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Executive Summary

Context: The Evolving Role of the Public Sector in Housing Markets

The role of the public sector in housing delivery in many developed economies evolved from “gov-
ernment as builder” in the post-War era in the 1950s when the government directly constructed and
delivered housing to meet the daunting demand for housing, to “government as enabler and regulator”
in the 1980s and 90s when governments retreated from direct provision but started to focus on facilitat-
ing the private sector to deliver housing effectively, and to assist the poorest segment of the population.
The point of departure is the belief that housing is essentially a private good that is best provided
by the market. Today, the governments role is therefore focused on Should read: (i) establishing the
enabling environment for the private sector (including private individuals) to deliver housing; (ii) ad-
dressing the market failures; and (iii) avoiding and/or correcting government policy failures.

However, challenges persist for low-income households to find affordable accommodation in locations
that work for them. Such shortages of affordable housing are most pronounced in developing countries,
which in recent decades have seen rapid urbanization and the proliferation of informal settlements, which
are increasingly challenging for the public sector to address. As the private sector and public sector fail to
provide adequate and affordable housing for the lower-end of the market segment at the pace and scale that
is needed, governments have since the later 2000’s repositioned themselves as partners, and increasingly as
entrepreneurs, to catalyze — and reduce the risk for — the private sector’s entry into the affordable housing
markets.

Public-Private Partnerships (PPPs) emerged first within developed economies, where the public sector
has looked to the private sector to assist in affordable housing provision without the fiscal burden falling
entirely on the shoulders of the state. Developing countries are increasingly requesting the World Bank’s
support to address their housing challenges and are particularly interested in exploring ways to increase
private investment in affordable housing. The idea of PPPs has had a resurgence in policy discussions as
a mechanism to expand housing provision, particularly since it has been used with moderate success in
infrastructure provision, including in emerging markets.

Objectives

It is within this context that the World Bank initiated a scoping study to (i) take stock of the knowledge
base and experiences with affordable housing PPPs globally; (ii) develop a working definition of hous-
ing PPPs; (iii) begin establishing the basic parameters of a housing PPP decision-making framework,
primarily in the context of affordable housing in developing countries; and (iv) lay the groundwork
for further research around the different procurement options, institutional structures, and financial
models for successful PPPs for affordable housing. It is envisaged that this work may form the basis
for the development of an assessment tool to assist World Bank task teams, housing practitioners and
policy makers in guiding the public-private provision of affordable housing in emerging economies.
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Defining Housing PPPs. While countries around the world have largely attempted to adapt infrastruc-
ture PPP frameworks to the housing sector, its definition, namely, “[a] long-term contract between a
private party and a government entity, for providing a public asset or service, in which the private party bears
significant risk and management responsibility and remuneration is linked to performance,” ' may not always
fully capture the dynamics of the housing sector. Why?

First, the definition derived from public infrastructure and service provision involves assets that are tra-
ditionally owned by the public sector. In the housing sector, however, public rental housing constitutes
only a small share of the housing market in most countries. Therefore, the question of how to incentivize
the private sector to supply housing (a typically private good) in the affordable market (both for sale
and rental) becomes central for the public sector.

Second, even if the definition of public service is broad enough to include the government’s role in ensuring
affordability of housing (largely privately produced), such a definition requires that the private sector’s
role and enumeration are codified in a long-term contract with a government entity. In the housing sector,
the government has a wide range of policy, legal, regulatory, financial and administrative instruments to
encourage the private sector to participate in affordable housing delivery. Such private sector participation
or “broadly defined PPPs” may not need to be governed by long-term contracts between the two parties,
nor be transactional or site-specific in nature as with infrastructure PPPs. For example, zoning instruments
like Inclusionary Zoning (which requires developers to make a certain percentage of new units affordable
to low- to moderate-income residents) are a powerful tool to steer developers to the affordable market. Itis
this broader context of the respective roles of the public and private sector in the housing sector, that
differentiates public-private-partnerships for affordable housing from typical infrastructure PPPs.

Therefore, this study proposes the following working definition for a housing PPP:

A partnership between the public and private sectors established through a contractual rela-
tionship which seeks to access private sector finance, design, construction, commercialization,
maintenance or operational management for the delivery of affordable’ housing and, in some
cases, ancillary services. The public sector contribution can be provided in the form of cash
or equivalents such as land, development rights, revenues (rents/tariffs) generated from land,
infrastructure and building assets, taxation relief and/or a share in the equity generated over
a fixed period. The private party’s renumeration is significantly linked to performance.

This definition allows both public and private sector parties to develop partnerships that are appropri-
ately structured around a specific housing need and context. It also allows the public sector the flexibility
to enable the delivery of different housing tenures (e.g., for rent or for sale) and different asset classes (e.g.,
residential or retail space), which would in turn make it easier for the private sector to engage. Moreover,
the definition does not bind the parties with long-term contracts, as is typical with infrastructure PPPs.

What We Have Learned

A review of the source literature on affordable housing PPPs reveals that affordable housing PPPs, in
narrowly defined terms, have mostly been implemented in high-income countries, and their application
to emerging economies is relatively new. Overall, there is limited documentation and patchy data on the

—_

World Bank, Public-Private Partnerships Reference Guide, V. 3.0 (2017).

2 Affordable housing is another term that does not have a universally accepted definition. For the purpose of this study, housing is considered affordable’
when housing expenditure (mortgage payment or rent plus utilities) leaves a household with a socially acceptable standard of both housing and non-housing
consumption.
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EXECUTIVE SUMMARY

actual outcomes of housing-related PPPs* in emerging market economies. Public sector authorities in
both developed and developing countries have attempted to use PPPs for housing with a wide range
of outcomes, but with no clear formula for success. In developed countries such as the UK, Canada
and Australia, PPPs emerged as an effective mechanism for the public sector to procure public assets and
services by bundling the design, building, financing, operations and maintenance of these assets or services
into a single contract with a private sector entity, which effectively became the legal instrument we call a
Public Private Partnership today. A PPP is attractive because it enables the public sector to secure assets and
services more efficiently at lower cost and risk, and improved quality. However, when PPPs have been used
in emerging economies, they have encountered the following challenges: key institutions and supporting
legal and financial systems have been insufficiently mature to facilitate implementation or to reduce the
costs and risks for the private sector to deem them viable/profitable. Moreover, some PPPs have ended up
continuing to rely heavily upon government land, subsidies or guarantees, making it questionable whether
the private sector has taken its fair share of risks and whether the deal has maximized value for money.

Presently there is no single PPP model that is applicable to every location. Each context presents a
different set of assets or levers that the public sector can use to incentivize the private sector, such as
land, infrastructure, development rights, subsidies, etc. Each context also presents a unique set of risks
related to institutional capacity, systems maturity, procurement transparency, and productivity — and of
which may inhibit private sector engagement or investment.

Given their complex transactional nature, PPPs tend to be time-consuming, costly and difficult to imple-
ment, particularly at the beginning. In most developing and emerging economies, housing PPPs cannot
provide a Ssilver bullet’ to resolve the affordable housing deficit and it might be more important to priori-
tize improving housing sector fundamentals, strengthening the institutions within the housing sector and
removing constraints that can enable and inhibit private sector investment.

What's Next

The study therefore recommends that rather than looking to establish a perfect PPP, it is advisable
to initiate an incremental shift of investment and risk in affordable housing provision - gradually
moving investment and risk-taking for the design, building, financing, operating and maintaining of
affordable housing from the public to the private sector. Before engaging in an in-depth discussion on
housing PPPs, a broader perspective and a sound framework for the role of public and private sector
in the housing sector is needed. Housing PPPs are not silver bullets. Governments must first identify
the key constraints in the enabling environment (policy, legal/regulatory and administrative) along the
housing value chain. By removing/reducing these constraints, the market as a whole will benefit from
more private sector entry/competition.

Going forward, the successful design and implementation of PPPs for affordable housing calls for fur-
ther research and continued learning from implemented public-private housing projects from around
the world to enable proper comparison, to close information and data gaps, and distill good practice
and lessons learned. This will require further exploration of delivery institutions/vehicles, as well as
ways in which the (future) value of real estate assets can be used to underwrite the production of
affordable housing developments and unlock short-term finance that in turn could unlock longer-term
institutional finance. With enhanced understanding of implemented housing PPP cases, a guidebook
can be produced with detailed evaluation tools and/or model spreadsheets for use by governments.

3 Desk review of affordable housing PPPs reveals that most housing projects using the “PPP” descriptor, while involving contracts between public and
private sectors are not necessarily PPPs in accordance with the definition. Inconsistent use of the acronym confuses the discussion and muddies claims
of success or failure.
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EXECUTIVE SUMMARY

10

Introduction

Background

The demand for housing in rapidly urbanizing developing countries is growing exponentially. Greater
employment opportunities and better access to education and basic services in cities have significantly
increased urban migration and thus the demand for housing. Governments face an increasingly chal-
lenging endeavor to provide and facilitate access to safe, well-located and affordable housing, especially
for low- and middle-income populations living in cities. In many countries, housing markets have failed
to respond adequately to this demand, leading to today’s global housing deficit. It is estimated that nearly
100,000 new housing units per day are needed to meet urban housing demand.

As a result, many low-income people in cities end up living in slums. Close to one billion people are
estimated to live in slums, often in unsafe, undesirable, and uneconomic locations, without access to
basic services and isolated from the city core and jobs, contributing to urban sprawl. Without increased
housing production urban informality and dysfunction will worsen.

Given that the demand for housing often exceeds supply, and that public sector resources are often
inadequate to cope, substantial private sector investment needs to be mobilized to achieve scale and
reach in the affordable housing market. A growing number of client countries are requesting the World
Bank’s support to address their housing challenges and are particularly interested in exploring ways to
incentivize and increase private sector participation to attend to the needs of lower-income populations.

In this context, Public-Private Partnerships (PPPs) have been posited as a possible mechanism to draw
the private sector into the affordable housing markets. PPPs have been used for affordable (social)
housing provision in several developed countries but are relatively nascent in emerging economies,
and initial attempts have shown mixed results. Documentation of these housing related PPPs is limited;

» 4

the definition of what actually qualify as a “PPP” * is questionable, and the data pertaining to actual

outcomes in emerging economies are patchy and not independently verified.

Objectives

Against this backdrop, this Note seeks to establish the first layer of a knowledge base for understanding
PPPs for housing delivery and to initiate an approach to evaluate potential partnerships between the
public and private sectors in emerging economies. The main audience are World Bank task teams as
well as housing practitioners engaged in designing affordable housing projects and programs that re-
quire private sector participation and investment.

Considering that accurate data and literature on housing PPPs are thin, particularly in developing countries,

this study serves as a starting point. It is a living document to be updated as experiences and knowledge of PPP
application to affordable housing within emerging markets deepens.

PUBLIC-PRIVATE PARTNERSHIPS FOR INVESTMENT AND DELIVERY OF AFFORDABLE HOUSING IN EMERGING MARKET ECONOMIES



EXECUTIVE SUMMARY

Structure of the Note

Section 1: Contextualizing Housing PPPs within Policy and Practice

Provides those less familiar with the housing sector the fundamentals of affordable housing, as well
as a brief timeline of how housing policy and practice has adapted to political and socio-economic
changes over time, particularly around the role of the public sector in the housing market, leading to the
consideration of PPPs.

Section 2: Defining Housing Public Private Partnerships

Provides a working definition of housing PPPs and compares and contrasts the differences between the
application of PPPs to public infrastructure and to affordable housing, broadly defined housing PPPs
and strictly defined housing PPPs, as well as housing PPPs and government contracting out builders
to build. It also provides basic description of their main principles and components of a housing PPP.

Section 3: Affordable Housing PPPs: Complexities and Models
Drills down to housing sector’s complexity and lays down a typology of partnership models for afford-
able housing delivery, building upon work initiated in India.

Section 4: Case Studies
Focuses on three case studies, comparing the factors influencing the eventual model design, and the
lessons to be derived therefrom.

Section 5: Frameworks for Assessing Affordable Housing Partnerships
Articulates and conceptualizes the frameworks needed to broadly analyse the variables and options
available to governments to devise affordable housing partnerships and context-specific assessment

tools for modelling.

Section 6: Next Steps
Proposes further areas of study and outputs.

Section 7: Appendix
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CONTEXT OF AFFORDABLE HOUSING DELIVERY

1.1. Housing Policy and Practice Precedent

The challenge of achieving affordable housing for all is not only daunting but also perennial.
It is estimated that US$16 trillion is required to meet the demand for 440m affordable houses
globally between 2010 and 2025.° The challenge is particularly acute in fast urbanizing devel-
oping countries where the formal housing sector has been unable to produce new housing at
the scale or pace or price needed to respond to prevailing demand. As a result, housing choice
is severely restricted for both low- and middle-income households; nearly a billion people or
about one-third of urban population in developing countries live in slums. °

Governments around the world have intervened in housing delivery through a variety of
instruments: taxes, subsidies, regulations, and direct public provision. Direct Government
provision began with housing returning soldiers after the First World War and again, more
intensely, following the Second World War. Public housing in developing countries has gained
momentum in response to urbanization. Over the last 70 years, governments have imple-
mented multiple methods to provide affordable housing, of which the PPP is the most recent
iteration. It is useful to locate PPPs within this timeline. Figure 1.0 below provides a brief (and
generalized) overview of policy and practice change. Government starts out with a frontline
delivery role, gradually retreats from delivery through structural adjustment in the 1980’s and
returns to a more active role in the latter 2000’s as the symbiotic scaling and de-risking roles
of the private and public sectors begins to be realized.

Figure 1.0 Evolution of Government Approaches to Affordable Housing’

Q. Government as Entrepreneur

Borrowing limits cause
governments to seek new
mechanisms for securing capital
for housing. NGO models not
scalable/ investable. Emergence

Growth of slums requires greater
government requlation of cities
and markets. [Habitat 2]. NGOs

Government as Planner
Urbanization increasing, public

housing failures. Government focus on normalizing informal of the ‘entrepreneurial state”:
) i debt excessive. Adoption of more settlements, preventing evictions overnment as catalyst and
@A Government as Builder pragmatic participatory methods, and participatory production. ﬂe.ﬁsker of new mariets. SDG's
=7 Post d of all < ices’ i i i
k. 1 0SLWar command of 8 such as ‘Sites and Services' Private sector involvement is formulated emphasizing private
§§0"<t>|mlp Se|0t053; Gr(])ver[lment [Habitat 1] limited to DFI and government investment imperatives and
cg:sctrxgtni\éz.ve i nousing financed contracts. opportunities.
] ]
1960's 1970's 1980's 1990's 2000's 2010's
Government as Architect Government as Partner

= Top-down comprehensive planning
of housing programs and projects.
Technologically oriented
construction solutions.

‘Structural adjustment’; housing is considered a
“private good”; development aid for publicly
driven housing diminishes and with it, the funds
for urban planning, contributing to unplanned
settlement proliferation. Private sector unable to
address affordability; NGOs assume the mantle.

MDG's encourage partnership between government,
NGO's and private sector involving government
land, services and subsidy; community
participation and micro-finance. Private sector
continues to provide affordable housing only
where government pays or guarantees offtake.

5 McKinsey Global Institute, A Blueprint for Addressing the Global Affordable Housing Challenge (2014).

UN-Habitat, SLUM ALMANAC 2015-2016: Tracking Improvement in the Lives of Slum Dwellers (2016). This figure is expected to double by 2030.

7 PADCO, Urban Development Timeline (2006), adapted for housing by M. Majale and L. English (2008), updated by L. English
(2017).

(o)}
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CONTEXT OF AFFORDABLE HOUSING DELIVERY

1.2. Affordable Housing Fundamentals

The stylized description of government’s role aside, addressing the affordable housing chal-
lenge requires sound understanding of the housing sector. The point of departure is the
belief that housing is essentially a private good that is best provided by the market. The
fact of the matter is, with very few exceptions in the world, the bulk of housing is produced
by housing suppliers in the formal and informal sectors without direct government assistance.
The seminal 1993 World Bank publication “Enabling Market to Work” advocates the enabling
approach, which moves the government away from direct provision of housing or removal
of slums and focuses its role on policy instruments that would facilitate the private sector to
deliver housing effectively. Concretely, the government should aim to (i) provide the enabling
environment for the private sector (including private individuals) to deliver housing as a
whole, (ii) address market failures; and (iii) avoid and/or correct government policy failures.

