PP QUARTERL

Innovative infrastructure and service deliver

in South Africa

ADDRESS BY THE HON. W.H. NEL MEC FOR FINANCE — EASTERN CAPE

MEC FOR FINANCE PUTS PPP’s AT THE TOP
.nside

OF THE AGENDA FOR SERVICE DELIVERY

PPP CONFERENCE 1-2 FEBRUARY 2007

Infrastructure is vital to ensure the prosperity of our
province. It will result in economic growth, global
competitiveness, eradication of poverty, an increase
in literacy rates, an improvement in health standards
and an overall improvement of the living standards of
the people of the Eastern Cape.

The significance of infrastructure facilities and services
in the province’s economic transformation and growth
has been widely recognised in the Provincial Growth
and Development Plan (PGDP).

The importance of the Private Sector in partnering
with the Province to address its challenges cannot be
over-emphasised.

Minister Trevor Manual noted at the launch of the
Standardisations, Provisions and PPP Manual that:

“This is what PPP is about. PPP’s are about combining
the pool of expertise and resources available in the
private sector and managing it in such a way that it
accelerates service delivery and allows government to
focus on its core mandates and responsibilities. The
public gets better, more cost effective services; the
private sector gets new business opportunities. Both
are in the interest of the nation.” (August 2004).

Theinfrastructure budgetforthe Eastern Cape 2006/07
and the MTEF years amount to approximately:

* 2006/07 - R3,1 billion
» 2007/08 - R3,4 billion
» 2008/09 - R4,0 billion
* 2009/10 - R4,1 billion

The infrastructure needs far exceeds the budget available
in the MTEF years within the Provincial context.

The use of the Private Sec-
tor in meeting infrastruc-
ture backlog requirements
will benefit the public
sector, as the private sec-
tor has access to financial
resources, people skills
and experience that is not
so readily available in the
public sector.

Through  Public/Private
Partnerships services
can be delivered in a
more cost effective and
affordable manner. The
value derived from PPP’s can be enormous, as risks
are appropriately transferred to the private party
where they are best managed. The focus in PPP’s is
on services, rather than assets deployed. Government
administrations the world over have come to the
realisation that they should not be too focussed on
managing, operating and maintaining assets — rather,
their primary objectives should be to provide policies,
regulations, frameworks and guidelines as well as the
delivery of quality services to the people.

Hon. W. H. Nel
MEC for Finance in Eastern Cape

There are currently five registered PPP projects at
various life cycle stages underway in the Province,
and we anticipate registering two or three more in the
coming financial year.

| sincerely hope that this gathering will come up with
innovative ways to ensure that more and more PPP
arrangements come to fruition.
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Mrs HJ Mashamba
MEC for Finance in Limpopo

KEYNOTE ADDRESS BY MRS H J MASHAMBA,
MEC FOR FINANCE IN LIMPOPO,

PUBLIC PRIVATE

PARTNERSHIP SEMINAR

— POLOKWANE

Today, there are many components of the civil service that work well, where departments deliver

services of a high quality and citizens are treated with respect and dignity, there are many schools

where effective learning and teaching takes place, many rural communities now, for the first time,

have tarred roads that link them with other communities and urban areas, and many millions of our

people are served by our hospitals and clinics.

However, there are also very clear
inadequacies. Despite the above and the
fact that public spending has increased
over the past five years, we are increasingly
concerned that many of our people still
have not seen the benefit of the significant
rise in public spending and the growth of
the economy.

The key challenges we face as a country are
to sustain our economic growth and public
spending, broaden participation and extend
opportunities to all. We must strengthen
our capacity to deepen the quality of social
development. We must accelerate growth
and share its benefits with all.

In short, we must find ways and means
to urgently translate the dreams and
aspirations of ordinary people into new
realities.

It is indeed a pleasure for me to present
a keynote address at this Public Private
Partnership (PPP) seminar, which in my
understanding is the first of its kind in the
country. We are honoured, as the people of
Limpopo, to host this important gathering.
| believe that all the key institutions
and role-players are either present or
represented in this seminar. It is thus our
hope that, when we all leave, we would
have learned from our peers and be well
motivated and geared up to use PPPs as
an alternative model to deliver the services
that our people so desperately yearn for.

As President Thabo Mbeki once put it,
“We have to construct a new world that
is more equitable and responsive to the
needs of the poor, mobilize all our people
voluntarily to act together to achieve goals
of reconstruction and development and to
consolidate the practice of creating Public
Private Partnerships.”

