
Manual 9 
 Preparation and implementation of public investments   

(Public-private partnership projects) 

 

Public Private Partnership Agency  1 

 

 

Diskontiranje i diskontna stopa   kod projekata                               javno-
privatnog partnerstva 
Manuals for preparation and implementation of the Public Private Partnership Program 

 

  

 

 
 
 

 
 

 

Republic of Croatia 
Public Private Partnership Agency 

 
December, 2012 

Preparation and implementation 

of public investments   

(Public-Private Partnership Projects) 

 

Manuals for preparation and implementation of 

the Public Private Partnership Program 

 

                      

Manual 9                
Version 1 

 

 



Manual 9 
 Preparation and implementation of public investments   

(Public-private partnership projects) 

 

Public Private Partnership Agency  2 

 

 

© COPYRIGHT Public Private Partnership Agency, 2012. 

 

 

  

 

 

 

 

 

 

 

 

Contact: 

Public Private Partnership Agency 
Andrije Hebranga 34 

Zagreb, Croatia 
tel:      +385.1.555.0600 
fax:      +385.1.555.0695 
e-mail:            info@ajpp.hr 
url:                   www.ajpp.hr 

 

 

Quote: 
 Public Private Partnership Agency (2012): Preparation and implementation of public 

investments (Public-Private Partnership Projects), Manuals for the Preparation and 

Implementation of the Public Private Partnership Model, Manual No. 9, Version 1, Zagreb. 

mailto:info@ajpp.hr
http://www.ajpp.hr/


Manual 9 
 Preparation and implementation of public investments   

(Public-private partnership projects) 

 

Public Private Partnership Agency  3 

 

 

 

CONTENTS 

 

1. Foreword .............................................................................................. 4 

2. Introduction .......................................................................................... 5 

3. Purpose of the manual .......................................................................... 6 

4. Other Countries’ experience ................................................................. 7 

5. Public investment delivery process ....................................................... 9 

6. Preparation of programs and projects ................................................ 11 

7. Making decision on delivery model ..................................................... 15 

Public investment delivery model ................................................. 15 

Economies of scale and project grouping ...................................... 16 

Commercialization potential ......................................................... 16 

Market potential ........................................................................... 17 

Capacity of assuming long-term commitments ............................. 17 

8. Public infrastructure facility delivery according to traditional model .. 18 

10.      Public infrastructure facility delivery according to PPP model ............ 21 

11.       Bibliography ........................................................................................ 25 

 

   

  



Manual 9 
 Preparation and implementation of public investments   

(Public-private partnership projects) 

 

Public Private Partnership Agency  4 

 

1. FOREWORD 

 

Investing in public infrastructure facilities through which public services are 
delivered is a complex business process that requires special attention, seriousness and 
social responsibility not only of a direct public management, but also of the wider 
community. This connection between the activities of public management and the wider 
community is reflected mainly in the scope of their responsibility: public management is 
responsible for establishing and defining public policies including the policy of public 
investments (both local or state investments), while the responsibility of the community is 
reflected in expressing the public opinion on proposed policy of public infrastructure 
facilities, which will be gradually delivered over a future period. 

Delivery of public infrastructure facilities requires significant taxpayers’ funds both 
in the process of preparation as well as construction and exploitation.  It is therefore of a 
particular importance to pay attention to the preparation and the community’s 
acceptance of a program of public infrastructure facilities in order to avoid delays in 
delivery, rejection of the project at an advanced stage of preparation, abandonment of 
the project by creditors and investors, and abandonment of projects during the change of 
government.  All these risks are classified as political risks, risks that are among the ones 
that affect the efficiency of the public sector the most in the segment relating to public 
investments. 

 One of important goals of the community is to achieve an appropriate efficiency in 
the delivery of public investments. The technology of delivery is certainly an important 
efficiency factor.  The technology of delivery of public infrastructure facilities is based on a 
clearly defined process of planning, preparation, selection of a model of delivery, 
implementation and supervision of the exploitation of the building.  This process is the 
subject of this manual, and the purpose of this manual is to propose a uniform process 
that includes numerous stages starting from the stage of planning the public investment 
program to the end of the of a public infrastructure facility lifespan. 