For governments to play an enabling role, they must understand how housing markets work,
and how their policy, legal and regulatory instruments, and subsidies affect housing produc-
ers’ and consumers’ behavior and, ultimately, housing sector outcomes. Policies and practices
which constrain the responsiveness of the housing supply (such as restrictive planning and
zoning regulations, lengthy and costly bureaucratic procedures) often lead to underinvest-
ment in housing, higher housing cost, and/or lower quality of housing and neighborhoods.
Similarly, policies and regulations that inhibit the flexibility of financial institutions to make
market-based decisions in mortgage lending or micro-finance will result in reduced invest-
ment in housing.

Figure 1. The Housing Value Chain

City planning and building Infrastructure and services Developer finance Public asset management
requlations

& R ‘@ j@

Access to land Construction and End user finance Property management
building materials sectors

Identifying and removing binding constraints along both sides of the housing value
chain is a key part of a market-enabling approach. On the supply side, factors include
access to land (security, tradability and enforceability of land tenure), infrastructure and
services provision, planning and building regulations, building materials industry, access
to developer finance. On the demand side, factors include household disposable income
for housing and access to end-user finance. The availability and quality of public asset
management and property management also have a bearing on the quality and value of
residential property over time - a factor which has often been overlooked in the housing
policy debate.
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However, left to themselves, housing markets do not deliver housing efficiently and equitably.
In another word, there are market failures in that it has failed to produce affordable hous-
ing® for all at the scale and speed demanded by consumers, as evidenced by homelessness,
sub-standard housing with poor access to basic services, and key segments of society being
unable to afford to live near to their place of work.

When government endeavor to address market failures, however, need to understand and
segment the market as their resources are limited, which is particularly true for developing
and emerging economies. Every housing market is naturally comprised of different actors,
each of which has different financial capacities and needs. Segmenting according to income
levels clarifies these different submarkets and allows for targeted, more effective programs.
Often, it is the lower-income segment of the market that is left behind by formal housing
producers. This market failure raises the question of how governments can best encourage
formal private housing suppliers to expand their market to the affordable housing space,

or how to bring informal housing suppliers into the formal processes without jeopardizing
affordability.

1.3. Motivations for the PPP Method

As affordable housing challenges have become increasingly acute - World Bank estimates that
100,000 housing units per day are required through 2030 to meet the demand - governments
in emerging economies have realized the importance of leveraging their limited resources to
entice the private sector into the affordable market.

Limited financial resources, political pressure arising from expanding unplanned settlements
and housing deficits, combined with fiscal pressures have led governments to look for “off
balance sheet solutions” that will deliver housing at scale. Guided by successful application of
PPPs to public infrastructure, and to social housing delivery in Europe, housing PPPs have
become attractive for both the public and private sectors for the following reasons:

For the public sector:

o To harness private sector capabilities, experience and efficiency;
o To deliver the asset or service without imposing upon its own treasury and credit rating;

« To free up available (limited) public funds for allocation to other sectors where private
provision is not possible;

o To tap into private financial resources for land, infrastructure, construction and/or
marketing, operations and maintenance of housing units;

o« To transfer risk to a more competent or non-political entity, limiting government
exposure to risks related to implementation, cost escalations, political interference, or
external factors (e.g. international markets), etc.;

« To cap costs over the project life cycle, providing certainty for government planning and
budgeting — which can also hold the private party accountable;

8  For the purpose of this scoping study, we define housing as ‘affordable’ when housing expenditure (mortgage payment or rent plus
utilities) leaves households with a socially acceptable standard of both housing and non-housing consumption.
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« To foster competition for innovation and better value for money in service provision,
which is more difficult to achieve through a public entity or monopoly;

« To promote mixed use and mixed income developments (since government mandates

for housing are typically limited to assistance for the very poor).

For the private sector, there are benefits to be gained from housing PPPs as well, provided a
sound and stable administrative framework is in place:
+ To open up new market segments hitherto considered too risky or costly to serve;

« To diversify portfolios for market segments with different demand characteristics.

Context: key messages

1. The role of government in housing provision has evolved over the decades in re-
sponse to changes in social, political and fiscal context, program failures and shifting
notions about its perceived role and responsibility.

. In developed economies, government roles have transitioned as follows: Builder >
Architect > Planner > Enabler > Regulator > Partner > Entrepreneur. The lack of

private sector provision of housing affordable for lower-income groups has resulted

in emerging economies adopting any one of these roles - or all of them.

. Ifa government does not wish to carry the full financial burden of delivering afford-
able housing, it needs to position itself as an enabler, de-risker and regulator of an
affordable housing market.

PUBLIC-PRIVATE PARTNERSHIPS FOR INVESTMENT AND DELIVERY OF AFFORDABLE HOUSING IN EMERGING MARKET ECONOMIES 17
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DEFINING HOUSING “PUBLIC-PRIVATE PARTNERSHIP"

his section provides a working definition of housing PPPs and compares and contrasts

the differences between the application of PPPs to public infrastructure and to

affordable housing, broadly defined housing PPPs and strictly defined housing PPPs,
as well as housing PPPs and government contracting out builders to build. It also provides
basic description of their main principles and components of a housing PPP. For those who
are less familiar with PPPs, please refer to the World Bank Public-Private Partnerships
Reference Guide which helps readers navigate the substantial body of knowledge that has
been generated globally on infrastructure PPPs.’

2.1. Definition of Public-Private Partnerships

2.1.1. Definition of a Typical [Infrastructure| PPP

The World Bank uses a broad concept, applied both to new or existing infrastructure and
services, defining PPP as:

‘A long-term contract between a private party and a government entity, for providing a
public asset or service, in which the private party bears significant risk and management
responsibility and remuneration is linked to performance” °

A typical infrastructure PPP is understood as a relationship between a public and a private
entity, formalized under a contractual relationship, using a specific method of procurement.
The contractual relationship requires a systematic and meticulous consideration of costs,
revenues, incentives and risks over the project/service life cycle. As such, it is complex and
expensive to execute, as is later explained.

A PPP is not the only means by which a Government can partner with the private sector,
distribute its risk, or through which the Government can access private sector investment,
assets or services.! Any appraisal of a partnership between the public and private sectors
should first consider whether the desired outcomes can be achieved through less a complex
partnership or contractual structures.

2.1.2. Proposed Definition for Public-Private Partnership in Affordable Housing

As there is no specific definition for an affordable housing PPP, the following is proposed to
guide this study:

A partnership between the public and private sectors, established through a contrac-
tual relationship which seeks to access private sector finance, design, construction,
commercialization, maintenance or operational management for the delivery of
affordable® housing and, in some cases, ancillary services. The public sector contri-
bution can be provided in the form of cash or equivalents such as land, development
rights, revenues (rents/tariffs) generated from land, infrastructure and building
assets, taxation relief and/or a share in the equity generated over a fixed period. The
private party’s renumeration is significantly linked to performance.

9 World Bank, Public-Private Partnerships Reference Guide, V. 3.0 (2017).

10 World Bank, Public-Private Partnerships Reference Guide.

11 Workshop on Affordable Housing PPPs (Malaysia, April 2019): The majority of government representatives surveyed considered PPPs to
be the only mechanism for attracting private finance.

12 Affordable housing is another term that does not have a universally accepted definition. For the purpose of this study, housing is
considered affordable’ when housing expenditure (mortgage payment or rent plus utilities) leaves a household with a socially acceptable
standard of both housing and non-housing consumption.
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This definition allows both public and private sector parties to develop partnerships
which are appropriately structured around a specific housing need and context. It also
allows the public sector the flexibility to ensure the delivery of different housing tenures
(e.g., for rent or for sale) and different asset classes (e.g., residential or retail space), which
would in turn make it possible for the private sector to engage. Moreover, the definition
does not require the parties to be locked into long-term contracts, as is typical with in-
frastructure PPPs.

Box 1: Three Differentiations to Facilitate the Understanding of Affordable
Housing PPPs

1. Differentiating transaction-based, contractually governed PPPs (i.e., “strictly de-
fined” PPPs), from broadly defined housing PPP agreements which include a host
of mechanisms to incentivize the market players to increase supply of affordable
housing units.

2. Differentiating affordable housing PPPs from large scale infrastructure PPPs.

3. Differentiating affordable housing PPPs from government contracting private firms
as builders (who take no financial or commercial risk).

2.2. Three Diflerentiations to Facilitate the
lYn(l('rslan(ling ol Hnusing PPPs

The term PPPs has been loosely used in the housing sector. It is important, therefore, to
draw boundaries between some commonly conceived notions of housing PPPs in policy
discussions and practices.

2.2.1. A Broader Concept of Public-Private Partnership in Affordable Housing

While countries around the world have largely attempted to adapt an infrastructure PPP
framework to the housing sector, its definition may not always fully capture the dynamics of
the housing sector. Why? First, the definition derived from public infrastructure and service
provision involves assets that are traditionally owned by the public sector. In the housing
sector, however, public rental housing constitutes only a small share of the market in most
countries. Therefore, how to incentive the private sector to supply housing (a private good)
in the affordable market (both for sale and rental) becomes a central question for the public
sector. Second, even if the definition of public service is sufficiently broad to include the
government’s role in ensuring the affordability of housing (largely privately produced), such
a definition requires the private sector’s role to be codified in a long-term contract with a
government entity. In the housing sector, the government has a wide range of policy, legal,
regulatory, financial and administrative instruments to attract private sector investments into
the affordable housing space. Such private sector participation (“broadly defined PPPs”)
need not be governed by long-term contracts between the two parties, nor be transactional or
site-specific as in the classic infrastructure PPPs. For example, instruments like Inclusionary
Zoning, which requires developers to make a certain percentage of new units affordable to
low- to moderate-income residents, are powerful regulatory tools to steer developers to the
affordable market. It is this broader context of respective roles - for both public and private
sectors — that sets the definition of public-private-partnerships for affordable housing apart
from that of a typical infrastructure PPP.
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Before any in-depth discussion on housing PPPs, a broader perspective and a functional
framework for the role of the public and private sectors in housing is needed. Narrowly
defined Housing PPPs (see below) are not silver bullets. Governments must first identify
the key constraints in the enabling environment (policy, legal /regulatory and administrative)
along the housing value chain. By removing/reducing these constraints, the market as a whole
will benefit from more private sector entry/competition.

Box 2: The Low-income Housing Tax Credit (LIHTC) - Is it a PPP?

b)

The LIHTC provides a federal income tax incentive to private investors in return for
equity investments in private rental housing targeted to lower-income households.
Since its inception in 1986, the LIHTC has become the most important resource for
the production and preservation of affordable rental housing in the United States to-
day. Since 1986, nearly 3 million affordable housing units have been placed in service,
at a rate of between 60,000 and 100,000 units per year.

The LIHTC program gives State and local LIHTC-allocating agencies the equivalent
of nearly $8 billion in annual budget authority to issue tax credits for the acquisition,
rehabilitation, or new construction of rental housing (HUD). The LIHTC standard re-
quires that the average income of all households in assisted units is 60 percent of Area
Median Income (AMI) or below. Properties are required to comply with investment
regulations for 15 years and meet affordable rent requirements (i.e., if the household is
paying no more than 30 percent of its income for rent and utilities) for at least 30 years.

Several partners are required to finance and structure an LIHTC deal: federal, state,
and often local government agencies, equity investors, attorneys, and project develop-
ers or owners and professional property managers. Sometimes the HOME Investment
Partnerships Program and the Community Development Block Grant program of the
US Department of Housing and Urban Development are leveraged to finance projects.
In many cases, the project developers are non-profit corporations.

The LIHTC does not fit into the strict definition of a housing PPP (Section 2.1.3).
However, the LIHTC is a good case of a broadly defined public-private partnership
whereby the public sector deploys a taxation instrument to attract private sector in-
vestments into the affordable housing space.

2.2.2. Affordable Housing PPPs vs Large Scale Infrastructure PPPs
Housing PPPs are more complex to deliver than infrastructure PPPs for the following reasons:
a) Single vs Multiple Assets. Whereas infrastructure typically focuses on a single sector,

housing comprises not only dwellings, but also roads, water, sewerage, electricity and
stormwater infrastructure, as well as supporting social infrastructure such as recreation

fields, community centres day care centers, schools, etc.

ever, often involves multiple offtakers: home purchasers, buy-to-let purchasers, rental
companies, and a range of utility providers, schools, clinics, commercial operations, etc.”®

13 When a housing estate is to be delivered to a single offtaker (e.g., a university accommodation or housing for employees of a single (or

few) large employers), then its complexity is similar to that of an infrastructure PPP.
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©)

d)

f)

g)
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Utility vs Urban Management. Following construction, an infrastructure PPP focuses on
the management of the specific infrastructure service provided, whereas a housing PPP
must manage an urban area comprising the various service providers identified in (b)
above, as well as the socio-political dimension of resident associations.

Utility vs Real Estate Revenue Models. Whereas an infrastructure business model is
based on user service charges, a housing business model involves multiple revenue vari-
ables, whose sources include the sale of assets (e.g., houses, surplus land, development
rights), residential and commercial rentals, utility tariffs, as well as the potential uplift
from real estate and asset value appreciation over time.

Politics. Housing attracts voter support in ways that public infrastructure construction
does not. As such, it is often exposed to political interference at national and local levels
- which may not always be in alignment.

Variability over time. Because housing involves multiple assets and offtakers, each with
its array of variables and associated risks, attempts to bundle such complexity and vari-
ability into a single procurement package exposes the public party to frequent requests
for variations in contract scope, and costs - or alternatively, potential risk of private
party failure, requiring the public party to step in.

Multiple governments at play. The housing sector is shaped by policies and instruments
deployed by both national authorities (often in charge of tax waivers and subsidies to end
users) and by local governments (land supply, planning and zoning and development
control regulations, municipal infrastructure and service provision). This creates an
additional level of complexity.
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2.2.3. Housing PPPs vs. Government Contracting Builders

Governments often contract out to builders to either build according to a government’s design
or to design and build public housing with output-based specifications set by the government.
After completing the housing construction, the government assumes responsibility for allocat-
ing the units to end-users, as well as operating and maintaining them. Design-Build contracts are
short-term contracts, with no long-term maintenance or operations responsibilities allocated
to the private party. More importantly, the builders do not take financial or commercial risks,
as they simply hand back the units to the government after they are built. Although Design-
Build contracts tap into some resources of the private sector in terms of design, construction,
and project management, such private sector participation schemes fall short of maximizing
the financial, property management, and other resources and expertise of the private sector.
All too often, governments consider design-build the ultimate PPP model, whereas this study
seeks to push that boundary and encourages governments to engage in more strategic and
productive ways of sharing risks and resources to achieve desirable outcomes.

Box 3: TOKI Models: Contracting-Out and PPP Joint Ventures

The Housing Development Administration (TOKI) is a state-owned enterprise
responsible for the implementation of the Turkish government’s housing policy. Its
core activities are: (i) revenue sharing projects targeting middle- and high-income
households; (ii) social housing projects targeting low-income households, and; (iii)
slum transformation projects. With consolidated powers including rights to all state-
owned land, the authority to override local zoning, and the power of eminent domain,
TOKI has emerged as a national developer or co-developer of housing, either directly
(by hiring general contractors) or indirectly (via individual PPP joint ventures). TOKI
is self-financing and has supplied more than 640,000 homes between 2003 and 2018.

For social housing projects, TOKI supplies land and provides project design. Then a con-
tractor is procured through a tender process to construct the housing units. Sales prices
of the units are set by TOKI without a profit purpose. Upon completion, the contractor
delivers the units to TOKI, which then sells the houses to targeted beneficiaries. TOKI
also provides long-term, variable rate housing loans for the target groups, with title deeds
kept as collateral until debt is fully repaid.

For revenue-sharing projects, TOKI provides land (typically in prime locations), and a
tender process is carried out to choose the private developer. The developer is selected
based on the expected total income from the project and the revenue share between
TOKI and the developer. The private developer designs and constructs the housing units
and finances the development. The sale prices of the housing units are jointly determined
by both parties. TOKI receives its share even if the expected revenue is not obtained.
If the obtained revenue is higher than the expected one, the extra revenue is shared
between both parties.

