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The popular story of Zhou Zhenglong, the peasant taking a fake photo
of tiger, reveals to observers of China an astonishing innovation
ability of local officials driven by their own desire....
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discussion scope: types of infrastructure

SO T R BER 8 M

o water: water supply, wastewater treatment, water reuse, and desalination

T KSs: K. VEKAREE, rhoKIaI A . KRk

 solid Waste: municipal solid waste (MSW), hazardous solid waste
(Industry or medical)

R iGN, G Y
« city gas WA

« rail transportation HLiEACi#
—urban rail transportation (metro & light rail) 3 ek . &
—railway 2%

e Road A%
« Airport ¥l
« Seaport #
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reform policies of infrastructure differ from sector to sector

BLAH 5t R BUR AN ) P R AT LT 5.

qualitative analysis
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but the same is that regulatory policy of sectors is not clear, in addition
to lack of systematic improvement of regulation ...

(B[R 22 A RAT IV M B BRI BAR, SRZ RGTNHEESE ...

« China’s infrastructure presently have a common feature— s!ack regulation of industry,
but which should be strictly regulated in terms of econoimics theory 1 EEEaE & 4TV I
R — DN IR SRR AT IS, T NE GRS, AEASE 1F A2 75 2™ 4 8 AT

» Theregulatory system to curb the capital power tias not been set up in time while the
marketization reform featuring absorbing private capital was promoted rapidly. That has
caused total effectiveness of the reform undermined. LL& A @b N (BRI K = SEHIE
T S A AR BRI RO A T M A T, (HARBEA ) B B AR WA LN ESL, T3]
U PR R

 Similar to China’s overall reform process, the easier parts of infrastructure reform (i.e.
opening market) have been completed except from rail industry. The reform has
inevitably reached critical phase to tackle with fundamental system design Z&LFH [ &
PRI SRR, At e G B U R o CREOT T ), B T kR AT M Ah
FEAFMOALN T BUEBIER] T i S AR A ] BE BT SR B B

« Mr. Deng Xiaoping’'s famous philosophy of reform, “cross the river by suring about
stones at the bottom”, influences Chinese selection of reform path I7E[FSLKE, HE
FETT AT MV S B I I B RS 2 e 5 A BB A9 B I FE R B A T A5 M) 2T A . — 5 Lk,
Hh AR S AR B L R R SE R BT, RRTTAR R . FLsm s ST i R B4R ISk n] LB ] 52 X8

A “EEARTN” BBEE S 5
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... for instance, reform of municipal utility was designed systematically,
promoted strongly, but has currently been thrown into dilemma...lf1, T

Bl FATE ISR U R G, BUR SR 71, B H A thiB 2I1R 2

* MOC launched marketization reform in China’s municipal utility sectors at the end of
2002 ¥k AE20024F )i JA 2 1 B T B0 Sk i i gk i

e« PPP mechanism was consequently introduced into China’s municipal utility AR &5

(PPP) HIt#E5I A E I

 4years later, over 70% green-land WWTPs in China used some PPP mechanism*; and
35% for existing WWTPs VU5 J5, HiEHEE70%H 8 dy5 /K] R35%MAFEv5 /K] Bl T
PPPALHI

» However, most of regime remain unchanged, including cost auditing, tariff regulation,
responsibility scope & boundary of regulatory agencies. Reform met a great deal of
resistance from conservative wing, which has made a lot of noise and already slow
down some key reform preiects. ...officials’ subtle shift of wording from “marketization
reform” to “introducing market mechanism” {EHJ2@HEA N B . IR . ISP BT
TR 35 LT 4EFr iR s AEORAF R, RSB B, — 88T H S gl
k... B RIS FE QAN “ gt les” A8 “5ldt w7

*Source: The Unbearable Weight For Wastewater Treatment Plants, Dr. FU Tao, China Water Net
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..Articulation and implementation of regulatory policy: problems facing central &
local governments 1B BURHT H5HAT: HREBUF 53 7 BURF I XL

