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1.  FOREWORD 

 

 Lack of investments, growth of infrastructure gap caused by an ever growing 

demand in relation to supply of contemporary public infrastructure, considerably 

reduced capacity of investing from one's own sources of financing present only some 

restrictions to a significant growth of GDP in the Republic of Croatia.  The public 

sector, in conditions of economic crisis, is in the position to search for models of 

public infrastructure facility delivery that will ensure the transparency of spending 

the public money and long-term savings. On the other hand, the experience of the 

users of public services, provided by means of public infrastructure facilities, results 

in demand of rational behaviour under which the users (taxpayers) are ready to pay 

solely for the value of public service provided to them.  

 

 Set goals can be achieved by a systematic organization of a public private 

partnership market, whereas a significant number of new public as well as private 

investments will hardly be achieved unless considerable public sources of financing 

are secured.  

 

 Significant public sources of financing, granted by the European Union through 

structural funds, will be at disposal to Croatia from 2014 to 2020. With regards to 

logical and complex rules of using these sources of financing, it is necessary to define 

and understand the process of using EU funds in public-private partnership projects. 

Realizing the effect of using a public-private partnership model on the increase of 

efficiency of using EU funds, the European Commission has prepared a set of 

regulations fostering and simplifying the combination of these two sources of 

financing. 
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 The objective of this manual, at least of its first version, is to present the main 

features of financing public investments from structural funds and by public-private 

partnership and to define the process of combining EU funds and PPP. We believe 

that the implementation of this complex financial instrument will cover two 

important objectives: (i) greater efficiency in using the allocation provided to Croatia 

and (ii) greater efficiency of sources of financing which, when realized, will lead to the 

growth of economic activity.  

 Also, we take the opportunity to thank all the participants of the TWL project 

“Further strengthening of the PPP System in the Republic of Croatia”, co-financed by 

the EU. From that cooperation, valuable conclusions came out which are 

incorporated into this manual. 

 

Damir Juričić, PhD 

Managing Director of the Public-Private Partnership Agency 
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2. INTRODUCTION 

 

 EU funds present an important source of financing for many infrastructure projects, 

especially for new members of EU. In addition, in many member countries of the EU1, 

utilization of the PPP model has proven to be a suitable model of public infrastructure facility 

delivery, through which public services are delivered. In the situation of budget debt 

constraints, the combination of the PPP model and EU funds is increasingly used.   

 

 By combining EU funds and the PPP model, in present practice of member countries 

of the EU, some benefits have been noticed in relation to the increase of efficiency of using 

EU funds and the ability to pay public bodies with inadequate fiscal capacity in the 

implementation of more demanding public projects. In this respect, under certain 

circumstances2, combining the PPP model with EU funds can be more successful than using 

traditional models of public infrastructure facility delivery. The European Investment Bank's 

report (EIB, March 2005: Evaluation of PPP projects financed by EIB) points out that the 

projects implemented according to the PPP model were delivered on time and within the 

planned budget, with exceptionally professional project team, higher quality of 

infrastructure and service quality. However, the report points out the fact that budget 

constraints of public sector can also block the public infrastructure facility delivery. On the 

other hand, the usage of EU funds combined with the PPP model has contributed to the 

improvement of risk distribution and the increase of the probability to deliver public 

infrastructure facility. 

 

 Using the PPP model in combination with EU funds is not an end in itself. As the 

objective of using the PPP model is to achieve added value for taxpayers in terms of long-

                                                

1
 Countries with a significant usage of PPP are the United Kingdom, France, Germany, Portugal, Ireland, 

Poland, Greece, Italy and the Netherlands. Other countries with existing PPP projects are: Austria, Belgium, 
Bulgaria, Croatia, Denmark, Czech Republic, Hungary, Latvia, Lithuania and so on. 

2
 In case of an assessable preliminary value for money (The Agency for Public-Private Partnership, 2012), 

from which the most important criteria are the ones like the possibility of a reliable definition of standard 
public service, risk identification and whether the project type is acceptable for a partial financing from EU 
funds. 
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term savings due to innovations, technical solutions and transfers of certain project risks to a 

private partner, so the goal of combining PPP and EU funds is to achieve a more efficient 

solution for implementing public investments in the area that relates to a defined decreased 

capacity of paying the public body or an end user. This means that the model of combining 

EU funds and PPP must be the best available way to implement and finance a certain public 

project.   

 

 Herein, it is important to highlight the fact that the PPP model has been recognized 

worldwide as an efficient model of financing public projects and, at the same time, the 

European Union emphasizes that it is the efficient method of attracting private sources of 

financing and implementing European and national strategic goals of social-economic 

development, in the period between 2014-2020. (COM (2010) 2020). The same has been 

emphasized in the draft of the legislative package for EU funds, within the Cohesion Policy, 

in the period between 2014-2020 (COM (2011) 615 ).  

 

 From all the above mentioned facts arises a reasonable expectation that the 

European Commission, when drawing up a regulation defining the rules and procedures for 

the implementation of general EU provisions for EU funds of the Cohesion Policy, will try to 

remove all potential technical obstacles for combining PPP models and EU funds. 

 

3. PURPOSE OF THE MANUAL 

 

 The purpose of this manual is to present basic principles and rules of combining EU 

funds and PPP, with the ambition to provide a unique procedure in PPP projects that are 

partially financed through EU funds. Additionally, the manual will present and explain the 

reasons of social adequacy and economic rationality of financing public projects from EU 

funds which are delivered right after the PPP model. 

 

 This manual provides to the public investment market recommendations on how to 

organize and implement a PPP project which is partially financed from the EU funds, but it 
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should certainly be understood as the manual that will constantly change, due to experience 

and amendments to the EU rules and regulations, with the goal to maximise its quality.   