Based on the Affordable Housing PPP definition under Section 2.1.2, these social
housing projects are not PPPs but a standard public procurement of works. The reve-
nue-sharing schemes, on the other land, do qualify as a PPP joint ventures where private
partners do assume a greater role in the planning, financing, design, construction, mar-
keting and sale of the housing products. Substantial risk associated with the project is
transferred to the private party, who is best positioned to manage it. It should be noted,
however, that the resulting units are not affordable housing and that cross-subsidization
is realized through TOKT's overall portfolio, rather than at the individual project level.
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2.3. PPP Principles

PPPs were established in the developed economies of North America and Western Europe.
Through their use over time, key principles were identified to guide the use of these instru-
ments and to avoid some of the pitfalls which became evident. From the literature, Canada’s 8
“golden” rules™ appear to be the most succinct way of capturing the essentials.

1. Public interest is paramount;
Maintain accountability and transparency throughout the project lifecycle;
Carefully plan and define scope and objectives;
Measure project viability against criteria set by the initiating partner;
Provide value for money and appropriate risk transfer;
Ensure competitive and fair tendering processes subject to proper due diligence;

Reflect the needs of the targeted community and integrate them into project KPIs;

® N Sk w N

Manage the project responsibly throughout the term of the agreement, with predictabil-
ity and priority as determined by the partnership.

2.3.1. Structural Requirements

PPPs emerged in the context of well-established public and private institutions, with legal
and financial frameworks that enable the transfer of public service provision to the private
sector within a codified system (PPP) that optimizes public-private participation and the
management of risk. Requirements for a public sector client to procure a project using a PPP
method usually require:

a) An approved legislative framework for Public Private Partnerships.

b) A public authority (such as a PPP unit) that is dedicated to administering transactions,
as well as monitoring and reporting on PPP contracts;

c) Institutional competence and experience to oversee complex PPP transactions;

d) Private sector investors and developers capable of assuming risk.
The fact that many of these requirements are not evident in many emerging economies raises
concerns about the effectiveness of PPPs there. Therefore, models must be developed that

are appropriate to their legal and financial systems, existing institutions, their capacities,
competencies and constraints, both public and private.

2.%. Main Elements of a PPP

The following subsection highlights the main elements of a housing PPP. It is not meant
to describe the steps for assembling a housing PPP, which are covered in Section 71 of the
Appendix.

14 City of Calgary, Public-Private Partnerships, Calgary Council Policy Framework (Calgary, 2008).
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2.4.1. The Asset or Service

It is important to understand what specific housing asset(s) or service(s) is to be delivered,
and for whom. This will determine the basics of the business model, the costs of production,
and the potential methods for achieving affordability for targeted population.

What asset(s) and service(s). For affordable housing this will depend upon the proposed
tenure (e.g., rent or sale or other forms), built-form (e.g., incremental, complete, detached,
attached, etc.), usage (e.g., single, mixed, etc.), basic infrastructure and social services, as well
as specific services required (e.g., facilities management or rental management).

For whom. A core part of any affordable housing PPP is to understand the targeted “price
points” of the affordable housing assets to be generated. Therefore, an affordability analysis
- based on house prices, the incomes of targeted beneficiaries and potential customers of the
PPP, and interest rates and other credit rules for potential customer groups - constitutes a
fundamental part of the technical assessment.

2.4.2. Resources and Risks to be Shared

The business model is also dependent upon the resources each party will bring to the partner-
ship to produce the asset and/or service and lower its cost. Public resources tend to include
assets (land, infrastructure), incentives (development rights, tax relief, administrative stream-
lining, subsidies), guarantees (financial and offtake). It is critical for public resources that are
included in the partnership to be adequately marked-to-market (even if these are not marked-
to-market in the government books) to ensure that the structure does not include implicit
subsidies that make the model unsustainable. The private sector brings capital, either owned
or raised (project debt and equity), as well as technical, marketing and management capacities.

A risk matrix should be developed to name and categorize each risk identified throughout the
project lifecycle: to analyze the likelihood of the risk occurring (and the effects if the risk materi-
alizes), to identify measures to mitigate the risk, and to allocate the risks to the party who is best
placed to handle it (or to share it). Housing PPP projects in emerging economies typically have
the following: political risks, social risks, market risks, financing risks, ofttake risks/demand risks,
and procurement risks. For a more detailed list of risks, refer to Section 71.2 in the Appendix.

2.4.3. Structure and Model
The eventual structure of the partnership will depend upon the asset or service to be pro-
duced, the resources each will contribute, and the business model for ensuring financial via-
bility. Typical PPP structures are defined by the role of the private sector in the arrangement.
For affordable housing PPPs, these include, but are not limited to:

o Design Build and Finance (DBF)

o Design Build Finance and Operate (DBFO)

« Design Build Finance and Operate and Maintain (DBFOM)

« Operate and Maintain (OM)

Section 3.2 features some of major affordable housing PPP structures adopted by developing
countries.
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2.5. Value for Money (VIM)

The primary objective of engaging the private sector in delivering affordable housing as a
social good or a public service is to ensure greater Value for Money (VfM) than could be
achieved through purely public provision. In doing so, governments must ensure that any
public resources deployed, or risks incurred, are worth the investment and that the benefits
outweigh the costs — and that they will do so over an extended period of time. Concretely,
governments must determine (i) if PPP is the better approach, (ii) if yes, which PPP structure
would offer best VM, compared to other possible PPP structures; and (iii) if the governments
deploy their own limited finances and assets strategically to facilitate an affordable housing
delivery system that is sustainable, replicable, and therefore scalable. Many PPP programs
require a VM analysis to gauge whether the scheme can achieve the optimal combination of
benefits and costs in delivering the assets and services for end user.”

Value for money is evaluated both quantitively and qualitatively. The qualitative analysis in-
volves sense-checking the rationale for using a PPP. It may include determinants such as: (a)
whether a project is suitable for private financing; (b) whether a project’s complexity would
benefit from private sector innovation; (c) the potential for optimal risk allocation; (d) the
degree of stakeholder support; (d) institutional capacity; and (e) social and environmental
criteria.'® Qualitative VFM analysis is usually done as part of the PPP screening process.

Quantitative VFM analysis typically involves comparing the chosen PPP option against an
alternative implemented entirely by the public sector. For affordable housing, it is common
to examine multiple alternative models for leveraging private sector capital and expertise
to supply affordable housing. In order to determine which PPP model to use, governments
must systematically analyze the direct (& indirect) costs and the potential benefits of various
structures. The time- and cost-efliciency - as well as the effectiveness - of each structure must
be compared. Such analysis should take into account the market, as well as the regulatory and
political context, of a particular city or country. Quantitative analysis is usually done at a later
stage of PPP preparation and appraisal. Governments should be aware that ex-ante qualitative
VEM is an imperfect tool when its foundational assumptions are based on limited data.

It is worth highlighting, however, that a VfM analysis is only one part of the PPP project
appraisal process. Other PPP appraisal criteria include the project’s feasibility, its economic
viability (irrespective of procurement routes), its commercial viability (whether the project
is likely to generate enough of a return to attract high quality investors), its affordability, and
whether it can be completed in a fiscally responsible way.

2.0. ;\(I\'unlug(‘s and (]lmll(‘,n{);(‘,s of PPPs

The surveyed literature shows that while housing PPPs offer many advantages, they also
present challenges. Both are summarized below:

2.6.1. Advantages

a) Cost savings: private sector profit orientation drives efficiency and cost-cutting;

15 For detailed discussion and further references on VfM, please see: World Bank, Public-Private Partnerships Reference Guide.
16 Due consideration of sustainability and environmental, social, and governance (ESG) standards is increasingly becoming common as a
supplementary analysis to VEM.
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b) PPPs cover the whole lifecycle: concentrating all costs into a single bundle simplifies
procurement;

c) Output-based: payments are linked to performance;
d) Risk sharing: risk is allocated to the entity most competent to manage it effectively;

e) Deadline incentives: the private entity is responsible for financing, so any delays impact
upon profitability;

f) Broadening public services: government is able to redirect its own finances to other
needed sectors;

g) Improved levels of service: combining the strengths of the public and private sectors
improves the quality of assets and services.
2.6.2. Challenges

a) Procurement complexity: PPPs are significantly more complex than traditional public
works tenders;

b) Politics: PPPs are susceptible to political changes over the period of the contract;
c) Rent seeking: controversies may arise as to “who” benefits;

d) Transaction fees: transaction costs and fees are very high;

e) Monitoring costs: governments incur significant costs monitoring PPPs;

f) Costs of private capital: private capital is generally more expensive than capital sourced
from the public sector;

g) Long term obligations: long-term annuities are a budgetary burden on weak economies;
h) Contract rigidity: rigid forms of contracting result in risk premiums;

i) Competitive complexity: once the contract is signed, there is little competition.

Box 4: Challenges for Affordable Housing PPPs Commonly Seen in Emerging
Economies

o The real estate industry may be underdeveloped and unregulated;

+ A non-competitive domestic market may be dominated by a small number of resi-
dential developers who profit more from alternative investments (hence, there may
be a lack of motivated bidders);

o The private sector may lack investors and developers capable of assuming risk;

o Public sector capacity, formal processes and/or the structure for decision-making in
general may be weak;

o There may be a lack of institutional competence and experience to design, structure/
appraise, and oversee complex PPP transactions;

o The public sector might not be trusted to honor its commitments and responsibilities;

+ There may be a lack of access to mortgage financing and construction financing;
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DEFINING HOUSING “PUBLIC-PRIVATE PARTNERSHIP"

PPP definition, principles and components: key messages

. There are varied (and sometimes competing) definitions of what constitutes a PPP.
The World Bank employs a standard definition for public infrastructure PPPs (2.1.1),
which has been modified for affordable housing in this note.

. Essentially, public-private partnerships seek to harness the private sector to deliver
public assets and services and to minimize or defer governments” expenditures and

risks.

. PPPs provide certainty for governments about budgetary expenditures, as well as
assurances that service standards will be maintained.

. PPPs were created in developed economies and are not always readily suited to the
realities of emerging economies.

. PPPs require that appropriate legal structures be in place, and that the various
parties be competent to perform their assigned tasks under the model.

. The private sector should be aware that it is assuming a large portion of risk from
the public sector, and what the consequences for non-performance of a PPP con-
tract might be.

. Academics, professionals and policy makers analyzing case studies have identified

many pros and cons in the use of PPPs to procure housing (examples of which are

covered in the Appendix).

. PPPs depend on both the public and private sectors to perform and deliver value for

money in a demonstrable manner.
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AFFORDABLE HOUSING PPPS: COMPLEXITIES AND MODELS

3.1. Housing Complexity

Application of PPPs to affordable open market housing delivery presents significant challeng-
es. The following perspectives serve to illustrate these challenges:

3.1.1. Low-income vs Upper-Income Markets (or Informal Private Sector vs
Formal Private Sector)

This subsection will not reiterate the typical concerns about land titling, removal of encum-
brances, loan underwriting and infrastructure availability — as these affect housing markets
generally. What is important here is the significant difference between the lower-income and
middle/upper-income housing markets.

In most developing countries there is a functioning affordable housing market provided by
the Informal Private Sector (IPS) without any subsidy or guarantee. The housing is affordable
to consumers, and commercially viable for those that produce it. Whilst there are concerns
about quality and adequacy, this market nevertheless provides a baseline for evaluating af-
fordable housing investment and delivery models. The fact that the IPS produces the majority
of housing in almost all developing countries - and that this market continues to expand
- suggests that the IPS understands low-income demand and the business model for supply
better than government or the Formal Private Sector (FPS).

Any attempt to attract FPS housing providers down market should therefore be wary of pro-
viding subsidies or guarantees as a substitute for a lack of knowledge about the market. Rather,
these incentives should be carefully employed to formalize existing and relatively successful
informal markets, and to integrate the financial, managerial and technical capacities of the FPS.

This study does not provide opportunity to investigate the subject in detail, but some lessons
from precedent are provided below as examples:

Criterion LESSON

1. Economies of Scale :

* For an IPS with smaller profit margins per unit, * Achieve scale through mulitiple smaller projects
affordable housing must be produced at scale rather an a single mega-project.
to ensure commercial viability. Scale enables * Reduce transaction size, complexity, risks and time
bulk purchasing which lowers material cost to implement.
per unit; scale also distributes management 9 T T s e s

cost over a larger number of units thereby also
lowering cost per unit.

* Too large a scale, however, requires higher
borrowing, greater dependence on sales,
greater market speculation, and greater
vulnerability to delays.

2. Know the Customer

* Information and data about the low-income * Know for whom you are building before you build!
market fs very limited (.g househeld size, * Where there is no guaranteed offtaker, client
configuration, mobility, income, etc.), and > origination and closing need to be project-managed
effective demand cannot be confirmed until to the same degree as construction.

appraised. You cannot speculate with the

)  Phase projects to enable learning about consumer
low-income market.

requirements and constraints at each increment - so
as to improve product responsiveness and profitability
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Criterion LESSON

3. Know the Chains and Capacities:

* Because profit margins are thin, delays * The programme has to be designed around actual
eliminate profit very quickly. speeds of supply chains. End users are the most

* One must know the speed of all supply chains critical of all supply chains.
in order to model production and potential cash * The programme should be paced at the slowest
flows; knowing the actual speed of planning supply chain.
approvals, client origination, loan underwriting, > | The complexity, scale and speed of the project
material supply, and house production is cannot exceed the capacities of existing institutions
critical. without creating delivery risks.

* The capacity (financial, managerial, tecnhnical, * The programme should utilize and develop local
technological) of all institutions is important. capacity/capability/ technology; it should avoid models
Capacity is important for increasing project which over-rely upon ‘imported’ expertise as such
scale and complexity. dependency can pose a risk to scale and sustinability.

* The above also applies to investment.

4. Sequencing Production and Cashflows

* Large-scale projects that are built very quickly * Employ Just-in-Time: do not build faster than sales.
may make sense for the contractor, but do not * Build at the rate of sales to avoid over-production/
always make investment sense. sunk costs.

* Increasing the scale and speed of a project * Increase equity over debt to reduce debt
requires not only increased capital, but also > obligations.

increased sales closures to service the debt

- which places the project at risk and could
result in potential insolvency and a request for
a government bailout.

* Slow down and phase the development to minimize
capital demand, pay down debt, and improve
investment returns.

» Scale project phases to match local contractor

* Building more slowly, may render the project R e ey

unfeasible for larger building contractors.

3.1.2. Structuring Complexities
a) Single or Multiple Offtake

If the housing estate to be produced, e.g. university accommodation, housing for employees of
a single (or few) large employers has a single offtaker, then complexity is significantly reduced.
If, however, there are multiple offtakers, each with their own requirements and time scale,
it is pivotal that procurement for each ofttaker is undertaken under a coordinating Special
Purpose Vehicle (SPV), a project company created to develop and manage the project. The
SPV will “pass through” most of the rights and obligations to a downstream structure of
contracts, allocating responsibilities, obligations, risks, and cash flows from the SPV to the
different private actors through different agreements."”

b) Investment and Delivery Structures

To ensure its citizens can access housing that is adequate and affordable, government may
decide to produce such housing itself, or enable others to do so. Regardless of the approach,
government needs to exert sufficient control to ensure that sufficient levels of affordable and
adequate housing are supplied.

17 Foradetailed description of SPVs,see APMG International, “6.1 Introduction to the Basic PPP Project Structure,” The PPP Certification Program Guide
(Buckinghamshire, UK: APM Group, 2020). https://ppp-certification.com/ppp-certification-guide/61-introduction-basic-ppp-project-structure.
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Figure 3.1 Single Asset vs Multiple Asset Offtake Scenarios'®

SCENARIO 1 Housing MULTIPLE ASSET PPP
School Road Single/Multi-Store Rental/Sale ~ Water & Sanitation

Urban estate owned by
mulitple off-takers

e.0.95% of Housing around
the World

Commercial Development

—— Electricity

SCENARIO 2

Urban estate owned by single *
off-taker

SINGLE ASSET PPP

" Inclusive of:

Infrastructure (Roads, Water,
Sanitation, Electricity)
Commercial Development
School

' He

e.0. Military, University,
Public Rental or
“Government as Estate
Agent”

COMPLEXITY + RISKS!!