Key to China’s infrastructure regulation is not de-regulation but how fast the regime react
to the market opening and changes of operation mechanism. 1 [E LAl it W B i) f0F1) 5%
HFARIZAN ISR il 1) 1) R, i 2 AR I AT BRI T 3 TR TBORa AT AL AR AL, 1T A4 R AH Y,
Az, "”WZ!K%JE&E%EFEEWF

« Central government is the draftsman of regu|atio.| paiicies, but make no decision for
sector like railway, together with unclear reguiation and no guidance for urban
infrastructure. o REUM 2 IR B BOR ST A BT BRI BA T Cngkit) , R
{ﬁ%}%ﬁfﬁ a7k 45 VS R A sz BIMr IS Sopde 5, B0 07 BUR AN E TG
yii]

* Local government undertakes investment responsibility of most of urban infrastructure,
with simple understanding of regulation equal to stable supply of services, but ignoring
cost, service quality and market structure 7 TSR 7R L5 Kt 3 T R O 4T A
o IR B A A DR SN Bt A H RS AT BT, X AR s IR S5 BiERTT Tim aS i A 25 e

I K R TEE XT HE  % TAF

investment respensibility assumed by governments of different levels

* WRTI/KE water
* N toll road « 3% T B8 A& B urban

*¥l¥% airport rail
RS IV rails | FERAE solid waste

by MOR&Provinces * #¥0 seaport
* WM city gas

T2 railway
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\AWhat drivac |InecAal
ULL Ul I 1vuall

the pressure of inadequate f

BB IB) ) EEIE B WS e E R E

i A7t RS B %
LR BN R & capital is

still the most important
diver of local gov

IR0 B AH
0 JIR BT Rl % HE R
Attract non-
governmental capital

iscal resources ﬂﬁﬁﬁlﬁ? ] T AJ\ZIK}FJ‘ﬂ%Eﬁ&E@

W5 BUR T TR Rl e £
R =KEEHNR

Three factors of local
government’s evaluation
when opening infra. market

uonenbal
[ewuawulianob dojanag

RGN EE A=
& E AR S5

Improve service quality
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China’s infrastructure market as a whole has been opened for private
investors except for some special sector & T #&ANHATN, o EEM %
TR R Bk B & m A N BT

» Private investors are practically not
allcwed t¢ invest in railway, three
pivotal airports and ports due to
some reasons. £k, #HKANL
SR DR, AR R A,
AT 1) FA N 8 A 351 4]

e Traditional pattern of SOEs
monopoly operate has been broke
down 1% G i 17 ZE T A $50 BF da S A%
AT

* Regional operation will give way to
integration of country-wide players
X 3573 R E 1 ) SRS IEAE AR,
THha H LS DX R ) 4 [ e %

—
[m}

11
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... However, competition landscape and development strategy vary so

much between different sectors... ... {B &, FEIEAEBHE R &> ,
TR A R R RS N 2R KR ZE 7

R R R,
R, #
R, #

S T T

DK

/&7 legend
Source: Jumbo research H: minor market share #: localization development strategy
Fo b B FB: major market share  XX(: trans-regional development strategy

1
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. international nln\/prc are still most com

c.:.ousms %ﬁﬂ&ff@%ﬁ‘ﬂﬁﬁﬂx HA R
RS R EZF ...

o ¥ /A local players

Water—Beijing Capital, Shenzhen Water,
Sound Group/Epure, Beijing Holding Water,
Tianjin Capital, China Water Investment,
General Water, Guozhen EPT, Golden State
Water, Bio-Treat Tech, Asian Environment,
Asian Water, Golden Trust/Datong, Kangda
Environ, Tongfa Water

Solid Waste—Shanghai Environment Group,
TEDA Environment, Chongging Sanfeng,
Hangzhou Jinjiang, Wenzhou Weiming, Cugu
Environmental, Sound Group/Eguard,
Shenzhen Hanyang, China Science General
Energy&Envir, Golden State Waste