 The main idea and the purpose of the series of the manuals issued by the Public-
Private Partnership Agency is to improve the insights about the preparation, funding and 
implementation of public investments, where the public-private partnership model is an 
alternative to the traditional model of delivery and which is yet to be established in the 
wider community as a socially responsible and economically rational model. 

Damir Juričić, PhD 
Managing Director of the Public-Private Partnership Agency 
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2. INTRODUCTION 

Public investments are an important segment of creation of the national 
product and prosperity.  The value of the social product and achieved degree of 
prosperity is not only affected by the investment process, but also its quality which 
is primarily reflected in the efficiency and effectiveness of the preparation and 
delivery of public investments.  In applying the principles of efficiency and 
effectiveness, a special emphasis is placed on the processes of long-term planning 
of needs for public infrastructure facilities through which certain public services will 
be delivered and analytical procedure of assessing the models or methods of 
delivery of investments.  Long-term planning of needs for public infrastructure 
facilities is an important factor for the continuity of implementation of public 
investments, which inter alia, results in the stability of achieving target gross 
domestic product and employment.  Analytical procedure of assessing the model of 
delivery of public infrastructure facilities is the foundation for applying the 
principles of social responsibility and economic rationality in the processes of the 
management of public expenditures.  As a matter of fact, the private sector has 
long applied analytical procedure to assess whether the investment rather pays off 
to be delivered autonomously (assuming all or substantially all of the risks arising 
from the investment) or whether it rather pays off to buy a service from third 
parties (to rent the subject of investment).  This principle is well applied in the 
public sector, and is known as a make-or-buy decision. (Skelcher, 2005). 

The clear and socially accepted process of  long-term programming of the 
needs for public infrastructure facilities, the process of selecting projects from the 
public investment program and the analysis of the model of delivery of public 
infrastructure facilities is a particularly important factor of the insurance against a 
political risk whose materialization is significantly and negatively reflected on the 
whole range of consequences such as decline in gross domestic product, an 
increased rate of unemployment, general political instability and related 
investment security, rise in prices of funding sources and the like. The Croatian 
public investment market, especially the segment that applies to public 
infrastructure facilities delivered by the central state and local public authorities 
has extensive negative experience in ineffective delivery of public infrastructure 
facilities. This bad practice highlights several reasons: lack of coordinated 
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development strategies among public authorities, rejection of a proposed project 
and a project at an advanced stage of development, rejection of the target 
investment delivery model in whose preparation substantial public funds were 
spent and the lack of competence on the part of the public administration in 
managing existing public infrastructure facilities. The consequence of these causes 
is a long-term delay in the delivery of public investments. 

In order to protect the citizens (taxpayers) against these risks, it is necessary 
to establish a uniform and socially and economically acceptable process of delivery 
of public investments, which is to be clear and transparent in its preparation in the 
process of control and supervision of delivery. 

 

3. PURPOSE OF THE MANUAL 

The purpose of this manual is to provide a uniform methodology for the 
process of preparation, assessment of the model and deliveries of public 
infrastructure facilities. Public investment market is a complex and dynamic market 
in which the political, social, professional and technical, economic, financial and 
other interests are interwoven. The achievement of long-term balance in the 
dynamic harmonization of these interests is the key to achieving the primary goal 
of continuity of delivery of public infrastructure facilities and, consequently, 
improvement of the welfare of all citizens.  This Manual provides the public 
investment market with a comprehensive process that, which is quite certain, 
should qualitatively be improved through its application and constructive market 
criticism. 
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4. OTHER COUNTRIES’ EXPERIENCE 

 Almost all developed countries have identified the need for systematic long-
term planning of the needs for public investments and derivatives of the specific 
project under this program depending on various criteria such as political and social 
priorities, economic affordability, the cost of funding sources at a given time, the 
status of the market investors, contractors, suppliers, etc.  The text that follows will 
outline some basic information about the experience of developed countries in the 
preparation and implementation of public investments with an emphasis on the 
PPP models. 

 The process of preparation and implementation of public investment in 
Great Britain (HM Treasury, 2006) is divided into four levels: (1) preliminary 
activities, (2) defining an investment program, (3) defining a project, and (4) public 
procurement. The preliminary activities include the consideration of general 
dimensions for the investment, such as defining investment priorities, identification 
of different investment alternatives and the characteristics of investments which 
could be suitable for a public-private partnership are outlined. Investment 
programs are defined at the first and second level.  The program includes a set of 
individual projects with similar goals and characteristics, the implementation of 
which guarantees certain public goals.  The projects that might be suitable for the 
delivery according to the PPP mode are identified within the program. 