The dilemma thus, is how government can exert control, when it is not directly involved in
production?

PPPs provide a framework for government to get the private sector to finance and produce
housing, but with the caveat that such housing will be handed back to government. As such
it remains the eventual client, with associated holding risks and responsibilities. PPPs cannot
be employed without specific PPP law and management in place.

Government regulations (spatial planning, development rights, building regulations and by-
laws) and housing policy (subsidies, taxation) also provide a mechanism for government to
exert control over housing affordability and adequacy, but this requires strong development
controls and enforcement of regulations. The advantage of regulatory interventions is that
they are programmatic and apply to many projects within a geography, as opposed to PPPs,
which are limited to specific site, project or transaction.

Between (direct) engagement and (indirect) enablement, a range of investment and delivery
structures exists (around the world) or could be adapted to enable government to exert con-
trol to ensure that affordable and adequate housing is produced. The table below provides a
simple matrix illustrating the options between exclusive public and private provision that may
be considered in devising a context-appropriate affordable housing investment and delivery
partnership structure.

18 Sourced from L. English and J.P. De Swardt, Settlement Company Modelling (Urbuntu Ltd, 2018).
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PARAMETERS

DIRECT CONTROL

AFFORDABLE HOUSING PPPS: COMPLEXITIES AND MODELS

INDIRECT CONTROL

NO CONTROL

Deliverable Public Good/Asset Public/Private Good Private Good
Housing is a public good if owned by a public/public purpose
institution.
Tenure Rental and Sale (associated | Rental, Rent-to-own, Shared ownership, Mixed Rental/Sale Rental, Rent-to-own,
with public employment) Shared ownership, Sale
Ownership Public ownership Private/ Non-state custodianship Private ownership
End User Non-market Semi-Market Open Market
Demand

Government guarantees
offtake

Government guarantees
offtake for affordable
component only

No offtake guarantees

No offtake guarantees

Commissioning
Authority (CA)/
Client

Public Institution (whose
core business is not
housing)

Private Entity (whose core
business is not housing)

Private Entity (whose registered
core is business is housing - Housing
Company™*

Private (whose core is
real estate and housing)

E.g. Government
Department, Hospital,
Military, State University
State-owned Enterprise

Private University/ Private
Corporation/ Non-Profit
Company/ Trust/ SPV

Community Interest Company/
Community Development
Corporation/ Housing Association/
Trust

Private Company /
Private Individual

Delivery Vehicle

No vehicle if DB contracts
Special Purpose Vehicle if
DBF/DBFM or DBFMO

Special Purpose Vehicle

Housing Company (HC)
If none exists:

1. HC will first be incorporated (to
mediate between uncertain market
and investors)

2. HC will need to be capitalized
before undertaking the project

Project Company

Specifications

CA specifies housing
requirements. Drafts

CA specifies housing
requirements. Drafts

Housing Company specifies
requirements based on iterative

Private Co specifies
requirements based

Contract Contract market origination. Drafts Contract on iterative market
origination. Drafts
Contract
Delivery Agent Building Contractor Developer Building Contractor Building Contractor
Legal Framework | Procurement Law/ PPP Law | PPP Law Company Law Company Law

Delivery Risks

Government assumes all
DBFOM risks

Developer and CA share
DBFOM risks as per
contract

Housing Company | Housing

shares risk with Company/
Government Investors as-
for affordable sume all DBFOM
componentasper | risks for market
housing policy component

Project Company
assumes all DBFOM risks

Recovery Risks

Government guarantees
repayment risks

Government guarantees
repayment risks for
affordable component as
per contract

Housing Co/Investors assumes
all repayment risks for market
component

* Housing company articles limit the business objects and may not be altered without government approval. It may be registered as a Social Housing
Company if suitable regulation exists.
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3.1.3. Contracting Complexities for an Open Affordable Housing Market

Providing an ‘open market’ affordable housing supply solution (i.e. where there is no guaran-
tee of end user offtake) requires a composite expertise including: marketing, end user origi-
nation and financing, project/unit design, financial and investment structuring, procurement,
construction, and the management of any assets — and the coordinated management of these
such that the sequence of house production and sales occur at just the right time to ensure
that project cashflow can attend to any debt obligation.

If this sequence is not achieved, a project will end up with unsold units, sunk investment,
and potential financial failure (depending on the robustness of the developer’s balance
sheet). Critical to sequencing production and sale is the control of each supply chain. On
the sales side, this requires that there are no delays in end user client identification, assess-
ment, underwriting and loan closure, and on the production side, that there are no delays
in development approvals, material or labor supply etc. The more difficult of these chains,
in affordable housing, is the sales supply chain. Any contract for open market affordable
housing will therefore need to incorporate ‘marketing competency’, Figure 3.2(a) illustrates
a typical DBFMO PPP arrangement, with the additional responsibility for end user market-
ing, and mortgage close.

Contracting for this type of arrangement raises several concerns:

a) hnowledge of the market. and predicting demand requirements over time

In most developing and emerging economies, formal developers and mortgage banks have
limited knowledge of, or engagement with, the low-income market segment, hence the
common appeal for offtake guarantees. This also presents the following challenges to the
Contracting Authority: how to frame a contract that is likely to experience many changes in
scope, adjusting to future changes in the market, whilst at the same time ensuring that it can
cap costs and risks.

b) Integral nature of governance and operations

The PPP arrangement in Figure 3.2a illustrates that the SPV is both investor (owner) and op-
erator/developer. This means that if there is failure in implementation, the CA cannot simply
fire the developer, as it is also the owner. The CA may have ‘step in’ rights, but suspending a
project has serious political, social and financial implications.

¢) Local industry participation and development

Most developing countries are unlikely to have private companies with a development track
record, fundraising capability, and risk management experience to qualify to bid for the
PPP illustrated in Figure 3.2b As such, they tend to draw from a small pool of international
corporations and reduce local participation to non-leadership and sub-contracting roles. If
governments are seeking to scale the supply of affordable housing, it is important that they
structure contracts that enable and de-risk the participation and development of investors,
developers, supply chains and services.

Figure 3.2(b) is based partly upon the Kenya Case study (later described later in Section 4)
and serves to suggest how the above concerns can be addressed:
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Figure 3.2a: Comprehensive (All inclusive) Affordable Housing PPP Contract

uncertainty for a PP if
no offtake guarantee is
provided as cashflow is
sales dependent

Marketmq

Political Authority Ownership + Governance + Management + Execution
Design
Public
Resource
Construction
PPP
Contract
Operation & Maintenance
Equity/Debt
‘ Note: This is the main
Marketing & Sales area of risk and

Exclusive Agreement

Public Responsibility Shared Public/Private Risk

Figure 3.2b: Disaggregated Affordable Housing Contract(s)

Mortgage
Finance

Political Authority Ownership + Governance Management + Execution
||@|I Design
Public
Resource
Resources Construction
Private —
Management
Contract
Operation &
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— >
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Marketing
& Sales

Marketing
i f; Mortgage Mortgage
Board manages by Articles EEBLERTE Finance Finance
and Strategic plan Management Co manages by KPI's
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PUBLIC-PRIVATE PARTNERSHIPS FOR INVESTMENT AND DELIVERY OF AFFORDABLE HOUSING IN EMERGING MARKET ECONOMIES 37




AFFORDABLE HOUSING PPPS: COMPLEXITIES AND MODELS

38

a) Rather thanan SPV the Government incorporates a privately invested Housing Company
(restricted by registration to specific affordable housing activities). The Housing
Company Board assumes total responsibility, and appoints a management company to
undertake marketing, design, construction and maintenance. The Company operations
are not defined by a rigid contract and can adapt to demand changes (housing type, size,
cost etc) and the speed of delivery, etc.

b) Separating governance and management promotes accountability balancing perfor-
mance (profitability mandate) and conformance (affordability mandate).

c) Project Management, Design, Operations, Maintenance and Marketing services tend
to exist as independent entities in developing countries but seldom as a single entity
under ‘one roof’ Through the Housing Company these services are able to be engaged
individually and as required, not part of a single contracted consortium. This provides
flexibility and increases local industry participation and development.

3.2. Partnership Models for Affordable Housing

The following section illustrates typical structures for engagement between the public and
private sectors. They draw upon models from India® and Kenya? and are presented in a sim-
plified format that enables comparison®. For detailed consideration, the reader is encouraged
to examine the documents referenced in the footnotes.

As the intent of the ‘partnership’ is to shift responsibility for affordable housing supply from
the public to private sector, the models (or structures) are sequenced to show how risks and
responsibilities pertaining to resource provision, offtake, production and cost recovery is
gradually transferred. To illustrate the changing balance between public and private a ‘weight
scale’ is provided listing the respective responsibilities.

3.2.1. Government Offtake/ Government Pays [Sale |

The first model requires the private sector contractor to design, build and finance the units
(DBF contract) before handing them back to the Government. The Government pays the
private sector contractor in cash. The Government then assumes onward risks for offtake,
sales and arranging mortgage finance. Mortgage finance is either provided by the government
or by private banks with subsidies provided by the National Housing Bank.

3.2.2. Government Oﬁttll:e/ Government Pays with Land [Sale|

The second model is similar to the first, with the only difference is that instead of cash, the
Government pays for the units through land and the associated development rights. Obviously,
the land and development rights need to be equal value to the cash option (in present value
terms) to provide sufficient incentive. The Bhubaneswar PPP project in India (featured in
Section 4) uses this structure.

19 Ministry for Housing and Urban Affairs, Public Private Partnership Models for Affordable Housing (Government of India, 2017). This
document provides a detailed analysis of a range of models appropriate to Indian context. http://mohua.gov.in/upload/uploadfiles/
files/PPP%20Models%20for%20Affordable%20Housing.pdf

20 County Government of Nakuru and World Bank, Naivasha Affordable Housing Prototype Business Case (Kenya, May 2019).

21
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Figure 3.3 Government Offtake/Government Pay with Land [Sale]??

DBF Contract PRIVATE
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Provide land for development Handover housing Provide Land Design Units
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% Lump-sum
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+ Finance Unit Users
+ Assume Cost Recovery Risk
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X

Repay Loan
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Project
Lenders

Inerest * Monthly Key to diagrams:
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------------ ‘ @ Private Financing Entity @ End User Aggregator
@ Private Investment Vehicle Technical/ Advisory Services

Figure 3.4 Government Offtake/ Government Pays with Land [Sale]??
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22 D.Harrison and L. English, Public Private Partnerships for Housing Workshop (Indonesian Ministry of Public Works and Housing/ World
Bank, 2019)
23 Harrison and English, Public Private Partnerships for Housing Workshop.
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3.2.3. Government Q[ﬁahc/ Government Pays with Annuity [Rental |

The third model is applied to rental housing. The government requires the private sector
contractor to design, build and finance the units, and then to assume responsibility for main-
taining the units (DBFM contract) for a period of time (10-20 years), after which the units
will be handed back to the government. The government pays the private sector contractor
an annuity calculated to cover the total costs of design and construction, including profit and
any escalations — and could also include affordability compensations for tenants that meet
certain eligibility criteria. End users are responsible for internal maintenance of their units.
The government remains responsible for any risks related to offtake or non-repayment.

Figure 3.5 Government Offtake/ Government Pays Annuity [Rental]

DBEMO

Contract R PRIVATE
Set eligibility criteria
for beneficiaries pUBLIC x
44 Handover housing
Provide land for development U"]tS + Provide Land + Design Units
Pay annuity amount up to X years ; + Provide Infrastructure + Build Units
Transfer units | | Pay Monthly : - Pay Annuity - Finance Construction
z after f fears | | Instalment - Assume Offtake Risk - Operate + Maintain
+ Assume Cost Recovery Risk
End Users
(maintain)
Repay Loan [’gg\r/]ide Bridge
@ Public Entity @ Production Entity

@ Private Financing Entity @ End User Aggregator
@ Private Investment Vehicle Technical/ Advisory Services

Project
Lenders

3.2.4. Government Offtake/ End-User Pays [Rental |

The fourth model is similar to Model 3 above, except that the private sector, in addition to its
DBFM role, undertakes an operations role, collecting rents directly from tenants (DBFMO
contract). In this model, the private sector contractor is paid from rent collections. The rental
price point must therefore recover all costs of design, construction, and maintenance (includ-
ing profit and any escalations) within a specified contract period (say 10-20 years) before the
units are handed back to government. In this model, end users are responsible for internal
unit maintenance, and the Government is responsible for offtake or tenant non-payment
risks. Government can also provide cash for affordability compensations for tenants that
meet certain eligibility criteria.

3.2.5. Government Offtake/ End-User Pays [Sale |

The fifth model is focused on housing intended for sale. The private sector contractor is
required to design, build and finance the units, and to recover costs through sale to end
users. The unit price point therefore needs to include costs of design, construction, and
maintenance, including profit and any escalations. In this model, the government continues
to be responsible for end-user offtake and for arranging mortgage finance through private
banks capitalized by the National Housing Bank. The private sector contractor, as such, is not
required to have knowledge of the end user market.
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Figure 3.6 Government Offtake/ End-user Pays [Rental]?*
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Figure 3.7 Government Offtake/ End-User Pays [Sale]?®
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24 Harrison and English, Public Private Partnerships for Housing Workshop.
25 Harrison and English, Public Private Partnerships for Housing Workshop.
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3.2.6. Market ()_ﬂ'tahe/ End-User Pays [ Rental |

The sixth model is derived from the Kenyan initiative. Here, the government’s contribution
is to provide land and trunk infrastructure only. The government also sets the urban plan-
ning and housing standards. The land is vested in an SPV in exchange for shareholding.
The remaining shares are offered to the private sector through competitive public offering.
Following capitalization, the SPV then undertakes to design, build, finance, maintain and
operate the rental housing stock. Rental price points consider all costs, profit and financing
costs. There is no handover to government. The SPV is also responsible for identifying
tenant offtake, and as such is required to have an acute knowledge of the low-income rental
target market.

Figure 3.8 Market Offtake/End-Yser Pays [Rental]?¢

PUBLIC
x PRIVATE
Receive Equity | | Provide land
inSPV | | development - Provide land + Design Units
+ Build Units
+ Maintain Units
Transfer Units (X + Finance Construction
U R - -+ Assume Offtake Risk
Paymenton  SAUAIAIEIS  Pay Monthly (m"ai"tf,f{)
milestones Rental
Debt Equity
Repay loan| | Dividend
\ v Key to diagrams:
@ Public Entity @ Production Entity
, @ Private Financing Entity @ End User Aggregator
LPerr?gieeﬁ'ts @ Private Investment Vehicle Technical/ Advisory Services

3.2.7. Market Offtake/ End-User Pays [Sale|

The seventh model is derivative of the above model, except that housing produced is for sale.
The SPV is again responsible identifying offtake and securing mortgage finance for approved
end users. As such the SPV requires acute knowledge of and linkages to the low-income target
market. In the case of Kenya, a mortgage refinance company has been established to ensure
mortgage bank liquidity.

26 Harrison and English, Public Private Partnerships for Housing Workshop.
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Figure 3.9 Market Offtake/End-User Pays [Sale]
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development + Provide land

% Transfer Units
»
End User

Contractor” ARG (maintain)
milestones

Receive Equity
inSPY

Debt Equity

Repay loan| | Dividend

v v

@ Public Entity
@ Private Financing Entity

Project

Mortgage
Lenders

Finance @ Private Investment Vehicle

. A key difference between traditional infrastructure PPPs and housing PPPs is that

the underlying asset will seldom be publicly owned or managed.

. Delivery of affordable housing is complex. Public Authorities looking to procure
housing for a multiple offtake PPP (rather than a single offtake PPP for infrastruc-

ture) will meet significant challenges.

. PPP structures developed by some nations (India) particularly focus on leveraging
public and private land (and development rights) to resource affordable housing

PPPs.

. The Public sector can use a range of different subsidies or levers to commercially

incentivize the private sector to deliver affordable housing to the market. These

include land, cross-subsidisation through land rights or income mixing, cost recov-
eries through annuities, capital grants, transfer of asset ownership, and asset rental.

. The different models have delivered affordable housing with varying results, and
no single structure is applicable to every location. Each model has its own advan-
tages and disadvantages as to how it incentivizes the private sector to perform, and
the remedies it offers for tackling lack of performance, lack of transparency and

corruption.