Gas—Xinao Gas, Dazhong Public Utility,
Tongda Gas

Road—Shandong Highway, CCCC, GeZhouBa,

MCC-CETC, Midway Infra, SUCG, Tengda
Construction, Standard Investment, Yueda
Investment

Airport—Capital Airport Holding, Xiamen
Airport, Hainan Airline

Port—Shanghai IPG, Cosco Ports, CS
Terminals

Infrastructure %150 H

?_!Fﬂ
mbetitive aroun amongd their
b R - Al >
=1-W=R YR 2
R RIEER, HFHEAHE
“4h %A | foreign players
/ Water—Veolia Water, Sino-French,
Berlin Wasser, China Water Limited,
Investors Semicom, Hyfflux, Ranhill, China
j‘ﬁ-{{}% Water Affair, Everbright Environmental

Solid Waste—VES, Suiz, Impregilo,
Covanta Energy, Sembcorp Industry,
Everbright Environmental
Gas—Towngas, China Gas Holding,
CR Gas

Road—RoadKing Infra, NWS Holding,
Hopewell Holding

Urban Rail—MTR

Airport—Fraport AG, Changi Airport,
AAHK

Port—Hutchison Port Holding, APM
\ Terminals(Maersk)

13
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...Some sectors of infrastructure, such as environmental, have a lower concentration

ratio due to fledgling development phase and/or nature & characters of the sector ...

BT 0 Se R R AAT ML, SRR AT AR P AR ...

Top 10 companies in water&Envir sector

IS IARATNHT S 0SS 03 4

Top 10

Total#="10, 000

RMB550 b

......... i <50p

Total #
of company

Total
revenue

* The top 10 companies in the sector of

water & envir paessess market share less
than 5%, verified the fact that it's a highly
dispersed market. /K & I RAT VMV T2 A
LRI BRI 5%, SRR A
JE o AT

Trans-regional integration and
development only happened 6-7 years
ago. 5 XIS 5 &k e A il 6-74- 1
st

The sectors of city gas, toll road, seaport
and airport similarly imply integration
opportunities. 3T WL A B ATHE
W55 RVE AR WK S RATI 01, H
[FIREAAAEAT AR T BEAR, 2R AT I BE S AL
SIS

Source: 11th FYP of Environmental Industry of China, Jumbo research

14
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tariff and price-setting mechanism differ from sector to sector in infrastructure

FLRH AT MV ARk 517 A S e M pL RS AN AR ]

Self-liquidating Ratio

PUBIIC hearing +
@yernment approval

Cost plus * % % K

* % &k

rice adjustment fomular

|

LN
Government+ Qé
Grid operator (electr.)

end-user

* %k ok

Price adjustment fomular
Public hearing +
government approval

* %k kK

<

User | pr@,hed by gov Application +
(passenger/drives) %Cor negotiated government approval

AREE S : :
passengers ~F . Public hearing +
Government subs! | [t 5y ge government approval
passenger+ . Public hearing +
Government subsid. PIECEITEE 1Y g6y government approval

* %k kK

) o

User (container lines) Market pricing ml\;?iggtt_igfedng d * % %k %k
A/#] legend
Source: Jumbo research * - low
% % % % %X : high 16
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The government Papac ty al nd ex erf sein nrir‘e au rln‘mn nractgce IS mufp noor ,

which might result in risks for regulator and regulatee both. EPEI%EH&R{EEYJ}&

AR EHAETI 55, X ME BRI B A AR

e Historically, background of state-owned infrastructure operators in China
undermines the necessity of formal regulatory system and effective cost auditing
procedure.

» Prevailing financial misstatement challenges further the government capacity of
cost auditing to infrastructure operators.

 Economic regulation regime of infrastructure and capacity and expertise of
government entities in China have not been build up in time after the
government launched privatization process in the sector years ago.