 At the third level, attention is drawn to a concrete project where the factors 
that influence the creation of value1 are defined, whereas qualitative and 
quantitative methods are applied for its calculation. If the calculation shows that 
the application of PPP can provide value for money, we shall move on to the fourth 
level, the level of public procurement, and in event that we assess the incapacity to 
achieve value for money, the delivery according to the PPP model shall be 
abandoned.  The preparation and planning at the first and second level of the 

                                                

1
 In the terminology of the PPP, the value is referred to as "value for money" (VfM - Public-Private Partnership 

Agency, 2012), and denotes a quantitative expression of the difference between whole life costs (WLC) of PPP model 
and the traditional model of delivery of public infrastructure facilities. 
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preparation of programs and projects specifically take into account the following 
criteria: a) feasibility - whether there are any special reasons why the service 
should be delivered according to the traditional model instead according to the PPP 
model. In the case of PPP delivery model, the level of standards and output 
specifications and risk allocation is determined, and b) desirability - the benefits to 
be achieved by various procurement models are assessed. It is estimated whether 
greater benefits would be achieved by a risk transfer by applying the PPP model or 
whether greater benefits would be achieved by applying a traditional model due to 
potentially lower cost of funding sources, c) viability - it is estimated whether there 
is market interest, whether there is a required level of competence and skills on the 
part of the public and private sector in the implementation of programs and 
projects, aptitude to assuming risks, creditors’ limitations and the like. 

 The process of PPP project delivery in South Africa (South Africa National 
Treasury, 2004) is determined by several stages: analysis of needs for public 
infrastructure facilities, analysis of budget constraints, analysis of individual 
projects, analysis of investment alternatives, analysis of value for money and 
payment capacity, procurement plan, feasibility analysis and review of feasibility 
analysis. We should particularly emphasize the indissoluble bond between the 
analysis of value for money and the payment capacity of public authorities - the 
client. The decision on initiation of the procurement process, i.e. the selection of a 
private partner will start if there is an analytically based assumption that the PPP 
option is better (cheaper) and after the payment capacity has been proved. 

 
 In Ireland, the process of preparing public investments is a comprehensive 
process of delivery of public projects regardless of the delivery model (Public-
Private Partnership - Comphphairtiocht, 2007). The goal of the process of 
preparation and delivery of the investment is to determine the value for money 
where the Client – public authority is in charge of the calculation. The process of 
preparation is conducted in four stages, that is, the so-called four formal VfM tests, 
which differ by the quality of information available on the project.  Even in the Irish 
practice, the calculation of payment capacity is a mandatory procedure within the 
overall process of preparation of public projects.  The calculation of the payment 
capacity is the assessment of Client’s capacity to perform long-term commitments 
assumed by the Client, regardless of whether the rental fee (in case of PPP models) 
or annuities (in case of traditional model) is in question. 
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 The process of preparation of public investments in Canada is divided into 
two levels (Government of Canada, 2011). The first level of preparation relates to a 
system of public policies in the procedures of managing public funds, while the 
second level of preparation relates to the project itself. The achievement of value 
for money in Canada is defined by two levels. The first level relates to the system of 
public policies in the public money management procedures, while the second level 
relates to the preparation of individual projects.  
 
 

5. PUBLIC INVESTMENT DELIVERY PROCESS 

 

 In order to be able to deliver certain public services (such as public parking, 

transportation, culture, medical treatment, education, recreation, punishment by 

deprivation of freedom, distribution of drinking water and waste water treatment, 

irrigation of agricultural areas, security protection, fire protection, care about the 

elderly, public street lighting, etc.) it is necessary to previously deliver public 

infrastructure facilities through which these public services will be delivered (such 

as public garages, roads, airports, railways, museums, hospitals, kindergartens, 

schools, sports and recreation centers, prisons, water supply and sewer systems, 

irrigation systems, fire-fighting and police stations, homes for the elderly and 

disabled persons, street lighting systems, etc.). It is quite logical that the public 

infrastructure facility program is preceded by the policy of delivery of public 

services because the policy of delivery of public infrastructure facilities should be 

adjusted with or optimized for the target long-term policy of delivery of public 

services. 
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 From the above indicated, it follows that the process of preparation, 

assessment, implementation and monitoring of public investments is based on the 

five points outlined in Diagram 1: 