PRIVATE

+ Design Units

+ Build Units

- Maintain Units

+ Finance Construction
+ Assume Offtake Risk
- Finance End Users

@ Production Entity
@ End User Aggregator
Technical/ Advisory Services
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he following Case Studies of housing PPPs in India, Brazil and Kenya illustrate the
diverse ways in which Public Private Partnerships have been structured to meet local
conditions within Emerging Economies. The cases are presented in a matrix to help

compare the factors influencing the eventual model design, and the lessons to be derived
therefrom.

These cases were selected on the following grounds: (i) quantified data are available both
on the sector and at project level; (ii) their varying modalities illustrate risk and reward
allocations in response to different local housing market contexts, as well as the competencies
of both parties involved; and (iii) they have been completed and sufficiently tested in the
market.

Among the three PPP projects featured, the Casa Paulista Program is the oldest and well
into the operations and maintenance stage. The Indian Bhubaneswar Affordable Housing
Project is under construction, and the Kenyan Naivasha Affordable Housing Project is at the
bid-evaluation stage.”” (See Overleaf )

27 All three projects involved the World Bank Group in its various capacities: Brazil (IFC’s equity investment in the winning firm); India
(IFC’s advisory service), and Kenya (IFC and FCI's advisory service/ TA).
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CASE STUDIES

Case Studies: Key Messages in Summary

. Responsiveness to context: The Partnership models are specific to country context
(policy, legal, fiscal, institutional), city context (planning statues, development
rights, property taxations), and site context (location, developability, infrastructure,
marketability). Housing PPPs therefore require a multi-disciplinary and integrative
competence to assemble.

. Levels of intervention: The cases provide examples of intervention both at an

ecosystemic level (through policies, public institutional intermediation, etc.) and at

project level (land, infrastructure, and development rights), more so, the Brazilian
and Indian cases. Drawing a line between enablement and implementation, particu-
larly at a project level provides a challenge if these modalities are to scale.

. Inducing participation: Each context is faced with a formal private sector unwilling
to produce housing for lower income groups without enticement through public
asset provision, subsidy or incentive. The challenge for government is to use their
limited resources strategically, and to gradually wean the private sector from these
dependencies as the market matures.

. Replication: Strategic use of subsidies, cross-subsidies or incentives can ensure both
affordability and profitability; however, unless the subsidy or incentive is sustain-
able, and that they are regularly reviewed and adjusted to mobilizing increasing
levels of private investment and private risk taking based on the maturity of private
experience in PPP in the sector, replication cannot be guaranteed, and a market
cannot be developed.

. Housing PPPs are not easy: The motivation for PPP from the governments has
often been stronger than the appetite from market players. It often takes time for the
private sector and the public sector to learn how to work as partners.

. Learning from failure: There is much to be learned from the implementation of
these projects — particularly areas where failure has occurred - and how precedent
should reshape policy. The absence of a body of knowledge gleaned from actual
project implementation means that mistakes are more likely to repeated.
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FRAMEWORKS FOR ASSESSING AFFORDABLE HOUSING PARTNERSHIPS

his section provides a starting point for developing a methodology for considering

all the options available to enabling affordable housing markets in developing and

emerging economies. The methodology should build on but expand beyond the
transaction-centric PPP to leverage resources and value additions available through regulatory
instruments and real estate investment vehicles, both in the short, and over the long term.

The frameworks and tools conceptualized in this section are intended to prompt discussion
and guide the scope of future work to establish this methodology.

9.1. Guaranteed Offtake Partnership Assessment Framework

In situations where government or a private institution assumes responsibility for allocating
the units produced to selected beneficiaries, i.e. guarantees offtake, it would be useful to ex-
pand upon the partnership models developed by the Indian Ministry for Housing and Urban
Affairs® so that it is applicable to other contexts. A step approach listed below and detailed in
Section 71. [Appendix A] suggests a way in which this could be developed.

o Step 1: Define the service or asset to be delivered and to what standards.

o Step 2: Identify the institutions (public and private), their roles and mandates.

o Step 3: Evaluate the institutional capacities and competences relative to their roles.

o Step 4: Determine the resources parties can bring to produce the asset and/or lower its cost.
o Step 5: Assess the viability of the business model.

o Step 6: Determine the most suitable structure to deliver the asset or service.

o Step 7: Determine the distribution of risk and responsibility.

o Step 8: Determine the process for procurement.

0.2. Framework for Assessing Affordable
Housing Modelling Variables

In practice, offtake guarantee is not necessarily available either by the government or the
private sector sponsors. When examining the gap between the end-user affordability case
and an investment case in an open market there are substantial number of variables to be
considered. A decision-making framework is necessary to systematically appraise the options
to devise a suitable model for development and investment.

Figure 5.1 conceptualizes a matrix listing key variables of ‘Land;, ‘Product Planning and Design,
‘Implementation” and ‘Financing. Under each of these variables a set of options (‘dots’) is listed,
each with its own resource implications and risks — requiring assessment of the potential subsi-
dy or de-risking. Following consideration of all options and their associated opportunities and
constraints, the dots are joined to create an ‘options route, of which the red line in figure 5.1 is
an example. This which then provides the basis for structuring the institutional, legal, financial ,
operations and procurement arrangement necessary to effect private sector affordable housing
delivery, as well as the appropriate Development and Investment vehicle (which may take the
form of an SPV, and LLC, LLP, etc. as appropriate to context).

28 Ministry of Housing and Urban Affairs, Public Private Partnership Models for Affordable Housing. http://mohua.gov.in/upload/upload-
files/files /PPP%20Models%20for%20Affordable%20Housing.pdf.
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FRAMEWORKS FOR ASSESSING AFFORDABLE HOUSING PARTNERSHIPS

5.3. Decision Tools

The following are indicative tools which could be developed to assist the evaluation of options
flowing from different offtake arrangements, or, from the use of different incentive levers. The
range of options is obviously not limited to those illustrated.

5.3.1. Offtake Options Tool

When structuring affordable housing PPPs, one of the core challenges is to understand the
following question at the outset: what type of offtake is required? Figure 5.2 is a flow diagram
starting from the point of affordable housing as a “problem”. It shows the typical decisions and
paths the public sector may have to navigate to procure a solution. It suggests that historically
most solutions have led to the public sector providing some form of demand or supply-side
subsidy to stimulate private sector engagement.

5.3.2. Leverage Options Tool

Another area of decision is examining the levers available to the public sector and how they
should be arranged for optimal effect. Figure 5.3 illustrates how these could be mapped as a
flow diagram to assist option appraisal. It is still in its early stages and needs further develop-
ment to explore how the levers should be arranged to best generate value and ensure private
sector performance for each model.

9.%. Future Value Capture/Leveraging Tools

When considering how to create a sustainable and scalable supply of affordable housing, the
mechanisms for generating income tend to focus on sales, leases, rents (including the securiti-
zation of rent rolls) and service revenues (water, energy, levies, etc.). In none of the cases re-
viewed in Section 7, has any consideration been given to the equity value of the land and rental
asset. Due to pressures on urban land and rental housing in urbanizing developing countries,
the equity value of these assets increases often exponentially over time and, if modeled over,
say, 25-30 years, can unlock considerable resources for financing affordable housing.

Land typically constitutes the main input of the public sector in a housing PPP, it is therefore
critical to think through land value capture as a powerful tool to incorporate in the toolbox
of PPP arrangements. When private sector contributes the land in a PPP, its future value will
be captured in the price of the house the private entity requires or in the terms of the rental
arrangement the private entity agrees to. Land value changes are also hard to model, as they
require efficient land-markets with many transactions to get reliable prices.

The following are cashflows generated by the authors, using various scenarios, to examine the
potential increase in equity of an asset held over 30 years.

5.4.1. Rental Assets Value Creation

Figure 5.4 below illustrates a typical cashflow model on an affordable housing unit based on
a rental model. The authors have used typical values from the Kenya case study to establish
a consistent baseline to illustrate the typical values, repayment term, increase in land values
and the increase in capital value over a typical 30-year period assuming average GDP as a
proxy for growth. In this example, the landlord sees a regular rental income but realizes the
full value through the appreciation of the asset over the term.
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Box 5:

FRAMEWORKS FOR ASSESSING AFFORDABLE HOUSING PARTNERSHIPS

Government’'s Resources/potential contributions to housing PPPs

5.4.2.

Planning and development control

« Higher density (Floor Area Ratio)

o Transferrable Development Rights

o Streamlined planning and building permits

« Zoning allowing for mixed development (retail/commercial, affordable/higher
end housing)

+ Housing types and standards

Land

o With clean title, free of encumbrances
« Location: proximity to jobs/livelihoods, close to public transportation, schools
and clinics, and other community services

« Size: large enough to enable cross-subsidization and cover initial fixed costs
Infrastructure

» availability of trunk and secondary engineering infrastructure
« provision of social infrastructure (schools, clinics, etc.)

Subsidies
o Supply side subsidies:
o Tax benefits and/or other financial subsidies for developers

» Adjustment on Construction Cost Index (in countries where inflation is
significant)

« Demand side subsidies:
o Eligibility for end-user subsidies
« Size of end-user subsidies
Guarantees

o Offtake guarantees

« Project finance Guarantees

« End User Finance Guarantees (Default guarantees)
o Annuity

Concessions and Licensing

« Ability to manage neighborhood as private estate
« Ability to raise levies (for estate management)
o Ability to bulk purchase and provide service utilities (water, electricity)

Cashflow Model: Shared Ownership Models PPP

In the case of a shared ownership model, the purchaser of the house may only buy 50% of

the property, and in doing so must service a mortgage for that portion. He will also need to

pay rent on the portion that he does not own. The final element is a service charge which is
levied on the development. This model can be very helpful to assist low-income households
onto the property ladder, but needs to be coupled with a strategy to support them to take
on more equity over time, otherwise they may find themselves unable to exit the investment

or unable to maintain the payments due to increasing cost of servicing the debt, the service

charge and the rent.
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Figure 5.4 Cashflow Model: Rental Housing PPP*°

120,000

i 994 Capital Value
> lowValue < HighValue < AvgValue e Rental Income Debt e Land Value 0 . Depending on the PPP

100000 - agreement, the
developer would look to
see substantial gains
80000 through increase in
- capital value which is
relative to GDP growth.

60000
6%

40,000

Market Variance

We have used GDP as a
e 3% ¥ conservative proxy for
market values. Typically
these can vary between
3%> 9% in Kenya
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‘Development Finance‘ ) Operational & Rental Payments .
Developer would take Once complete, the property can be let to designated tenants
out a loan to develop who qualify. Rental payments can be made by the user or the
the property which government depending on the governments policy towards
would be paid off within housing benefit
the first 8 years

Figure 5.5 Cashflow Model: Shared Ownership Housing PPP*!
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by the operator
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\
)

Residual Land Value
The land value would increase
Mortgage Costs Operational & Rental Cost on Shared Equity in line with market growth and
< > < could be used as collateral later
Purchaser pays off their As the building will be operated / managed qur a 3% party to secure development finance
mortgage within the there will be management costs courled with a rental should both parties agree.
first 8 years payment on the portion of the property they do not own.
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30 Diagram adapted from L. English, “Urban Housing Options Appraisal Canvas,” Human Settlement and Shelter Residency Materials,
(Eastern University, 2007).
31 English and Duhaene-Gold, Apex Company Modelling.
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This model is based on capturing the added land value or total asset value over time.
Affordability is not helped if the purchaser must pay a realistic rent on the part owned by the
investor, while at the same time transform the lease into equity or buy more equity. **

5.4.3. Cashflow Model: Leasehold Housing for Sale PPP

One way of bringing down the initial capital cost of purchasing a house is to offer a leasehold
purchase. In this model, the low-income household is able to afford the cost of the house,
but not the land. The freehold of the land is leased with a ground rent or head rent with a
long-term leasehold allowing the buyer a “virtual freehold” while at the same time providing
a long-term low yielding income for the freehold owner. In this model, the purchaser is able
to invest in the building, adding value through construction and asset management to realize
higher growth in capital value over time.

Figure 5.5 Cashflow Model: Leasehold Housing for Sale PPP33

160,000
O lowValue < HighValue < Avg Value Mortgage Debt @ Freehold & Head Rent
oo Purchaser Equity
The purchaser would look to
100,000 see the large portion of
P increase through capital
100,000 value appreciation over time.
80,000 Head Rent
The purchaser would be
€000 4 -~ required to pay a rent on the
' land which would be indexed
linked
40000
2000 Residual Land Value
The Land ownership would be

retained by the Government
203 45 6 7 8 90 W R B W B W B W N 2B MUK %A B I 3 orpyiate andord and would

rise in value relative to
Mortgage 1 R ) Mortgage 2 . ) Mortgage 3 . economic grovth

The purchaser takes out an The purchaser takes out a The purchaser takes out a
initial mortqa?e 0f 10,000 and second mortgage of 12,000 third mortqa?e 0f 15,000
pays it off in 8 years. and pays it off in 8 years. and pays it off in 8 years.

5.4.4. Cashflow Model: Freehold Housing for Sale PPP

The final model illustrates how, if low-income households can afford to buy a property,
through investment in the building through construction and asset management, they are
able to realize all the capital growth. This model relies heavily on access to mortgage finance
to allow for incremental development of the property. It also has the additional benefit of
creating a strong credit history for the purchaser against which lending institutions would
have confidence in offering lower rates of interest on mortgage finance as well as unsecured
loans.

32 Experience exists in Australia and the US with shared ownership: the interest rate on a mortgage is subsidized in lieu of the lender being able to
share in the increased value at sale. In non-sophisticated markets this is difficult to explain to owners who must give up part of the sales price.
33 English and Duhaene-Gold, Apex Company Modelling.
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Figure 5.6 Cashflow Model: Freehold Housing for Sale PPP34

160000
< LowValue <> High Value < Avg Value Mortgage Debt @ Land Value 9%
140000 Iy
10000 Market Variance
We have used 6DP as a
conservative proxy for
100,000 0 market values. Typically
- 6%
these can vary between
80,000 3%> 9% in Kenya
60,000 ‘ % o+ .
e S Purchaser Equity
I The purchaser would
40000 realize the full increase
through capital value
20000 -7 appreciation over time.
————— ————
0 T m— T T T ———— T T T T T T T T T T ReSIduaI la"d Value

T2 3 4 5 6 7 8 9 10 m 12 1B ¥ W oW W WY 20 2 2 2B 45 06 08 29 N The Land ownership would be

Mortgage 1 Mortgage 2 Mortgage 3 retained by the Government or
< > < > < > private landlord and would rise
The purchaser takes out an The purchaser takes out a The purchaser takes out a in value relative to economic
initial mortqa?e 010,000 and second mortgage of 12,000 third mortqa?e 0f 15,000 growth.
pays it off in 8 years. and pays it off in 8 years. and pays it off in 8 years.

Frameworks for assessing and modelling affordable housing partnerships: key
messages

1. The modelling of partnerships providing open market solutions to affordable
housing supply will need a broader perspective that seeks to leverage all possible
instruments and real estate investment vehicles to reduce the need for subsidies and
guarantees, or substitute for them entirely.

. Critical issues for determining the best route for affordable housing provision should
start and end with the question of who are you delivering the housing for? Is it a
single public, single private or multiple private ofttake?

. The levers available to the government touch on both demand and supply side fi-
nance. Not all levers have to hit the public purse. The Government should consider

the optimal use of its assets (appropriately valued) to incentivize the private sector

to perform.

. In all scenarios, a single contract like a PPP should really be broken down into mul-
tiple stages of procurement to ensure best value is secured at each stage. Emerging
economies are too volatile economically and politically for both the public and
private sectors to engage in long term contracts (10+ years) without incurring major
risk premiums or high risk of failure / default.

