its sister department’s activities, being the approving authority
of PPP contracts with national government undertakings, and may wish to point out that (when it implements
the Castalia recommendations [as per Section 7 below]) the DOF is at the center of monitoring and
managing all GPH commitments.

g. With the build-up of PPPs and further commitments for VGF, the issue of provisioning for Performance
Undertakings should be reviewed to the extent budgetary plans involve actual significant legal exposures
under contracts; this goes with the consideration of solutions for the Francisco ruling.

h. “Hybrid” PPP projects — These projects include (in the Philippines) the provision of GPH-provided assets
(other than ROWA, which every projects gets), or of GFI-provided financing, into a PPP project. An example
of a Hybrid project is the LRT 1 Extension, a BTO project where the GPH will provide rail cars (financed by a
Japanese Government loan that would not be directly available to the PPP project). In return, the PPP
project is expected to offer lower fares as the GPH financing arrangement with Japan will lower capital
costs. In other countries, the term “hybrid” has other meanings but is generally associated with variants of
project structure from the common archetypes used in worldwide PPP parlance.

i.  There are many complexities in Hybrid deals and GPH must be careful to work out all the terms so that the
deal “works” in a physical and financial sense, and there is a clear understanding of the advantages, risks
and costs involved both by GPH and the project owners.

j. Hybrid deals are most likely to be used for Concession PPPs in order to lower costs and facilitate lower user
charges. A provision of capital assets for which GPH does not expect reimbursement (or only partial
reimbursement) is the functional equivalent of a VGF Capital Grant (or following our recommended
terminology, an “Affordability Grant).” It is possible to conceive of VGF type of grants for other purposes,
with the PPP proponents reciprocating with benefits to the government or the publ