1. Creation of a program of investment in public infrastructure facilities; 

2. Identification of a specific project arising from the program; 

3. Calculation of preliminary value for money depending on the calculation 

result; 

4. Delivery according to the traditional method or 

5. Delivery of infrastructure facility according to PPP model. 

 

 

Diagram 1: Process of preparation, assessment, implementation and supervision of 

implementation of public investments 

Program of investments in public 
infrastructure facilities

Project

Preliminary value 
for money?

PPP modelTraditional model

1

2

3

4 5

No Yes
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  The logic that arises from Diagram 1 makes us think that the delivery of real 
projects is preceded by the public investment program (1), which is created on the 
basis of public service delivery policies. The program of investments in public 
infrastructure facilities should represent needs for public infrastructure facilities in 
the long run, for example, at least 3 to 5 years. Concrete projects are derived from 
the program (2) depending on economic and political circumstances in which 
projects referred to in the program are delivered, as well as priority of delivery of 
specific public services. In the process of development and preparation of a specific 
project, it is necessary to calculate the so-called preliminary value for money (3). If 
the analysis determines the existence of the expected value for the money, then a 
model of delivery of a specific public infrastructure facility will be decided upon, 
either traditional model (4) or PPP model (5). 
  

 The first two points represent the so-called general analysis, while the fourth 
and fifth points represent the specific or detailed analysis of the project.  They will 
be discussed in more details in the text that follows. 

 

6. PREPARATION OF PROGRAMS AND PROJECTS 

 There are several important factors of successful and consistent 
implementation of investments in public infrastructure facilities:  

- Existence of public policy programs; 
- Existence of a program of investment in public infrastructure facilities; 
- Imperative of calculation of public client's payment capacity;  
- Derivation of the project from the program and 
- Calculation of preliminary value for money and deciding on the delivery 

model. 

The order of the above actions is shown in Diagram 2: 
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Diagram 2: Project preparation process 

Program of public policies

Program of investment in public 
infrastructure facilities

Calculation of payment

Project Pre-analysis

Preliminary value for 
money?

YesNo

Traditional
model

PPP
model

Selection of consultant

1

2

3
4

5

6

7

 

According to the public policy (1), i.e., accepted policy of delivery of public 
services, a program of investment in public infrastructure facilities is prepared (2). 
These two programs are long-term programs with a term from 3 to 5 years.   By 
coordinating these two programs, the market is given the clear and consistent 
information on public needs and plans on investment in public infrastructure 
facilities. The effect of the adoption and publication of these documents is the 
reduction of a political risk. Political risk occurs in many different forms (Juričić, 
2011; Public-Private Partnership Agency, 2012b), of which, in this process, the 
most significant are those related to sporadic decisions on investments, rejection 
of investments, rejection of the delivery model, non-acceptance of investments 
by the wider community, abandoning of investments by investors and creditors 
due to long-lasting preparation and delivery, rejection of the project due to a 
change of government and the like.  The existence of published coordinated 
programs of services and public infrastructure facilities would significantly reduce 
the political risk. 
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Closely related to the program of public infrastructure facilities and 
features of a specific project is the obligation of calculating the payment capacity 
of public authorities – the entity initiating the investment in public infrastructure 
facilities referred to in the program (4). It is particularly important to implement 
this procedure with the local and regional self-government units (JLPRS) (Public-
Private Partnership Agency, 2012c). The analysis and assessment of the payment 
capacity of local and regional self-government units (JLPRS) encompasses the 
projection of future business with an aim to determine the free cash flow as a 
source for the payment of assumed long-term obligations arising from the 
annuity or rent.  While calculating the payment capacity, it is necessary to collect 
numerous assumptions and parameters in order to fairly determine the 
parameters of future budget revenues and expenses2. Depending on the process 
complexity and administrative capacity of the public authority (ies)3, a consultant 
can be engaged (3), with whom the analysis will be jointly prepared and an 
optimal decision will be made after the interpretation of the results. 