* The lack of effective cost aiidit and regulatory regime does not only hurt the
interest of users and pubiic sector, but also that of private sector in most of time
because the government rely on more its political judgment not the rational audit
results and legal provisions.

» China authority has been aware of seriousness of the issue, the capacity
building and improvement concerning cost auditing is underway.

17
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nA - = PR 4 — PR R

Regulatory laws issued by MOC and local governments rule that operators of utility
should be awarded concession rights by means of public bidding 2 ¥ 3883843 Hb 5 BURF
HIFRF VRS VAR E St e e A FH VL AUCK F HEbn 7 NG B i P &8 &

(B ARFTEESH CABE T3 T A 3 ﬁﬁ%ﬁ&
INE) (Bue#B126%54) Z151)
Regulatory Rule on Municipal Beijing Municipal Ordlnancg\b\f‘

Lilliity ConeEssien, et Urban Infrastructure Cokr/;aess@)ﬁ»

\$ )
—%K %E&ﬂ?@ﬁﬁp\ \ ?)7:7
%, LL?%]T \§§" ﬂiﬁiﬁﬁ

(@]

ORI 2 B ALK V25 41

| Shenzhen Municipal Ordinance of
Utility Concession

CEYAC S S B A HFhk
RSB TUH, IREST. .
HENRBUFtHESE, mftas

o5 J\ 4% T BUR N 24 R HUE AR
FASEEE NPT 3 P%
UNE RS

TP RATHE R AT, R EAR

Clause 8, municipal utility
should open for public bidding
to select an operator after
project schemes approved by
government of municipality,
city or county.

E%ﬁ%ﬁﬁﬁ
B,

Clauséll écutlng entities
n%essmnalre the rights

_, &ior)er%?%bn by means of public
~bidding or others fair

)
dmpetition procedure, and

SN :
~Slgn concession agreement

with the concessionaire

RS REr SERIL T NS

CEII SPIBUESE NI (B bV
ARERIE S E AR, TEUF A
DRI 5577 s\ e 2278

Clause 8, Municipal authority
should award the concession
right to qualified
applicant by means of
public bidding or auction

Clause 9, After failing to select
a qualified operator by means
of biding or auction, municipal
authority might select the
concessionaire by offering

19
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Existing “Tendering & bidding law” of PRC is incompatible with nature of
infrastructure PPP procurement... BRATIEREARTEBIAH SSHE 28 X Al v
PPPAR TR IG A EL A A ..

» Procurement of PPP projects differ from that of engineering works and its related goods and
services as the former in most case comprises financing and long-term operation but the
later doesn’t.  PPPIil H ¥R IE/HE AR 5 TFE S TREAH K A 53915 Ik 25 R MW IR b B A 1R
KER, WHETAECEEE AT LR K EEHEERIEN A,

« Indiscriminate application of public bidding methodology regarding engineering
work/goods/services to PPP procurement results in forced irregular manipulation or fraud.
FEATFEIX 73 BTG OL N, 25 LU= B A ZEPPPI H iz Hh AR i 4 TR/ 52—
RSB KB TEY, SEUEESRASHISHI, ™ =R H B VERRL.

« Jumbo has proposed tc central government authority and was acknowledged that procurement
of infrastructure PPP projects should be ruled by a special regulation. A& @I EEKH
R AT EE S ML AHEWRAFAEESEH (PPP) KR K& IBFRIES)
HRF S R SR I 7 S e 48 ) o

20
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Jumbo’s
some mo

S

practices in mainland China support that infrastructure PPP projects should adopt
re appropriate competitive procedures to select private operators SQE%EZ?%

Fiti e PPPIR H N AT A BB V) & SERR R L A TT R SRR RIEFAERTA ...

