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The Usual Dilemma 



Public-Private Partnership options 

Public-Private Partnerships (PPPs) are long-term contractual arrangements between a government entity and a 

partner entity (the operator, usually private) generally to build a dedicated asset. 

 

The partner is responsible for building, operating and maintaining the asset, designed to render some public 

services. In exchange for the services received, the government unit pays regular fees to the non-government 

partner following the construction of the asset. 

Figure 1. Source: Public ï Private Infrastructure Advisory Facility, World Bank Group 



Types of PPP projects 

Figure 2. Types of PPP projects 



Classification of PPP markets 

Figure 3. Classification of PPP markets. Source: KPMG 



PPP projects by sector in Europe 

Figure 4. Number of PPP projects by sector ð UK. Source: E&Y Figure 5. Number of PPP projects by sector ð continental Europe. Source: E&Y 



Proportion of the EU Cohesion Funds in public investments 

Figure 6. Proportion of the EU Cohesion Funds in public investments. Source: The Buildings Performance Institute Europe  



The main driver behind PPP expansion in the EU 

Figure 7. Government debt to GDP ratio. Source: Eurostat 



PPP - off-balance sheet magic 

In order to record infrastructure investment on the 

balance sheet of non- government investor, at least 

two out of three major project risks must remain with 

non-government partner.  

 

These risks are following: 

 

Å Construction risk (e.g. late delivery, respect of 

specifications and increased costs etc.); 

Å Availability risk (e.g. poor management that leads 

to the availability of the asset); 

Å Demand risk (e.g. the level of use of the asset is 

higher or lower than expected). 

 



Construction risk 

Å No obligation to start making periodic payments to the 

partner without taking into account the actual state of the 

assets that are delivered. 

 

Å Very little probability that government will cover any 

additional construction costs, whatever their source. 

 

Å No obligations for government to pay for the consequences 

of events resulting from a mismanagement of the 

construction phase by the partner. 

 

Å Private partners bear the cost resulting from a late delivery 

of the asset. 

 

Å Private partners bear the cost resulting from its failure to 

meet specified construction standards. 

 

Å Private partners bear the risk of significant additional costs 

during the construction phase (excluding cost increases that 

are attributable to government actions/decisions). 

 

Å Private partners bear the cost resulting from construction 

deficiencies. 



Availability risk 

Å The PPP contract contain very specific performance 

indicators for the buildings. 

 

Å Government payments depend on the actual level of asset 

availability achieved by the private partner. 

 

Å Government is entitled to reduce its periodic payments 

significantly in case the partner is not meeting its service 

obligations (i.e. certain performance criteria are not met). 

 

Å The private partner bears the cost resulting from its 

inadequate management of the asset (poor performance). 

 

Å The penalty mechanism has a significant effect on the 

partnerôs revenues/profit. 

 

Å Government payments to the private partner can fall to zero 

if the asset is not available for a significant period of time. 

 

Å The private partner entitled to keep all or most of the profit 

resulting from its good performance.  