Projections give an overview of the financial position of JLPRS with an 
emphasis on the analysis of financial capacity to assume the long-term liabilities.  
The main goal is to formalize assumptions about the impact of political decisions 
(changes in public policy costs, borrowing, tax burden, etc.) on the financial 
position of JLPRS.  Here it is possible to apply deterministic (several different 
scenarios) or stochastic analysis, taking into accounts the assumptions of historical 
trends and future risks (Juričić, 2011). 

After determining the capacity of assuming long-term commitments, it is 
necessary, depending on the results of the analysis of payment capacity and 
priority of delivery of public infrastructure facilities usually being emphasized in the 
program of public infrastructure facilities, to derive a specific project from the 
program (5) which will be subject to pre-feasibility analysis (6). The pre-analysis is a 
qualitative analysis that seeks to roughly assess the further direction of the project 

                                                

2
 The basis for such an approach is provided by a complex database of indicators and data on all relevant 

economic, financial, fiscal, and other categories relevant to determining the fiscal capacity and budget structure of 
JLPRS as the most important factors that determine the payment capacity. The creation of such a base in 2012 was 
initiated by the Centre for Local Economic Development of the Graduate School of Economics in Rijeka entitled 
EFRISTAT. 

3
 In certain projects, several public authorities form the so-called community of contracting authorities can apply 

as the public partner. These formations occur in cases where, due to the reduction of project costs, several public 
projects are grouped into one larger project. 

 
3
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preparation.  The basic questions that should be answered in the pre-analysis are 
as follows: 

- Are the property-related and legal issues in respect to the land in the zone of 
scope of project works resolved? 

-        In which scope is the project design documentation prepared? 

- Which type of project is concerned and are there any special funding 
programs in place for this type of projects (government subsidies, EU funds 
and the like)? 

- What is the approximate capital value of the project in order to determine 
the need of grouping several similar projects in one larger project for the 
purpose of exploiting the effect of economies of scale? 

- What are all the risks identified in the project, which could be suitable for 
transfer to third parties? 

-  Is it possible to clearly and easily identify the output specifications? 

- Does the project have a potential for further commercialization for the 
purpose of earning revenues from third parties? 

- What is the status of the market investor, contractor, developers, lenders, 
building facility managers? What is their interest in the project? What is their 
potential and capacity of assuming specific risks? 

- To what extent has the borrowing and PPP fee payment limit been exploited 
and what are the possibilities of new borrowing and concluding PPP 
contracts? What is the possibility of obtaining approval for new borrowing 
and PPP contracts? What is the availability of various sources of debt 
financing? 

- Is the project complex considering the required number of participants on 

the project? 

- Is the project risky in terms of environmental impact? 
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7. MAKING DECISION ON DELIVERY MODEL 

Based on the answer to the questions asked in the pre-analysis, the persons 
implementing the public policy in collaboration with the team preparing the 
project, will decide on the further continuation of the preparation and delivery of 
the project. 

 

Public investment delivery model 

If it is a project that is suitable for delivery according to the PPP model, it is 
necessary to realistically estimate the time needed for the preparation and 
negotiation of the project, availability of budgetary resources for the settlement of 
PPP commitments during the term of PPP contracts, identify and quantify the risks 
that would be transferred to a private partner, identify potential bidders that have 
the capacity to effectively manage the risks, define the standards of public services 
through which knowledge, experience and skills of a private partner would 
significantly impact the innovative solutions and the final efficiency of the system in 
whole. If this is not possible or is too complex to implement, the traditional delivery 
model will be more appropriate. 

If it is a project that is suitable for funding from individual sources of 
subsidies (EU funds, state incentives, various funds for the stimulation of 
environmentally friendly solutions, etc.) it is necessary to realistically assess the 
time needed for the preparation, availability of resources, administrative capacity 
of public authorities to prepare the documentation in order to apply the project 
with individual source of subsidies and depending on the conclusions and 
assessment, the decision on the model of delivery is to be made. If there are 
resources in place that subsidize the investment costs to a certain percentage, it is 
necessary to clearly indicate the sources of funding of the remaining part of the 
investment. If equity sources of funding are available and if the project is not 
suitable for PPP model, the traditional delivery will be pursued. However, if the 
project is suitable for a combination of funding from sources of subsidies and PPP, 
the capacity and resources for the delivery according to the PPP model should be 
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considered in a way to combine the structure of a total commitment with a source 
of subsidy (fund) and the client’s budget. 