Standardizability

of PPP models qualitative analysis

high

fairly

high

moderate

low

A

Contract out, '

o7 i
bidding
Operate & b bidding

Maintenance

AR A
BOT, TOT, Comp(-_ztit.ive
ROT etc negotiation
N competitive

negotiation

» Competitiveness or financial

weak moderate strong attractiveness of projects
21
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Signing

termination
agreement

nfra PPP investors

r

Affirmation of the BA
and/or sub-BA

AN

Final
appraisal

i

Selecting
MCAs to
negstiate

r

Final appraisal

»

Preiim.
appraisal

30 e

)

¥ N8

K

2
V-

[ypicai tendering and bidding procedure for seiection of |

A R P PP 3
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Is there negotiation
mechanism in selecticn

+

Comprehensive appraisal
of qualified applicants

+

Pre-qualification

+

Submission of
application

22
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special attention should be paid to some critical issues in relevant agreements

of infrastructure investment ... ZEAl i i I B $ % AH SRR VM E T EE 1]

= Market/buyer’s risks allocation mechanism: minimum supply quantity, minimum
purchasing quantity, assured traffic flow; conditional iimitation on approval of
competitive projects

= Exculsive right: specific concession area, pericd, content of rights; obligation of
governments to clear the way of obstacies for concessionaire when needed

= Limitation of equity/project transfer;
1)pay attention to clauses concerning limitation of transfer of equity of SPV or project
assets
2)3-5 years of freeze period is common

= Limitation of project facility securing for project financing
= Asset disposal at the end of concession period:

= Tariff/ Price adjustment mechanism: 1) formula of adjustment ; 2) application +
public hearing + gov. approval; 3) negotiation

23
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EEIAt A EANE, BTET EEEHAZI, BIFE
ETR T EH R4

Not only look at the upper part of any BIG news, but also
pay attention to the lower part of it.

25
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The figures of planned investment announced by local governments

increased sharply... FEMTERNEMRRHRIREEMHKEK...

planned investment (trillion RMB)

S O~ = DD DN W

Syl S S 0 Y
. S N 4 Ay f«\f“ 2
/%’* e S % s T @ﬁ 0>

FLFELORHT 18], - HUBUR i A B A0 7R 153

SHUL R A #1842 AN K Announced

investment figures of local governments

increased rapidly to 18 trillion RMB within
10 days

26
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...composition of mega investment of 4 trillion

M5 Ny
VU7 A %% ) #2)
“431‘3!! ﬁﬁiﬁﬁ
T%
25%
B RENEE SR
BEERETH
m B IS AR 4% = A
/ B it TRk
W £ AR 9 / _%ﬂﬁ% !
EFDE. TUHE sy (BB O A, V97 {2 8%
Twi B AR

T8 B 5 e
Investme
nt of 4

AR ERE T
20086F PUZR[E R 120012 B 454 (B00LTRFEREE)

B REMRE ER trillion
oM E T will cover
= 1 Fi g A :
0 AR UFEAY B RHELE T RARK mainly
m A pgy I the traffic
RELE  q0n OB, A%, H. sectors.

BAEEEER

OEFEE. XEHE
FHERIEE

21%

BRI BRENE

S
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The focus of ESP is infrastructure investment, especially of transport sector,
but the key question is how local governments jointly fund this mega ESP as

required? LFFRIFTHRI R E SN EEM R, TEHEREEM I E, H
H 5 BURT B BC 22 5% <8 Q0] 9% 5K 2

» Whether transport infrastructure, i.e. highway, railway, is over-invested
in China is highly controversial itself. A2l JEfh e ji A & 2 5 A7 P 1)
A, AR

= Where will local government find the required supporting fund for 4
trillion economic stimulus investment plan? it 7 BUR 7 4 AT ik 2
—Ilocal fiscal resource? coilapsed LUR and RE market
—loan from commercial banks? decision independence & bankable
—private investors? ready for PPP? HK-Zhuhai-Macau Bridge Story
—ESP: mega market or just a mirage for infra investors?

» Conclusion: local authority might finally turn to private capital to fuel its
investment plan

28
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