Limpopo Province is unique in terms of its
natural resources and acquired assets and,
of course, has great people. But its setting,
as is the case in most other provinces,
are common to those of underdeveloped
regions. There are prevailing high levels
of poverty and unemployment, yet we
possess great untapped opportunities that
can assist in the eradication of social and
economic ills.

Our province is, arguably, one of the
largest food producing regions; has high
valued biodiversity resources; attractive
tourism destinations and valuable mineral
reserves.

As a province and country, we have
set ourselves clear targets in respect of
reducing the levels of poverty; the rate of
unemployment; the rate of illiteracy; and
fast-tracking the growth of our economy.
This government has been working
tirelessly to level the playing fields by
regulating and developing strategies aimed
at facilitating the creation of a better life
for all.

There are areas where we are obviously
performing very well. But the perpetual
problem of under spending on budgets
remains a major challenge and cause for
great concern. Hence, there is a need for
us to take a critical look at our service
delivery strategies and explore alternative
ways that can accelerate service delivery.

Distinguished guests, this is a great
platform for us to share experiences
and copy best practices. In Limpopo,
we identified a need to improve the
performance of some of our public entities,
business units, service points and the
whole service delivery system throughout
the province. This necessitated the
establishment of a dedicated technical
restructuring Unit called the Provincial
Asset Restructuring Unit, better known
as PARU. The purpose and intention for
this Unit is to look at alternative service
delivery models and provide technical
assistance to departments in respect of
restructuring initiatives and PPPs.

This seminar is a joint effort between
the Limpopo Provincial Treasury and
the National Treasury’'s PPP Unit.
There are a number of potential PPP
projects within the social and economic
clusters. All it requires of us is to change
our thinking and to embrace this new
approach to service delivery. PPPs are
a creative procurement solution that can
assist in eradicating poverty and driving




development. This model can double
the rate at which we provide our health,
educational, transport, water, sanitation,
conservation, heritage and recreational
services to instill a sense of pride in all
our people.

PPPs are about combining the pool of
expertise and resources available in the
private sector and managing it in such
a way that it accelerates service delivery
and allows government to focus on its
core mandates and responsibilities. As
Minister Manuel noted at the launch of
the standardizations provisions and PPP
manual, “This is what PPPs are about.
The public gets better, more cost effective
services; the private sector gets new
business opportunities. Both are in the
interests of the nation.” (August 2004).
As government, we need to shift our focus
from focusing on non-core functions and
ensure that services are delivered to the
poorest of the poor.

Regulation 16 of the PFMA allows us to
pursue PPPs. Through a PPP, services
can be delivered in a more cost effective
and affordable manner. The value derived
from PPPs can be enormous as risks are
appropriately transferred to the private
party where they are best managed.
The focus in PPPs is on services rather
than assets employed; government
administrations the world over have
come to a realization that they should
not be too focused on owning, managing,
operating and maintaining assets. Rather,
their primary objectives should be to
provide policies, regulations, frameworks
and guidelines as well as the delivery of
quality services to the people.

We are confident that this seminar
will assist us to develop Public Private
Partnerships with the sole aim of
delivering quality services to the people.
PPPs are generally regarded as the key
to reaching disadvantaged populations
while minimizing costs to the government,
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shifting risks to the private sector,
and enabling national, provincial, and
municipal governments to concentrate
on their core missions.

We have ample opportunities for potential
PPP projects in all our provinces. Let us
assess the feasibility of this procurement
model in remodeling projects, assets and
services!

| must state, in conclusion, that PPPs will
only work if we radically improve on our
contract negotiation and management
skills. Treasury does provide technical
support, but until and unless all of us
prioritise the effective management of
Service Level Agreements, PPPs will not
yield the desired results.

Thank you most sincerely to all of you for
attending this groundbreaking initiative,
especially the guests who have traveled
from our sister provinces.

Let us all enjoy and learn from this PPP
seminar!

“FOCUS ON TRANSACTION ADVISORY FIRMS"”

This is the first in a series of articles on some of the private-sector firms that have contributed to

the success of the PPP programme in South Africa. Transaction Advisors are encouraged to submit

articles to the PPP Unit, which will retain editorial control

PRICEWATERHOUSECOOPERS

Thelnfrastructure, Governmentand Utilities
(IG&U) division of PricewaterhouseCoopers
Corporate Finance (Pty) Ltd (PwC) in
Sunninghill, Johannesburg, have been
providing PPP advisory services to both
the public and private sectors, at the
international, national, provincial and local
levels for almost ten years. PwC led the
transaction advisory team for the second
PFMA PPP, the Inkosi Albert Luthuli
Hospital medical equipment supply and
operation PPP, which closed in December
2001. Other closed PFMA PPPs
involving a PwC-led transaction advisory
team include the State Vaccine Institute
equity partnership (see related articles in
this issues) and the Cradle of Humankind
Interpretation Centre Complex.