 

Economies of scale and project grouping 

When it comes to projects of lower capital value, it is good to consider the 
possibility of grouping several similar projects in one area or several similar projects 
in the wider area by including several public authorities – clients forming a group of 
projects. In this way, the economies of scale are used resulting thus in lower unit 
costs of the investment.  In this process it is necessary to coordinate the positions 
and interests of different public clients.  If it is a relatively complex group of 
projects, a greater value of the investment will attract investors having greater 
technical, financial and logistical capacity, which will certainly increase the overall 
efficiency of the delivery of public infrastructure facilities.  This efficiency can be 
divided within the community of public clients.  Furthermore, the risks to be 
transferred to a private partner can easily be identified, and a private partner who 
can effectively manage these risks is identified, the PPP model will be suitable.  If 
the standards of public services and risks cannot be easily defined, and if there are 
assumptions that the transfer of risk would not achieve the optimum solution, the 
PPP model will not be suitable for delivery. 

 

Commercialization potential 

At this stage of project preparation it is certainly necessary to identify the 
potential commercialization of public infrastructure facility because a higher degree 
of commercialization decreases the total payments from the budget of the public 
client. Here the term of additional commercialization involves the exploitation of 
the facility during the period not contracted for the delivery of basic public services.  
For example, it is useful to consider the possibility of using the areas of primary or 
secondary schools in the evening after delivery of all contracted educational 
services, for commercial purposes, namely, for different types of evening schools, 
education of the elderly, various commercial courses, using of the leased sports 
gym according to specific scheduled terms etc.  Here it is important to assess 
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whether the effect of commercialization would be greater if the commercialization 
was managed by a public authority or a private partner. 

Market potential 

At this stage of project preparation, it is of a particular importance to 
realistically assess the market situation, because that assessment is also used to 
assess the assumptions of the future projection of project business.  First of all, it is 
important to determine whether there are several investors interested in 
investment, their skills and knowledge in managing specific project risks.  A greater 
number of investors will result in higher competition effect.  Furthermore, it is 
important to assess a potential price of sources of funding (if the borrowing is 
performed by a public authority-traditional model, and if the borrowing is 
performed by a private partner – PPP model), gather information about the 
maturity of sources of funding the project and contracted currency.  For providing 
more efficient information about these parameters, it is good to organize the so-
called "Open day" where the interested investors and creditors are presented the 
project as well as goals to be achieved by the project. The questions asked on this 
occasion can be of great importance for the course of further project preparation 
and making decision on the model of delivery. 

 

Capacity of assuming long-term commitments 

Of course, every investment in public infrastructure facility implies the 
acceptance of long-term commitments, regardless of whether the annuity (in case 
of traditional model) or compensation for the utilization (in case of PPP model) is in 
question. Therefore, at this stage it is especially important to identify those basic, 
legal requirements associated with the capacity of assuming long-term 
commitments. Assuming long-term commitments in the Republic of Croatia is 
stipulated by law (Budget Act).   It is important to establish the capacity of 
assuming the commitments and to what extent it has already been utilized. Of 
course, for efficient management of long-term commitments it is not enough only 
to rely on legal debt capacity, but to calculate the economic and the actual capacity 
of assuming long-term commitments, i.e. long-term payment capacity (Public 
Private Partnership Agency, 2012c).  Depending on the result obtained, we can 
focus our attention on the selection of a delivery model.   
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8. PUBLIC INFRASTRUCTURE FACILITY DELIVERY ACCORDING TO 

TRADITIONAL MODEL 

In regard to the risks assumed, the basic characteristic of the traditional 
(budget) model is that a public authority takes on the role of an investor and 
owner of public infrastructure facility and assumes all the risks in the overall 
project lifespan.  Each project exposes its owner to numerous risks, of which the 
most important are the following:  the risk of construction budget, the risk of 
exceeding the term of construction, the risks associated with sources of financing, 
the risk of maintaining and replacing worn-out materials and the like.  In case of 
the traditional model, public authority places an order for engineering services 
related to the delivery of public infrastructure facility (designing and supervision) 
and works (construction of a facility). The public authority must provide funding 
sources for the construction costs.  The public authority taking on the role of the 
facility owner also assumes the obligation of maintaining the facility during the 
overall facility lifespan.  The basic elements of the traditional model of delivery of 
public infrastructure facility are shown in Diagram 3: 
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Diagram 3: Process of delivery public infrastructure facility according to a 
traditional model 

Preliminary value for 
money?