34 English and Duhaene-Gold, Apex Company Modelling.
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WHAT NEXT?

70

his work represents a short scoping study in which the authors have attempted to

collate, structure and synthesize a subject for which there is yet no precise definition

or categorization. The work references a variety of sources and projects that, whilst
“housing-related’, exist in different contexts, have deployed different modalities and seek to
realize different offtake outcomes. This study is intended however to be a “starting point” for
developing a primer on affordable housing PPPs for World Bank Group staft and for housing
practitioners in general. The next steps are proposed below:

i. Finetuning the Definition for Public-Private Investment in
Affordable Housing Delivery

While this study has proposed a working definition of affordable housing PPPs without losing
sight of the broader understanding of public private engagement in relation to affordable
housing, further consultation with a wider set of stakeholders is needed to fine tune the
conceptualization and lay a solid foundation to guide the development of a framework for
assessing affordable housing PPPs.

ii. Future Study Areas and Qutputs

a) Expanding in-depth Case Studies: Build a database on implemented housing PPP
projects in emerging market economies from around the world to close information
and data gaps, and to gain deeper understanding of the challenges and opportunities in
structuring and appraising affordable housing PPPs, and distil good practice and lessons
learned.

b) Delivery Institutions/ Vehicles: Explore Private Sector/Non-state institutional vehicles
such as Housing Associations, Housing Enterprises, Estate Companies - even “Building
Societies” — whose interests are more aligned with the longer-term financing, production
and asset management related to rental housing, commercial and social facility manage-
ment, infrastructure, and overall estate management - than what typical PPP structures
encompass. These entities also possess the ability to blend short and long-term financing,
as well as blend revenue streams derived both from sales, rental and tariffs.

c) Development Rights and Land Value Capture: The potential of future real estate value
of housing for underwriting the production of affordable housing developments requires
further investigation, as it could unlock short-term finance, which could in turn unlock
longer-term institutional finance

d) Project Capital: In immature capital markets the cost of private capital is expensive.
Explore ways to aggregate local long-term savings to fund developments that could be
more patient and aligned with the project lifetime than the capital markets.

e) Securitization and Investment Instruments: Explore ways in which REITS, bonds
and other investment instruments unique to Housing and Real Estate, could be utilized
to increase the supply of development finance, particularly for rental property
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Based upon stakeholder need and feedback, the product of further study may be as follows:

a) Typology Manual: Categorizing the range/spectrum of arrangements from public
centric to private centric that exist within different legal and policy contexts, institutions,
competencies, resources, development rights and levers, delivery vehicles and structures
(SPV’s, JV’s and co-financing arrangements) and offtake outcomes (public/private,
rental/sale).

b) Lessons Learned Compendium: collating case study close-out information and data
from implemented projects (as opposed to theoretical sources) in line with the above
categorization.

c) Guidebook: Providing a step-by-step approach for designing a partnership between the
public and private sector to produce housing.

d) Tools: ‘How-tos including, e.g.; how to examine legal and policy context; how to as-
sess capacity and competency of component institutions; how to evaluate (and value)
resource contributions; how to identify risks and their mitigation measures; how to do
Value for Money analysis; how to structure institutional arrangements; how to undertake
financial modelling that factor development rights and land value capture.
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APPENDIX

7-1. Appendix A: Assembly of a PPP

Following from Section 5.1, provided herewith is a slightly more detailed consideration of the
step-by-step assembly of a housing PPP. In practice, however, some of the steps may blend,
or shift backwards and forwards to respond to the reality of project preparation.

This session draws largely from literature on Infrastructure PPPs, and for more extensive
descriptions, please refer to the PPP Certification Guide® and the Public-Private Partnership
Reference Guide Version 3.% The processes warrant further adaption to the housing sector.

7.1.1. Step One: Asset/Service to be Provided

The FIRST STEP is to define the asset or service to be provided. Figure 71 below proposes
a table that could be used to describe the specific housing asset or service required. The main
elements suggested here would be housing typologies, infrastructure requirements, and the
role the private sector is expected to perform.

Figure 7.1 Defining the Asset to be Delivered

[The table below is notional. It serves to illustrate the key variables a housing project would consider, and under each of
these variables, there would be several options or alternatives.]

Built Typology Variables Infrastructure Variables

OPTIONS Tenure Form Water Sewer Energy

—_

Freehold Purchase

Shared Purchase

Lease Purchase

Rent-to-own

Rental

Sub-rental

Hand back

@ | N | o | oD~ w N

Tariff Charge

Affordability analysis. A core part of the affordable housing PPP is to understand the targeted
“price points” of the affordable housing assets to be generated. Therefore, an affordability analy-
sis, based on house prices, income of targeted beneficiaries and potential customers of the PPP,
interest rates and other credit rules for potential customer groups is a fundamental part of the
technical assessments.

7.1.2. Step Two: Component Entities

To deliver the housing asset or service the SECOND STEP is to identify and map the existing
institutions within the city or country to ensure that sufficient capacity exists to procure and
monitor a PPP. Also important is that there are laws and regulations to govern the use of PPPs
and that certain governmental entities are empowered and mandated to procure and monitor
PPPs. Ideally, there should be a designated PPP Unit which oversees the conceptualization,
preparation and procurement of PPP transactions. PPPs require a certain level of institutional

35 Intexpational, The, PPP Ftificatio am Guide. https://ppp-certification.com/pppguide/download.
%P@iﬁlﬂé&}%ﬁf HilerSTH %e&oﬁﬂl 3://pppworldbank.org/public-private-partnership/library/ppp-reference-guide-3-0.
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Figure 7.2 Component Entities
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7.1.3. Step Three: Component Entities’ (Generic) Competence

Following the mapping of the requisite entities, the THIRD STEP is to evaluate the com-
petency of each entity in terms of its financial, technical, operational management, and risk
management capacity. This will determine how roles, responsibilities and risks are to be
distributed between public and private entities.

Figure 7.3 Competency Factors and Distribution (Notional)

Output Focussed (Efficiency/profit)
Design Capacity

Lifecycle Costing

Financial Modeling

Credit Worthiness/Balance Sheet
Equity Raising Capability

Debt Raising Capability
Downstream Procurement Flexibility
Politics Free Managements

Project Management Efficiency
Risk Taking/Management
Operations Management

General Assumption (Emerging Economy):

Technically even

Depends on guarantee

@ (ompetent

APPENDIX

Advisory
Services

Transaction
Firms

Design Firms

Managements
Firms

Marketing
Firms

ETC

Depends on time
Depends on time

Figure 7.3 above illustrates the key competencies and a generic’ distribution of responsibilities
between the public and private sectors. Note that this is merely an illustration - an actual assess-
ment may conclude differently. Generally, it is assumed that the private sector is more competent
at execution and managing risk. It should be borne in mind that housing developments can be
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Investment vehicle
Public Assets
Incentive/Subsidy
Services
Capitalisation

Risk Attenuation
Product Finance

Delivery

long term and competence has a “time limit.” Private sector entities many be competent in the
short term, but “incompetent” over a longer term. E.g. contractors are inclined to execute as
quickly as possible so as to reduce risk exposure and expedite profit-making. When required to
deliver slowly to avoid over-production, or hold stock in the case of rental, the same contractors
may be unable to adjust their business model, or manage the risks posed by an extended period.

7-1.4. Step Four: Resourcing

The FOURTH STEP is to determine the resources each party will bring to the partnership.
Such resources could include those illustrated in Figure 7.4 below. These include existing
institutional investment vehicles (with existing balance sheets) through which the scheme
could be financed; assets such as land or infrastructure, project capital (debt and equity),
and incentives such as subsidies, development rights, planning approval expedition, and risk
attenuation instruments such as credit guarantees and end user offtake.

An essential as part of the calibration is a gap analysis of what is needed to close the affordability
gap, given payment capacity of targeted households and subsidies available. Such gap analysis will
inform the resources that are needed to be brought into the partnership. To close the affordability
gap, it is important to first look into ways in which regulation/facilitation by the public sector can
do for the sector (not just one deal), then special measures to be addressed in a PPP arrangement.

Figure 7.4 Resource Contribution (Notional)

Time (Long-term/short-term)
Development Investment Vehicle/SPV
Land (Fixed/Swop)

Infrastructure

Development Rights (Fixed/Transferable)
Taxation Relief (E. g. VAT/SEZ)
Planning/Technical Services
Approval expedition

Project Capital (dewbt+equity)
Demand Capital (debty + equity)
Offtake Guarantee(s)

Finance Guarantee(s)

Project Finance

End-user Finance (Housing)

Asset Production

Asset Management (0&M)

@ Resource
® limited Resource

7.1.5. Step Five: Institutional Arrangements/Structuring of PPP

The FIFTH STEP involves establishing the most suitable configuration or arrangements
between the entities to deliver the asset or service identified under Step 1, and, incorporating
the conclusions of Steps 2, 3 and 4. Borrowing some major configurations that are used for
infrastructure services or asset provision, listed below are some housing PPP structures
mainly to demonstrate how considerations under STEPS 1,2.3 and 4 come together. Detailed
descriptions and diagrams are included in 3.2.

a) Government Offtake/ Govt Pays [Housing for Sale]
b) Government Offtake/ Govt Pays with Land [Housing for Sale]
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c) Government Offtake/ Govt Pays via Annuity [Rental]

d) Government Offtake/ End-user Pays [Rental ]

e) Government Offtake/ End-user Pays [Ownership]

f) Market Offtake/ End-User Pays [Rental]

g) Market Offtake/ End User Pays [Sale]

7.1.6. Step Sixv: Risk Management Distribution

The SIXTH STEP is to determine the distribution of risk between public and private par-
ties. The figures above illustrate how risk tends to be distributed across the different PPP
structures. A risk matrix should be developed to name and categorize each identified risk, to
analyze the probability of the risk’s occurring, and to describe the effects if the risk material-
izes. It should also identify measures to mitigate the risk and to allocate the risk to the party

(or parties) best placed to handle it.

Risk assessment is usually qualitative in nature, which generates nominal or descriptive scales
for each of the risks identified. The matrix below illustrates the initial stage of risk-naming in

a potential housing PPP project.

Project Risk Category Description
Lifecycle
Planning/ Political Change of government results in cancelling contracts; government interference
(b Policy, Legislation and Frameworks not in place for investor confidence; changes in policy, law and regulation affecting
Regulation performance of the project or the Private Partner's costs
Social (and public Project impact on adjacent properties and affected people (including public protest and unrest);
acceptance) resettlement; indigenous land rights; and industrial action.
Environmental Negative environmental impacts by the project; cost of compliance prohibitive, and climate change.
Market Real estate market downturn or collapse
Financing Financial Markets High inflation; exchange rate fluctuation; interest rate fluctuation; unavailability of insurance; and

refinancing; shallow construction finance market

Project Finance

High financing cost, private partner lacking financial capability

Mortgage Finance

Increased cost of finance; lower risk tolerance for underwriting

Implementation

Procurement

Insufficient competent bidders / corruption

Land Availability and
Access

Delays in Land acquisition; Land not suitable for the project; title is unclear and with unresolved
encumbrances, access to the site restricted

Infrastructure and
Social Services

Trunk and secondary infrastructure not in place or delayed; essential social services lacking

Permit and Approval

Approvals are slow & laborious causing delay / corruption

Design

Typology, size and unit mix not suitable for the purpose required; frequent and late design changes;
Unproven engineering technics

Construction

Contractors over run on time & budget, poorer quality of construction; poor compliance with health
and safety standards; defects; industrial action; and vandalism.
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Project Risk Category Description

Lifecycle

Operation Operation Operators not interested in the welfare of the residents;
events affecting performance or increasing costs beyond modelled costs; poor compliance with
maintenance standards; industrial action; and vandalism

Maintenance + Poor public and private sector competency; Lacking experience with social management
Operational
Partnering The Private Partner and/or its sub-contractors not being the right choice to deliver the project;

Contracting Authority intervention in the project; ownership changes; and disputes.

Condition at Hand back | Deterioration of the project assets/land during the life of the PPP or are not in the contractually
and Residual Value required condition at the time of hand back to the Contracting Authority; and the risk of the residual
value of the project assets/land.

Revenue /Off take The risk of insufficient tenant nominations and insufficient/non-payment (rent or mortgage)

Demand Market demand change

Figure 7.12 illustrates a more comprehensive continuum of institutional arrangements to de-
liver public services. On the extreme left, a Government Institution is responsible for public
service delivery and may contract with the private sector to provide short term professional
services, or to design or to build an asset — whereas on the extreme right, responsibility
for the public service delivery has been completely privatized and is the responsibility of a
Private Company. The Governments role in the latter is only to regulate the company.

Figure 7.5 Procurement Structures: Public/Private Risk Continuum 3
PUBLIC PRIVATE

“At risk”
Short term Long term
services or Mgt Management
contract (0&M) of service

Public Privatized
1 Long-term

Govt-Pays User-Pays authorization companigs in

Management-Asset

f [ [
Monetization DBFOM DBFOM or requlated requlated

assets market

1 8 9 10

2 @ Private Finance Infraestructure PPP's @ Infraestructure PPP's @ Service PPP's @ Non PPP's
EXAMPLES
@ 06M 2 years for a road @ 25 year DBORvi contract to build, manage a hospital facility/building or school, a
@ Contract for design and build. or build only, of infrastructure (e.q road, rail track road, or a VVWTP, etc. Being compensated by performance / availabiity payments.
o entire rail system) A power purchase agreement (PPA) in an independent power project (IPP)

@As in #2 but having the contractor pre (bridge) financing the works against future © 08rON 30 year contract for a road compensated by charges to users colected by
payments the private partner; a concession of water supply where extensive refreshment

@ 10-year contract for managing a water supply service, 15 years contract to anld upqrgdmg of mfrastructure and pl?”t
manage bus transport operations in a city. 15 years contract to manage renewals © A concession to use land in a port location to develop and operate related

and ordinary maintenance in a road under fixed price and quality deductions, facilties for 99 years at the entire risk of the developer; an authorisation to
Sometimes named lease, affermage, concessions develop renewable energy PP to be compensated according to a requlated price

(5 contracts delivering an asset where the contractor will also provide maintenance subsidied according o rene.w.a hle.ene.rgy reqlatons .
for a number of years (A telecom operator or electricity distributor that competes for clients /users

@ 30-year lease or concession to operate an existing toll road against a payment of under some imitsregulations

an upfront fee. or operate water system in a city

37 APMG International, The PPP Certification Program Guide. https://ppp-certification.com/pppguide/download.
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7.1.7. Step Seven: Procurement Process

The SEVENTH STEP is to consider the process for transacting the asset or service. Figure
716 illustrates a typical process for identifying the stages, tasks, expected outcomes and
decisions made at each stage PPP Procurement Process for the Government Pays Scenario.

Figure 7.6 Typical PPP Procurement Process (Government Pays Scenario)

TASK

OUTCOMES

DECISION

PUBLIC-PRIVATE PARTNERSHIPS FOR INVESTMENT AND DELIVERY OF AFFORDABLE HOUSING IN EMERGING MARKET ECONOMIES

IDENTIFYING PROJECTS
AND SCREENING

AS A PPP

- |dentify/select project

solution

+ Assess project

economically

- Scoping PPP project
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and pre-assets
financially

- Qutline of technical

solution [Economic
Analysis] [Financial
pre-analysis]

- PPP Screening report
+ Project management

plan

+ Green light to move

full-scale

APPRAISING AND
PREPARING THE

PROJECT CONTRACT

+ Refine project scope

and preliminary
design

- Test technical

feasibility/ assess
environmental impact

- Refine socio-econom-

ic feasibility

+ Assess PPP

commercial
feasibility/
affordability and
sound the market

- Due diligence (assess

risks)

+ Pre-structuring
+ Define procurement

- Feasibility report

(including
affordability,
commercial feasibility
[and PSC in some
countries] and Go/No
go recommendation
(investment decision
and procurement
decision)

- Project scope refined/

project design

+ Green light to move

to structuring [green
light to invest &
procure in some
countries]

STRUCTURING AND
DRAFTING TENDER
AND CONTRACT

- Define final structure

of the project contract
(financial, risk,
payment mechanism)

- Finalize due diligence
- Confirm previous

analysis if needed
(economic,
commercial, PSC.
affordability)

- Finalize reference

design, technical req,
output specs

- Define contract
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management

- Feasibility report

(including
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commercial
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in some countries]
and 6o/No go
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and procurement
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- Project scope

refined/ project
design

- Green light for

[aunching

TENDER AND AWARD

(RFQ, then RFP)

- Launch RFQ to qualify

bidders

- Provide clarifications
- Dialogue, interact or

negotiate contract in
interactive processes

- Close RFP and Invite

to propose

- Evaluate proposals
- Award the contract
+ Calling for signature
- Check precedent

conditions and signing
the contract

- Final RFP and final

contract [in some
processes -
negotiated,
dialogue or
interactive type]

- Award decision
- Contract as signed

[published in some
countries]

+ Award decision
- Contract signature

MANAGING CONTRACT
DEVELOPING AND
COMMISSIONING

- Set up contract

management team and
strategy

- Oversight/ Approve

design

- Site set up and permits

[and complete Right of
Way expropriation in
some contracts]. and
start construction

- Monitor construction
- Manage changes,

claims and disputes

- Commission! Accept

and start operations

- Potential changes to
contract document

- Approving changes

APPENDIX

MANAGING CONTRACT
AND HANDING BACK

+ Monitor performance
- Manage changes,

claims and disputes

- Prepare for hand-back
- Hand-back and

Finalize

- Potential changes to
contract documents

- Approving changes
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7-2. Appendix B: Case Study Comparative Analysis

The research relating to affordable housing PPPs identified a wide range of sources written
by a cross-section of academics, professionals, and policy experts. The material fell into three
broad categories:

« Academic research papers focused on housing PPPs’ failures and successes;
o Policy research carried out by governments and development finance institutions;
o Professional journals looking at specific aspects of housing PPPs’ delivery.