In South Africa, PwC is leading the trans-
action advisory team for the Eastern Cape
Department of Health’s Pharmaceutical

Supply Chain PPP, the Gauteng Depart-
ment of Health’s Chris Hani Baragwanath
revitalization PPP and the Department of
Environmental Affairs and Tourism's re-
placement of the SA Argulhas PPP. Inter-
nationally, PwC is advising on the SADC
Headquarters PPP in Gaborone, Botswa-
na and on fleet management for the Gov-
ernment of Lesotho. PwC are also advising
a number of South African municipalities
in terms of Municipal Systems Act section
78 studies that may become municipal
PPPs.

On the private sector side, PwC
provided financial advice to the Gaulliwe
consortiumin the Gautrain PPP processes,
and are advising the preferred bidder on
an office accommodation PPP initiative
being undertaken by the Government of
Botswana.

PwC's IG&U have also been involved
in significant PPP training, policy and

framework initiatives in Southern Africa,
having developed a PPP policy and
framework for Mpumalanga Province, the
KingdomofSwazilandandthe Government
of Botswana. PPP training activities have
included the SADC Banking Association-
sponsored training for the governments
of Mozambique, Tanzania, Botswana,
Mauritius and Malawi. PwC also served
as a resource for the development of the
contract management module for the
PPP Manual.

IG&U is headed by Mohale Masithela,
Partner/Director and Dirk Els, Associate
Director. Staff includes James Aiello,
Principal Consultant, David Pilling,
Senior Manager, Marina van der Walt,
Senior Manager and Jeanne Marie Fatti,
Manager.

Future issues of the PPP Quarterly will
highlight more firms active in the South
African PPP arena.
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“BIOVAC PPP A SUCCESS”

The Biovac Institute,

a public private
partnership (PPP)
between the Biovac
Consortium and
the South African
Government (Department
of Health), was launched
in 2003 with a view to
restructure and upgrade
the former State Vaccine
Assets such that South
Africa has the required
capacity to respond to
the vaccination needs of

the sub-continent.

A further objective is to provide for the research,
development and introduction of new and novel
vaccines. The Biovac Institute thus aims to
revitalize vaccine manufacturing by building
capacity in all aspects of vaccine development
and manufacture, from products for clinical trials,
to full scale commercial production for local and
regional markets.

The Biovac Institute is poised to timeously
meet all undertakings set in terms of the PPP
agreement.  Substantial  investments have
been made in increasing current infrastructure
such that vaccine production meets good
manufacturing practices (GMP) and the World
Health Organisation (WHO) criteria for pre-
qualified vaccines. International partners, Heber
Biotec and Bionet, continue to provide skills
and technology transfer and strategic alliances
with international vaccine producers to provide
finished and bulk antigens. Collaborations with
the South African AIDS Vaccine Initiative (SAAVI),
University of Cape Town, Industrial Development
Corporation (IDC), and Cape Biotech, amongst
others, have presented The Biovac Institute with
the potential to further research and development
capabilities within the biotechnology space and an
increased vaccine pipeline. The Biovac Institute is
thus well on its path towards ensuring that South
Africa and the rest of Africa has a viable supplier
of cost-effective, quality Expanded Programme on
Immunization (EPI) vaccines.

The Department of Health has been successfully
supplied with a sustainable quantity of vaccines
over the past 3 years at stable prices. This
supply agreement is completely transparent in
that the prices at which vaccines are supplied
are stipulated, including a pre-agreed mark-up.
This is critical as it allows all parties to know
the vaccines cost price as well as the prices paid
by aid organisations for similar products in the
market. In addition, a Technical Committee with
DoH representation ensures that the South African
Government’s needs are met. Throughout the
duration of the agreement, The Biovac Institute
uses, as it must, its best endeavours to source
vaccines at the most competitive prices and
the benefit of such lower costs are immediately
passed onto the DoH. To this extent, relationships
with new vaccine suppliers are constantly
being established. The Biovac Institute also
seeks to keep its range of vaccines current with
international immunisation programmes, prices
being benchmarked against the lowest effective
price of leading aid organisations for similar
quantities of the vaccine.