No

Determination of equity funding

Determination of foreign funding sources
Defining  a model of obtaining foreign 

funding resources

Selection of professional supervision and 
contractor

Implementation

Borrower

Traditional
model

Supervision of standard 
delivery

Selection of Consultants
8

9

10

12

14

13

15

16

Project designing and determination  of  
capital  project value

11

 

If substantiated assumptions of achieving preliminary value for money are 
not established in the pre-analysis, the public authority will begin the process of 
traditional delivery of a public infrastructure facility. It is necessary to draw 
attention to the fact that the traditional model can be also applied in the case of 
achieving a preliminary value for money, but a detailed quantitative analysis in the 
process of preparing the project in public-private partnership does not prove the 
existence of real value for money (Diagram 4, position 19). 

Within the scope of delivery according to the traditional model, the attention 
is (traditionally) focused on the assessment of construction costs and provision of 
sufficient sources of funding for covering the construction costs. Depending on the 
complexity of the project, its own administrative capacity and the availability of 
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source of funding, the public authority may decide to hire a consultant (8) for 
assistance in the preparation of solutions related to specific project-related issues.  
The project preparation process begins by identifying the approximate costs of 
construction and sources of funding.  Regardless of the final value of investment 
costs, the public body determines its own available sources of funding (9). Then it is 
necessary to determine the overall costs of construction of a public infrastructure 
facility (10) in order to determine the need for foreign sources of funding the 
construction costs (11). In practice, foreign sources of funding can occur in two 
basic forms: as a bilateral relationship based on long-term loan and as a multilateral 
relation based on debt securities (bonds). A procedure procuring overall sources of 
financing the total construction costs (13) will be conducted depending on the 
results of the analysis (12) of optimal sources of funding.  The provision of overall 
sources of funding is followed by formal procurement process (14) within which the 
expert supervision and a contractor should be selected.  After the contract with 
selected bidders has been concluded, the implementation process will start (15). 

Unresolved issues that are brought up in case of traditional delivery model: 

1.  Are the construction costs (and interests as the cost of funding) the only 
costs in the total lifespan of public infrastructure facilities? 

2. Who will bear the costs of overrunning the budget and construction 
deadlines?  

3. Do we have a projection of operating costs, maintenance costs and costs of 
replacement of worn-out material in the total lifespan of a facility that can 
often be several times higher than the construction costs? 

4. Have the contingent risks which are an integral component of every 
investment been identified and calculated? Have the persons who are to 
bear costs of materialization of such risks been nominated? 

5. Have the standards of public services to be delivered through a relevant 
facility in the total lifespan been defined in the process of designing the 
facility? 

6. Who will bear the costs that may incur as a consequence of reduction of the 
standard? 
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7. Has a system of supervising delivered standards been defined (Diagram 3, 
position 16)? Are the nominated persons in charge of delivery of defined 
standards? Has a payment system been established in the event of delivery 
of reduced standard? 

8. Are the benefits and costs of delivery of the facility and services fairly divided 
between the existing and future generations? 

9. Does the criterion of minimum price of construction provide insurances for 
the public authority against the installment of lower quality material that 
may significantly affect the future costs of maintaining and replacement of 
worn-out materials? 

 

9.    PUBLIC INFRASTRUCTURE FACILITY DELIVERY ACCORDING TO PPP 

MODEL 

 

The main feature of the PPP model is that a public authority takes on the role 
of a client ordering a service during the contract period, while the role of an 
investor at the stage of construction and the role of an owner of the facility is 
transferred to a private partner.  After the expiry of the contract period, the public 
authority becomes the owner of the facility at no charge.  Unlike the traditional 
model of delivery, in case of the PPP model, it is not only the construction costs 
that are taken into consideration, but also the costs of maintenance and 
replacement of worn-out material and risks associated with the construction and 
maintenance during the total lifespan of the facility, for example, for the term of 20 
years and over 20 years’ time.  The process of delivery of a facility (and sometimes 
a service) according to the PPP model is clearly shown the diagram 4: 
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Diagram 4: Process of delivery of public infrastructure facility according to PPP model 
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 If the pre-analysis determined reasonable assumptions for achieving real 

value for money, the public authority may begin the process of preparing the 

project according to the PPP model stipulated by the Public Private Partnership Act 

and the Regulation on the implementation of public-private partnership projects. 