The authors have included a brief overview of the source literature, coupled with a number
of key “lessons learned” which reflect the salient points raised. Given the lack of consistent
material, and even the lack of a clear or consistent definition of the term “Public Private
Partnership,” it was deemed that the literature was too varied and “thin” to provide a more
comprehensive analysis at this stage.

Although not exhaustive, an extensive collection of Government, Professional and Academic
Literature has been collected as part of this study which covers contributions from more than
51 Countries. As part of this report,

7.2.1. PPP Configurations

5

3

o7

it

o

.

1 Algeria 1 Egypt 21 Iran 31 Netherlands 41 Scotland

2 Argentina 12 El Salvador 2 Irag 32 Nigeria 42 South Africa

3 Australia 13 Estonia 23 Ireland 33 Pakistan 43 Tanzania

4 Bahrain 14 Ethiopia 2 Italy 34 Peru 44 Thailand

5 Belgium 15 France 25 Kenya 35 Philippines 45 Turkey

6 Brazil 16 Germany 26 latvia 36 Poland 46 Ukraine

7 Canada 17 Ghana 2T Malaysia 37 Romania 47 United Kingdom

8 China 18 Hungary 28 Malta 38 Russia 48 United States

9 Croatia 19 India 29 Mexico 39 Rwanda 49 Vietnam

10° Czech Republic 20 Indonesia 30 Morocco 40 Saudi Arabia 50 Zimbabwe
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The team has compiled an overview by selecting key lessons learned from both developed
and developing nations which have been using Public Private Partnerships for delivering
Affordable Housing. Although not exhaustive, the following key themes have been identified
from the literature and have contributed to this report:

p—t
.

The market should guide real estate PPPs (United States);

The definition of housing PPPs is too narrow and not helpful (Australia);
Public/private partnerships are necessary to deliver social housing (Canada);
Housing PPPs (should aspire to) deliver economic growth (Kenya);

. Land can be used as leverage for housing PPPs (India);

. PPPs struggle to deliver to the low-income sector (Nigeria);

. Why low-cost housing PPPs fail (Thailand);

. Critical failure factors for affordable housing PPPs (Thailand);

O ® g9 & N R W N

. Private sector business case requires public subsidy (Indonesia);

e
(=]

. Challenges to public and private sector profit sharing (Malaysia);

[u—y
[

. There is an infrastructure gap in affordable housing (Botswana);

o
(O]

. The private sector needs to address risk management (Tanzania);

et
W

. There is a need for clear legal agreements with the private sector (Botswana);

[y
N

. Public financing is required on supply and demand sides (El Salvador);

e
9]

. Private financing is possible on supply and demand sides (Nicaragua);

[y
[=))

. Critical success factors for affordable housing PPPs (Ghana);

p—t
N

. Principles required for affordable housing PPPs (Egypt).

7.3. Appendix C: Lessons learned From Cases

7.3.1. Lesson learned: Greenfield land should be free of encumbrances

Country: India (Bhubaneswar)
Source: IFC?*

The project used a DBF (Design, Build, Finance) contract. The project aimed to produce 2600
specified residential housing units for EWS beneficiaries [341 sq. ft, G=4 units] on 13.71 acres
of affordable housing land. The project includes water supply, internal roads, sewerage system,
MSW management system, power, streetlights etc. a public thoroughfare including neighbourhood
shopping, and community facilities - primary school, marketplace and primary health centre.

a) Key Obligations of the Public Partner- BDA (Bhubaneswar Development Authority)
« Handover the project site, free from encumbrances, to the developer for implementing

the project; help the developer obtain required clearances;
o Facilitate developer access to finance, and provide step-in rights to lenders;

38 Sumeet Shukla, Development of Affordable Housing Project in Bhubaneswar under a PPP Framework, PowerPoint Presentation and Interview
(IFC, May 2018).
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« Identify and allot units to the EWS beneficiaries in accordance with the policy;

o Pay grants during the construction period, when required;

« Provide 6.5 acres land in lieu of payment released in proportion to EWS House com-
pletions. developer is permitted to construct housing units for and / or commercial
development as per their own marketing.

b) Key Obligations of Developer

« Develop a master plan, design and construct units, and hand back to BDA within spec-
ified time frames

« Facilitate 80% of EWS beneficiaries’ access to housing finance of at least US$2300;

o Rectify any structural defects as per RERA requirements within 5 years of hand back

o Competitive Procurement:

o Project was awarded to the developer which required the least subsidy.

c) Competitive Procurement:
o Project was awarded to the developer which required the least subsidy.
d) Role of the IFC
o Structuring the transaction:
« Review policy, laws and by laws to determine development potential;

o Assess the financial viability of the project;
o Identify risks and allocate these between the public and the private sector;

Structure transactions to set out the roles and responsibilities of the parties, events of
default, termination payments, etc.

« Bid process management

» Develop of bid documents;

« Assist BDA in responding to queries raised by potential bidders;
« Assist BDA in evaluating bids to identify selected bidder;

« Assist BDA in executing the contract with the selected bidder.

e) Lessons Learned:

o Ensure that land is free of encumbrances before embarking upon PPP. This project
started in 2013 and closed only in 2017.

7.3.2. Lesson Learned: Market should Guide Real Estate PPPs

Country: United States
Source: Policy Research Paper®

This research makes a clear distinction between infrastructure PPPs and real estate PPPs
and concludes that they should not be treated in the same way. Additionally, it highlights the
frictions between political and market influences and concludes that, in order to maximize
wealth creation, the market should lead.

39 Marc Scribner, The Limitations of Public-Private Partnerships Recent Lessons from the Surface Transportation and Real Estate Sectors (2011), page 23.
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“The purpose of this paper is to draw a bright-line distinction between two common forms
of PPPs: those in the surface transportation and real estate sectors. The goal of development
policy should be to allocate resources in the most eflicient manner possible, and market
discipline is critically important in this respect. In other words, the market should guide
development decisions.

But these sectors are hardly similar, as the case studies bear out: One has long been dom-
inated by government monopolies and the other has been largely free of political forces. In
the case of surface transportation infrastructure, innovative new private-sector financing,
management, and ownership regimes have much to offer in terms of minimizing taxpayer
exposure, capturing user revenues, and creating an efficient transport network. In contrast,
government’s recent expanded role in real estate development has increased taxpayer expo-
sure to risk, socialized costs, and concentrated the benefits into the hands of select private
developers and special interests.

The popularity of PPPs should not blind policy makers to the fact that these sectors suffer
from problems that are markedly different. A responsible path forward would be to utilize
PPPs in surface transportation infrastructure development and management, while cutting
bureaucratic impediments such as land-use regulations and business licensing to promote re-
development. In essence, both require reducing political forces and expanding market forces.
Only when policy makers realize their own limitations will these sectors be free to maximize
wealth creation that could potentially bring about a new era of American prosperity.”

7.3.3. Lesson Learned: A Narrow Definition of PPPs is Not Helpful

The paper makes the case that the PPPs project selection requirements are too onerous for
any projects to be approved. For developers, PPPs are too complicated; rather transfers of
existing development rights and requirements to set aside a percentage of each development
for affordable housing are more suitable. On a local government level, taxes derived from
urban development are directed mostly toward the federal level, leaving Local government
with little room, or incentive, to negotiate.

Country: Australia
Source: Academic Paper®

a) Source: Research into affordable housing PPPs in Australia has led to some insights into
the challenges of too narrowly defining the Public Private Partnership and the constraints
it has put on the delivery of low-cost housing.

b) “The widening gap between demand and supply of affordable housing in Queensland has
provided an opportunity for both the public and private sector to find innovative ways to
increase the supply of affordable housing. PPPs are one way proposed by researchers and
government. Although policy and guidelines are ready to support partnership initiatives,
a lack of application to real projects is the real implementation problem.”

c) “The Queensland state government has too restrictive a definition of PPPs, thus afford-
able housing projects cannot fall into this scope. Moreover, the private sector requires
other benefits and more incentives to deal with lower cash flow return from affordable
housing tenants. The contradiction between investment decision-making criteria of
public and private sector has obstructed the implementation of partnerships.”

40 Connie Susilawati and Lynne Armitage, Do Public Private Partnerships Facilitate Affordable Housing Outcome in Queensland? (Australia,
2004), page 7.
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d)

“PPPs may not be a suitable way to facilitate the increasing supply of affordable housing
without major changes and a more comprehensive approach. However, partnerships in
a broader context might be suitable for affordable housing projects.”

7.3.4. Lesson Learned: Partnerships Are Needed to Deliver Social Housing

Country: Canada
Source: Policy Research*!

a)

b)

Canada has been one of the first movers in the Social Housing PPP sector. This research
identifies the inherent character and value that the private sector and public sector bring
to a social housing partnership but finds that the challenge appears to be how to get them
to perform effectively over time.

“The case studies reviewed show that social housing can be effectively delivered and
managed through partnerships. The private sector has a tremendous amount of skill, re-
sources and experience to offer the social housing sector. It is also flexible, innovative and
better able to absorb and manage risk. Among the key factors identified that enhanced
the success of the affordable housing project are choosing the right partner, having an
industry leader and legally defining roles and responsibilities within the partnership.”

“An overview of the case studies also reveals that there is a large role for all levels of
government to play. Without some form of public financing, it is questionable whether
any of the housing partnerships reviewed could have housed the lowest income group.
But while the case studies show that PPPs reveal some promises in addressing affordable
needs in the short term, long term measurements are required to ascertain whether the
models will continue to meet this demand. Additionally, future research is necessary to
assess the implications of these and other PPP affordable housing projects on democratic
and public accountability”

7.3.9. Lesson Learned: Housing PPPs Deliver Economic Growth

Country: lenya
Source: Academic Paper®

a)

b)

The Kenyan government has been looking at the use of PPPs to deliver affordable
housing. They have determined that the DBFOM model would deliver value for money
through use of the private sector project management expertise. The government also
hopes to see economic growth due to the increased use of materials, higher employment
and wider supply chains associated with PPPs.

The purpose of this study was to investigate the influence of PPP finance on the provi-
sion of affordable housing in Nairobi County, Kenya. It found that factors influencing the
provision of affordable housing in Nairobi County include risk allocation, private capital,
delivery time, and cost-saving PPP finance. Furthermore, the PPP finance structure in
the DBFOM model allocates risk to the party best suited to manage it and at the lowest
cost; this allows the public entity to leverage the private sector's project management
expertise.

The public entity was motivated to seek partnership with the private sector primarily
due to the potential of improved delivery times and the availability of private capital. On-
time and on-budget delivery of projects is made possible through the use of contracts

41 Alexandra Moskalyk , The Role of Public-Private Partnerships in Funding Social Housing in Canada (Canada, 2008), page 36.
42 Peter Oluoch Ojwang, The Influence of Public Private Partnerships Finance on Provision of Affordable Housing: the Case of Nairobi County
(Kenya, 2015), pages 50-51.

PUBLIC-PRIVATE PARTNERSHIPS FOR INVESTMENT AND DELIVERY OF AFFORDABLE HOUSING IN EMERGING MARKET ECONOMIES

APPENDIX

85




APPENDIX

86

within the PPP framework. Such benefits are already being enjoyed in countries like the
UK, where a mature housing PPP structure exists. The need for public sector subsidies
is twofold: first, to enhance commercial viability to attract private capital; second, to
ensure the affordability of the housing units by the targeted low-income households.

d) The study also revealed that affordable housing PPPs have other effects, given the scale
of the projects: an influence on economic growth, job-creation, and expansion of in-
frastructure. Finally, the success of the projects depends on political goodwill and an
adequate regulatory framework.”

7-3.6. Lesson Learned: Land May Be Used as a Lever for Housing PPPs
Country: India

Source: Government Guidelines®

In looking at different affordable housing PPP options, the Indian Ministry for Housing and
Urban Affairs has identified six models where government land is the main lever for subsidy
and an additional two models which allow for private land to be developed as part of an
affordable housing PPP.

a) “PPP Models on Government Land:

« Government-land Based Subsidized Housing

+ Mixed Development Cross-subsidized Housing

 Annuity Based Subsidized Housing

« DBFMT: Annuity cum Capital Grant based Subsidised Housing
o Direct Relationship Ownership Housing

« Direct Relationship Rental Housing
b) PPP Models on Private Land:

o Private land based Subsidized Housing (CLSS Scheme for Economically Weak Sections
of Society (EWS) / Low-income Groups (LIG)/Middle-Income Groups (MIG)

o Private land Based Subsidized Housing (Affordable Housing Partnership Scheme for
Economically Weak Sections)”

7.3.7. Lesson Learned: PPPs Struggle to Deliver to Low-Income Groups

Country: Nigeria

Source: Academic Paper®

a) Research into the use of PPPs to procure housing in Nigeria determined that it primarily
benefits the high- and middle-income earners, rather than low-income earners. This
appears to be a consistent failure in several countries where private developers have
been engaged in delivering affordable housing.

b) “From the discussion, it is obvious that this country's experience in the application of PPP
in housing has mainly been in the production of housing for the high-and middle-income

43 Ministry of Housing and Urban Affairs, Public Private Partnerships for Affordable Housing in India, page 61.
44 Egidario B. Aduwo, Eziyi O. Ibem, Paschal Onyemaechi, Challenges and Opportunities in Public-Private Partnerships (PPPs) for Housing
Low-Income Earners in Nigeria (Nigeria, 2016), page 15.
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earners, while the low-income people that constitute a greater percentage of the urban
population have been neglected in most PPP housing schemes. The evidence presented
in this chapter also shows that the main reasons why the housing PPPs in Nigeria have
not made any significant contribution to addressing the housing needs of the low-income
population are not far-fetched. These include poor access to long-term housing finance;
inadequate supply of developable land; the absence of specific and uniform policy on
PPP in housing, and over-emphasis on joint venture model by the operators of PPP
housing schemes.”

c) “..... Inview of these opportunities PPP for housing the low-income earners offers, there
is a need for all the stakeholders in the housing sector in Nigeria to work together in
realising the goal of PPP in housing as stated in the New National Housing and Urban
Development Policy (NNHUDP) in 2002. Further, there is also the need to go beyond
the rhetoric and identify how best PPP in housing for the low-income people can be
actualized so that Nigeria can benefit maximally from PPPs in addressing the housing
challenge faced by a majority of her citizens.”

7.3.8. Lesson Learned: Why Affordable Housing PPPs Fail

Country: Thailand; Indonesia, Malaysia; Philippines; Vietnam
o . L Panepds
Source: Academic Paper”

A study of Critical Failure Factors (CFF) for Affordable Housing (LCH) was carried out to
identify the underlying causes for failure in affordable housing PPPs, a summary of which is
provided below:

a) Indonesia:
o The quality of low-cost housing products was poor due to substandard construction.