The Biovac Institute has successfully captured a
number of SADC vaccine tenders, and continues

to tender in these markets on an ongoing basis.
On a broader scope, The Biovac Institute is also
pursuing accreditation by the WHO to sell its
vaccines to organizations in Africa.

The Biovac Institute employs 68 people,
markedly increased from the 24 staff members
at the time of the formation of the company. The
level of Previously Disadvantaged Individuals
has also been substantially increased. With new
projects continuously in the pipeline, The Biovac
Institute forecasts that the staff component will
continue to grow.

The Biovac Institute is currently engaged in the
labeling and packaging of naked vials in a new
Medicines Control Council (MCC) licensed facility
and bulk filling and blending of its first vaccine will
commence shortly at a new Good Manufacturing
Practices (GMP) formulation facility in Port
Elizabeth. WHO approval of this facility will be
applied for in 2008. The filling of combination
vaccines will follow, ushering in a further step in
the vaccine value chain. The Biovac Institute is
currently developing combination vaccines which
will not only improve health prospects in Africa,
but will also ensure that The Biovac Institute
manufactures a profitable biotech drug.

The construction of a new quality control facility
to MCC and WHO standards appropriate for the
support of GMP-compliant vaccine manufacture
has begun and the refurbishment of an existing
building for the production of GMP clinical trial
material is in the process of completion. The final
phase in the investment programme, involving
the establishment of a research and development
laboratory to support the development of a
long-term vaccine product pipeline as well as
the establishment of key vaccine technology
platforms such as fermentation, tissue culture,
combination and conjugation in South Africa will
commence in 2007.

Through collaboration with other stakeholders, The
Biovac Institute has the opportunity to establish
a multipurpose vaccine development and GMP
manufacturing facility for the development and
manufacture of vaccines for clinical trials and
small scale commercial production. The Biovac
Institute and SAAVI are negotiating to be part of a
programme involving the Italian National Institute
for Health, the Italian Ministry of Foreign Affairs and
the South African Department of Health in terms
of which The Biovac Institute will be responsible
for establishing a site for the GMP production of
vaccine preparations. This facility could support
the development and manufacturing of other
vaccines e.g. HIV, flu vaccines, etc. in partnership
with funding and biotechnology capacity building
institutions in South Africa.
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HEAD OF BUDGET OFFICE

TO LEAD PPP UNIT

William Dachs, the head of the National
Treasury PPP Unit, will be taking up an
extended term contract with the Infrastructure
Economics & Finance (IEF) Department of
the World Bank as a Senior Infrastructure
Finance Specialist.

The contract is based in Washington DC
and is for a 24 month period commencing
1 February 2007.

The IEF Department has identified four
areas of support to be provided to regional
and country units:

¢ Infrastructure Finance Solutions

¢ Sustainable Public-Private Partnership
(PPP) Solutions

* Improving Economic Tools and Analytics
in Infrastructure

¢ Business Information and Learning

This is a unique opportunity for William to
apply South African practice to the context of
other (primarily developing) countries and also
to learn from this experience in order to benefit
infrastructure financing in South Africa on his
return to the National Treasury in 2009.

William has worked in the PPP Unit for 6 and
half years and as Head of the Unit since March
2005. Most recently, William was the PPP
Unit’s project advisor for the Gautrain rapid rail
initiative, one of six new PPPs in the health,
transport and government accommodation
sectors over the last six months.

The current head of the Budget Office, Mr
Taz Chaponda, will take on the leadership of
the PPP Unit for this period.

Taz Chaponda is presently the Acting Head of
the Budget Office at the National Treasury. He
has been at the Treasury for four years, and
has recently been focusing on infrastructure
planning and financing issues. He holds a
masters degree in economics and an MBA
from INSEAD business school. Prior to the
Treasury, Taz worked for the World Bank
as an economist, and before that, was a
management consultant for Bain & Company
South Africa where he worked across several
sectors including telecommunications,
banking, and the airline industry.
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WORKSHOP FOR
PPP FOUNDATION TRAINING 2006

21-22 June 2007
13-14 September 2007
29-30 November 2007

Dates:

Venue: DBSA Vulindlela Academy,

Auditorium, Midrand

Costs: Free of Charge

To place a booking,

e-mail: bridget.morake@treasury.gov.za
Tel: +27 123155176

Fax: +27 21 315 5477
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Visit our new website: www.ppp.gov.za