Manual 9 
 Preparation and implementation of public investments   

(Public-private partnership projects) 

 

Public Private Partnership Agency  23 

 

 Given the complexity of the project and process of preparation and 
analysis of the PPP model as well as administrative capacity of the public 
authority, the public authority may select a consultant for the process of 
preparation of the project according to the PPP model (16). In doing so, it is 
necessary to consider the fact that the public authority, regardless of selection 
of a consultant, should establish a team that will cooperate not only with the 
consultant, but also with all the other entities on the project from the time of 
preparation of the documentation (Project proposal), through the 
procurement process - selection a private partner to the expiry of the PPP 
contract for the purpose of monitoring the project implementation. Shortly 
following the selection of a consultant, the public authority shall provide 
information to the Public Private Partnership Agency about its intention of 
implementing the public-private partnership project (17). The selected team 
shall together with the consultant prepare the documentation which is 
referred to as Project proposal (18). The fundamental documents of the Project 
proposal include the Public sector comparator (Public-Private Partnership 
Agency, 2012d) and the Draft contract on public-private partnership (Public-
Private Partnership Agency, 2012). Public sector comparator is used to 
determine the value for money (19). If the value for money is not determined 
by applying the quantitative method, the PPP model will be abandoned and the 
traditional model of delivery will be pursued if this proves to be possible.  If the 
quantitative analytical method proves the existence of value for money, i.e. if 
long-term savings are proved by applying PPP compared to the traditional 
model, the PPP model of delivery will be pursued. 

The project proposal is submitted to the Public Private Partnership 
Agency in two copies (20) of which one copy is submitted by the Agency to the 
Ministry of Finance (21) for prior approval in respect to compliance of 
anticipated direct financial commitments of the public authority with budget 
forecasts and projections, requirements and restrains stipulated by specific 
regulations. Also, according to the Public Private Partnership Act, the Ministry 
of Finance may give an opinion on other aspects of the project proposal in 
regard to direct and indirect fiscal effects and risks. After prior approval 
granted by the Ministry of Finance, the Public-Private Partnership Agency may 
issue a decision according to which the project is awarded the status of PPP 
projects and the public procurement procedure can start (22). 

The public procurement procedure is conducted according to the 
provisions of the Public Procurement Act. While preparing the procedure, it is 
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necessary to attend to the selection of a suitable procurement procedure. A 
limited procurement procedure may be selected for relatively simple projects, 
while negotiations will be required for more complex projects. Competitive 
dialogue will be used for very complex projects. 

 The best bid is selected according to the criterion of economically most 
advantageous bid, while a set of criteria and their relative importance in the 
overall evaluation of the bid are determined for each project separately. 

Upon completion of the public procurement procedure and selection of 
the best bidder, the contract on public-private partnership (23) will be 
concluded. The contract usually comes into force after all contracts on 
financing have been concluded, followed by the start of long period of the 
project exploitation (24). 

During the period of project implementation, the project public partner4 
monitors whether the private partner is delivering the standard in a manner 
and to amount as specified by the contract (25). Computer programs that 
automate the system of registration and response to reduction of the delivered 
standard and adjustment of the PPP fee with the payment mechanism are 
usually used for efficient implementation of the process of supervising the 
delivered standard which makes the process of service delivery and supervision 
transparent to all participants on the project. A private partner will transfer the 
public infrastructure facility to the ownership of a public partner at no charge 
(26) after the contract period of exploitation commences. 

 

 

                                                

4
 During the period prior to concluding the public-private partnership contract, the entities on the 

project on the part of the public sector are referred to as public authority or client, while the entities in the 
private sector are referred to as a bidder. After completion of the public procurement process, the entities are 
awarded the status of a public and a private partner. 
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