The LCH Program was cancelled because of lack of economic viability and subsidies;

+ The number of units sold was uncertain because the housing finance subsidy approval
process was complicated;

o LIGs were unable to access homeownership because they lacked the financial documents
necessary to apply for housing mortgages.

b) Malaysia;

« Too many houses were built in the same place;

o The quality of construction materials was low. This resulted in low functional
performance;

o LIGs were unable to access homeownership because of their financial difficulties and
attitudes;

c) Philippines:

o The project was delayed, and the quality of housing products was substandard because
developers were exploiting the program to increase their profits;

45 Surangkana Trangkanont, Critical Failure Factors of Public-Private Partnership Low-Cost Housing Program in Thailand (Thailand, 2014),
page 8, table 1.
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« LIGs were unable to access homeownership_because their financial profiles were poor,
and financial institutes perceived them as being at high risks for default.

d) Thailand;

« The program was abused by politicians for their own benefit;
o The program housing target was reduced because the program was no longer supported
by the government.

e) Vietnam:

o The project was cancelled because of lack of economic viability;
o The project investment failed due to the competition among administrative units;

« LIGs were unable to access homeownership.

7.3.9. Lesson Learned: Failure Factors for Low-Cost Housing PPPs

Country: Thailand
Source: Academic Paper®

A study of Critical Failure Factors (CFF) for Low-Cost Housing (LCH) was carried out to
identify the underlying causes for failure in Affordable Housing PPPs. A summary of which
is provided below:
a) Public clients’ ineffective change management;
b) Public clients undermined organisational culture and staff’s behaviour;
c) Policy pressure;
d) Poor bidding documents;
e) Inappropriate contractors;
f) Political risks;
g) Economic crisis;
h) Relative law and policy risks;
i) The limitations of housing finance;
j) Low-income Groups difficulties.
“The concurrence and interrelation of these CFFs in various stages of PPP-LCH
project life cycle resulted in not only the failure of project output and outcome but

also the failure of program-initiating organizations performance. As a result, the
failure of the program was obvious.”

46 Trangkanont, Critical Failure Factors, page 23.
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7.3.10. Lesson Learned: Affordable Housing PPPs Require Subsidy

Country: Indonesia
Source: Academic Paper?”

a)

b)

7.3.

Private developers operating in the real estate market get better returns from developing
residential stock for middle and high-income groups where they can command mar-
ket-based returns, evidenced most clearly in a research paper on the Indonesian market
below:

“The Regular Scenario resulted IRR 23.33%, NPV 28 Billion Rupiah and payback pe-
riod of 2 years while the PPP scenario makes IRR 16.21%, NPV 12 Billion Rupiah and
payback period of close to 3 years as presented in the table below. Hence, the PPP sce-
nario is not attractive for the investors/developers as it has lower IRR, much lower NPV
differential and longer payback than regular scenario which it will make developers not
interested to involve under PPP scheme. To tackle these problems, it is highly considered
if the government can offer incentives or claw back to the private sector in other to make
the project more feasible and increase the investment appetite for the private sector in
joining PPP in developing public apartment.”

11. Lesson Learned: Challenges to Public/ Private Profit Sharing

Country: Malaysia
Source: Academic Paper®

a)

b)

Examples from Malaysia are frequently analyzed as they have been utilizing PPPs to
procure housing for some time and have examples of both success and failure. A key
point is the challenge of profit sharing between the public and sectors which is explained
in the following text.

“All of the interviews admitted that their organisations had made oversights in the past
and incurred losses because profit-sharing accountability was lacking. There were
cases of private developers who reneged on paying their dues as scheduled. Or when
required to compensate the agencies with completed houses, unscrupulous partners had
handed over units with lower quality finishing (e.g. cement rendered instead of tiled
flooring), unlike those put up for sale. Developer’s profit-sharing accountability had not
been identified by past scholars or observers as a success or failure factor for housing
PPP. Virtually all the housing PPP examined had low-cost housing included as part of
the public agencies” social obligation, but as expected, disliked by the private partners.
Given the chance, they procrastinated or even absconded from this obligation. Such
was the case with one developer who constructed low-cost houses well after the rest
of the development was completed. The field study found that non-compliance to the
bumiputera quota was lesser of an issue than non-fulfilment of the low-cost housing
quota. The identification of developer’s social accountability as a success factor concurs
with Payne (2000).

....... Success factors which had the greatest impact was action against errant developers
and failure factor with the greatest impact was robust and clear agreement.”

47 Erman Sumirat, The Investment Analysis of Public Apartment under Public Private Partnership Model to Attract Investors in Indonesia
(Indonesia: Universitas Padjadjaran), page 62.

48 A.-R.Abdul-Aziz and P.S. Jahn Kassim Objectives, Success and Failure Factors of Housing Public-Private Partnerships in Malaysia (Malaysia,
2010), page 154.
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7.3.12. Lesson Learned: Infrastructure Gaps in Affordable Housing

Country: Botswana
Source: Academic Paper®

a) When private developers are engaged and proactively bring plots and houses to the
market, this appears as a breakthrough for the government, in that they are able to
deliver higher volume of housing to the market without having it on their balance sheet.
However, as can be observed in Botswana, the private sector is focused on short term
profits from sales, which are dependent on the government’s providing a safety net for
utilities and infrastructure management.

b) “Phakalane Estate encountered strong resistance when it tried to handover secondary
and tertiary infrastructure services to the local authority—Gaborone City Council
(GCC)—and respective utility parastatal companies—notably Botswana Power
Corporation (BPC), and Water Utilities Corporation (WUC). First, GCC was reluctant
to take over roads, street lighting, storm water and refuse collection, because it had not
budgeted for them. Second, both BPC and WUC argued that connections to Phakalane
Estate developments would increase pressure on existing infrastructure. They wanted
Phakalane Estate, as the developer, to pay for the necessary improvements on the infra-
structure. Third, WUC was not satisfied with the quality of infrastructure services being
offloaded to them. According to Moeti (2012) and Gaotlhobogwe (2011) WUC demand-
ed to be paid P30 million (USD 3.75 million as of 2012) being the cost of upgrading water
supply and sewer systems while BPC demanded P22 million (USD 2.75) for upgrading
its power supply substation.”

7.3.13. Lesson Learned: Private Sector Should Address Risk Management

Country: Tanzania
Source: Academic Paper™

a) A significant issue that gets little attention in PPP literature relates to the “‘competency”
of both public and private partners to perform.

b) “The purpose of this study was to investigate the perception of PPP risks in housing
construction projects in Tanzania alongside the existing risk management strategies
adopted in HPPP projects. A total of 28 and 15 risks and risk management strategies
were identified as shown in Table 3 and 4 respectively. Delays, private partner financial
incapacity, poor workmanship and conflicts were the top four identified risks. These
results may serve as valuable reference for PPP stakeholders to further develop effective
project and risk management strategies.”

c) “There is a positive relationship observed between the identified risks and the risk
management strategies. However, the positive relationship and demonstrated awareness
does not reflect in the success of the project. So many projects fail mainly because of
poor project management skills as demonstrated in previous similar studies. (Kavishe
and An, 2016; Kavishe et al., 2018). Since PPP projects are considered prone to so many
uncertainties due to their complex nature. Risk management strategy is inevitable and a
key feature of managing PPP projects as an attempt to deal effectively with uncertainties
in order to achieve project success.”

49 Faustin T. Kalabamu, Paul K. Lyamuya, An Assessment of Public-Private-Partnerships in Land Servicing and Housing Delivery: The Case
Study of Gaborone, Botswana (Botswana, 2017page 514.
50 Sumirat, The Investment Analysis of Public Apartment, page 62.
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7.3.14. Lesson Learned: Need for Legal Agreements

Country: Botswana
Source: Academic Paper”!

a) When private developers are engaged and proactively bring plots and houses to the
market, this appears as a breakthrough for the government in that they are able to de-
liver higher volume of housing to the market without having it on their balance sheet.
However, as can be observed in Botswana, the private sector is focused on short term
profits from sales, which are dependent on the government’s providing a safety net for
utilities and infrastructure management.

b) “The projects were implemented without written agreements or legally binding instru-
ments. Consequently, private partners pursued processes that would maximise their
revenues and profits. All projects benefitted the elite, rich and, at most, middle income
earners. The poor and other vulnerable groups were left out. Even schemes targeting the
poor ended benefiting middle and high-income earners. The poor have, as a result, been
forced to find accommodation in peri-urban villages or reside in heavily congested but
inadequately serviced self-help housing areas.”

7.3.15. Lesson Learned: Public Financing of Both Supply & Demand

Country: El Salvador

Source: DFI Publication®

a) Private developers operating in the real estate market get better returns from developing
residential stock for middle- and high-income groups when they can command mar-
ket-based returns, evidenced most clearly in a research paper on the Indonesian market
below:

b) “FONAVIPO, is the National Affordable Housing Fund which acts as a second-tier
lender to microfinance institutions (MFIs). The MFIs will use these funds to benefit
2,300 low-income families. Apart from extending funds to MFIs, the government also
has a provision for giving grants of up to $ 3000 through FONAVIPO to low-income
consumers to participate in the housing market.”

¢) “An information and advisory centre, along with mobile administrative units to pro-
vide support to low-income consumers to draw up required paperwork for loans and
subsidies applications has also been set up under the assistance provided by the IDB.
The personnel of participating microfinance institutions will also be trained to improve
customer service and lending methods and expand the client base.”

d) The attention paid on capacity building of personnel and establishment of supportive
services such as information and advisory centres and mobile units have contributed to
the success of the program in reaching the low end of the housing market.”

51 Kalabamu and Lyamuya, An Assessment of Public-Private-Partnerships, page 515.

52 Pallavi Jain Govil, Providing Affordable Housing in Developing Countries through Public Private Partnerships: Lessons Learnt (World Bank),
pages 7-8.

53 Many Paths to a Home: Emerging Business Models for Latin America and the Caribbean’s Base of the Pyramid - 2014 - Stickney,
Christy
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7.3.16. Lesson Learned: Private Financing of Supply & Demand

Country: Nicaragua
Source: DFI Publication

a) A “Rentto Own” approach, developed in Nicaragua has seen some success based on the
private sector financing and developing affordable housing. Although not strictly PPP, it
has meant that the private sector has managed to unlock the business case for delivering
affordable housing at scale for those at the base of the pyramid.

b) An innovative market-based approach to making affordable mortgage financing accessi-
ble to households has been adopted in Nicaragua, which does away with the dependence
on government subsidies, which tend to be uncertain. RAFCASA, a financial services
company, has promoted a savings scheme that enables families to enrol in a savings
plan drawn up according to their required down payment for a home mortgage. This
rent-to-own scheme has been designed as a solution for families who are unable to save
up enough down payments for a house. The target group is the informal sector house-
holds earning less than four minimum wages. The project is expected to cover 500 such
low-income Nicaraguan families.

c) Such workers are offered a fixed term rental period, often about two years long, whereby
the rental amount is fixed in such a manner that a part of it goes towards their mortgage
down payment. Completion of the rental scheme allows the families to qualify for a
mortgage loan from the Banco de Finanza (BDF) to complete their housing payments.
BDF is the fourth largest commercial bank in Nicaragua and has a large social housing
portfolio. The IDB (through the Opportunities for the Majority Initiative) has given
project finance to BDFE. This partnership with RAFCASA has helped evolve a sustainable
business model where the mortgage product has been suitably down sized to reach the
low-income segments.

d) On the housing side, new homes are purchased and held by BDF from low-cost housing
developers. These are sold to the client households as and when their rental agreements
convert into a mortgage. RAFCASA conducts the loan evaluations of interested families
and those approved qualify for entering into rental agreements. Families who cover their
down-payments can then take on mortgages, which usually have tenors of up to 20 years
and carry market-based interest rates.”

7.3.17. Lesson Learned: Success Factors for Affordable Housing PPPs

Country: Ghana
Source: Academic Paper

The following are critical success factors (CSF) identified across a wide range of academic
literature on affordable housing PPPs:

a) Commitment and responsibility of public and private sectors;

b) Stable macro-economic condition and sound economic policy;

c) Competitive and transparent procurement process;

d) Multi-benefit objectives;

54 Stickney, Many Paths to a Home.
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e) Government involvement by providing guarantees;

f) Strong and competent private consortium;

g) Favourable and efficient legal framework;

h) Stable and effective social support;

i) Involvement of well-organized and committed public agency;

j) Thorough and realistic assessment of cost, projections and benefits;

k) Available, strong and resilient financial market;

1) Shared authority, trust and communication between public and private sectors;
m) Appropriate risk allocation and risk sharing;

n) Good and favourable governance and strong political support;

0) Correct project identification and evaluation of project technical feasibility;

p) Project expected to be able to pay debt.

7.3.18. Lesson Learned: Principles for Affordable Housing PPPs
Country: Egypt

Source: Academic Paper

Academic research in Egypt identified the main principles required for affordable housing
PPPs to be successful:

a) Insert the partnership projects within the strategic plan of each ministry;

b) The central unit of the PPP must play its supervisory roles actively for a successful
partnership;

c) Add the responsible administration for the housing sector to the administrative structure
of the PPPs central unit;

d) Provide the legislative framework to organize the partnership process in the social
housing sector;

e) Stimulate the local banking sector to finance the partnership projects for a longer time
period and enable citizens to purchase their units;

f) Allocate the area of land in a manner compatible with the size of the companies and their
ability to complete the projects in a specified time;

g) Reduce the percentage of area allocated to social housing compared to the percentage
allocated to the private sector (less than 50% achieves greater profitability);

h) Increase the time limit for the private sector (more than two years), to provide an oppor-
tunity for completing projects with available financial resources;

i) Accelerate the pace of licensing for construction operations in order to reduce the total
time of project implementation;

j) Contribution of the government in construction of housing units: follow up on project
implementation and market the housing units;

k) Use alternative types of partnerships between government and the private sector (such
as B.O.OT) to achieve appropriate profitability (instead of B.O.T.).
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7% Appendix D: PPP Definition Clarifications™

This Appendix aims to articulate the definition of a PPP used in infrastructure PPPs, namely
what a PPP is and what a PPP is not. Private participation in infrastructure may be under
public procurement (where government remains the ultimate owner of the infrastructure asset
and/or service, controlling the asset and/or service to different degrees, and higher or lower
private involvement in the asset cycle) or may be under liberalized and regulated conditions
(liberalized markets and/or privatized assets and services such as telecommunications or
energy in a number of countries).

a) Infrastructure contract procurement may range from traditional contracts for construc-
tion (B, DB and other similar forms) to wider and longer involvement by the private
sector (DBOM and DBF), to the widest scope where the private sector delivers and
manages the infrastructure (and potentially related services) under a procurement con-
tract (DBOFM and similar forms, such as BOT);

b) DBF contracts are regarded as an infrastructure PPP model in some jurisdictions.
However, only DBOM and DBFOM (and similar forms such as BOT) include the
obligation for long term maintenance to be bundled with the construction obligation.
These are also usually the only contract forms in which remuneration is based upon the
performance of the asset;

c) DBFOM (or DBFM) contracts are the most typical from of private finance PPPs;

d) Variations of DBFOM and DBFM include joint ventures (public and private parties
co-owning the project company is referred to as an institutional PPP or publicly con-
trolled PPP). However, this PPP scoping study considers that they may be properly
regarded as a PPP only when there is significant private equity investment in a joint
venture (more than 50% of the development finance);

e) One hundred percent public company structures acting as “public private partnerships”
are not considered proper PPPs [If they add to the State’s debt burden, rather than draw
in private finance into the market];

f) Independent Power Producers [IPP’s] operating a Power Purchase Agreement (PPA]
are PPPs, similar in scope to DBOFMs;

g) The PPP concept is also applicable to the management of existing infrastructure and the
operation of public services, where the long-term contracts transfer risks and where the
remuneration of the private partner is based upon the performance of the asset or ser-
vice (availability and/or volume of use). This is sometimes used to “monetize assets” or
to “refinance” the public investment, previously done through conventional construction
procurement, in a sequence of DB (and later, FOM) contracts (mostly in self-feasible
user-pays PPPs);

h) A PPP should not be confused with privatization, nor is the term PPP appropriate in the
context of economic operators acting in liberalized and regularized market (for example,
electricity distribution companies acting in an energy market that has been liberalized
and open to competition) as long as there is not a specific procurement to build and /or
manage the asset for a limited period of time under a public contract with such a private
operator.

55 APMG International, =~ The  PPP  Certification ~ Program  Guide,  Section  12.  https://ppp-certification.com/
ppp-certification-guide/2-private-participation-public-infrastructure-and-services-what-and-not-ppp.
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