 

4. STRUCTURAL AND COHESION FUNDS AS SOURCES OF FINANCING 

PUBLIC INVESTMENTS 

 

 

 Combined projects are projects implemented according to the PPP model, financed 

from private sources in combination with EU funds resources. EU funds resources in PPP 

projects facilitate the implementation of public infrastructure projects which, although 

economically justified projects, cannot settle the entire cost from end users' incomes or 

availability fee. EU funds encourage private investors to invest into projects with expected 

incomes which are inadequate to cover the costs of construction and usage. Moreover, due 

to using the EU funds, the project becomes feasible for other subjects in the project, like 

financial institutions. On the other hand, the participation of the private partner in a public 

project increases efficiency and benefit for taxpayers. Within the EU source of financing, it is 

also possible to cover the making of preliminary project documentation via technical 

assistance.  

 

 For better understanding of the usage of structural funds for co-financing PPP 

projects, it is important to adopt basic rules and restrictions applied on designing and usage 

of EU funds and generally usage of structural funds as a financial instrument for the 

implementation of a common EU Cohesion Policy.   

 

 The EU Cohesion Policy is an investment policy. It supports the creation of new 

workplaces, competitiveness, and economic growth, improvement of the quality of living 

and sustainable development. 

Financial instruments for implementing the Cohesion Policy are the Cohesion Fund and 

structural funds (European Regional development Fund (ERDF) and European Social Fund 

(ESF)). 
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 Intervention of structural funds is planned and they are managed within the time 

frame of formulating and planning the EU budget: 

- For every seven-year financial perspective, the European Commission defines an 

amount it will grant to each area of politics and each financial instrument. The 

financial package is approved, after negotiating with member countries, for the 

whole financial perspective and cannot be changed.  

- Liabilities are defined by the decision of the European Commission, on the level of 

operational programs/given fund for every year of financial perspective. 

- All the liabilities assumed for a given year should be used for paying a down payment 

or interim payments by the end of the third year from the assumption of liabilities3. 

Not meeting defined deadlines causes an inability to settle costs from an EU fund4. 

 

The usage of financial assistance is limited by the rules of cost eligibility: 

- The general rule of eligibility and scope of intervention of each fund are regulated by 

provisions and other legal acts about structural funds.  

- National rules of eligibility are regulated in every programme document, through 

selection criteria and national legal acts. 

 

Every public investment project, to be co-financed from structural funds, should 

meet the following requirements: 

1. It should be aligned with the goals of operational programmes; 

2. It should be aligned with the criteria of project selection approved by the Board of 

Directors of the operational programme; 

3. It should be aligned with relevant EU and national rules (public procurement, state 

aid, competition, acceptability of expenditure and others); 

4. In the event of projects of great value, it should be listed in the operational 

programme; 

                                                

3
 The rule N+3, where N represents the year of assuming liabilities, 3 represents the year by the expiry of 
which the assumed EU liabilities should be spent.    

4
 The so called rule of automatic suspension. 



Manual 11 
Combining the public-private partnership model 

 with European Union funds 

 

The Public-Private Partnership Agency 10 
 

5. It should be used to create new property or a significant upgrade of a new property, 

and not for maintaining the existing property or covering the costs of providing 

services; 

6. It should be able to absorb received resources in the time frame of the financial 

perspective ; 

7. It should be used to effectively capitalise the resources from funds; 

8. It should be implemented by the user, according to the definition in EU regulations 

(in case of investing into public projects, the only public body authorized to initiate 

and implement a project can be the user).  

 

5. SIMILARITIES AND DIFFERENCEWS BETWEEN STRUCTURAL FUNDS 

AND PPP 

 

 The principles on which PPP and EU funds are based on have similarities and 

differences. Differences are particularly manifested in the part which relates to the 

participation of the private sector, for which the basic motive for participation is achieving 

profit. Apart from the above mentioned construction fees (capital expenditures) are 

perceived differently. When using a PPP model, the basic principle is that the public body 

transfers the risks of construction and maintenance of the public infrastructure facility to the 

private partner, based on which it does not pay direct construction expenses upon the 

completion of construction, but the public body pays a fee, after putting the public 

infrastructure facility into use, consisting of construction expenses, maintenance expenses 

and the replacement of worn materials, i.e. total costs. In this respect, paying a part of 

capital expenditures in the period of constructing a public infrastructure facility, regardless 

of the fact whether they are grants or another type of state aid, is acceptable to be used 

only in situations when the payer has no appropriate financial capacity to cover the total 

expenses of the public project, i.e. when those sources of financing are of key importance 

for the financial sustainability of the project.  

  

 It is necessary to emphasize the fact that requirements set in relation to PPP and EU 

funds with regards to the preparation and argument of sustainability of the project and the 
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implementation of EU and national rules are balanced. Furthermore, based on 10 basic 

criteria, basic differences (that can affect potential obstacles for combining) and similarities 

(that draw attention to benefits and synergy of combining) between PPP projects and 

projects financed via structural funds and the Cohesion Fund will be presented.  
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CRITERION 1: Quality and maturity of project 

 

 Both approaches require the project to be mature and well developed before 

contracting and financing.  There are no restraints for combining. 

 

Public-private partnership 

 

Structural funds  

 

 This means that the project must be well prepared, so that, based on relevant 

information and facts, the value of subsidy (grant) from EU structural funds could be 

calculated.   

 

 

 

 PPP contracts are concluded for the long term, usually 20-30 years. The calculation of 

project costs is based on the previous analysis of needs for the delivery of public services 

(volume and quality) for the whole PPP contract period. Before choosing the private partner, 

in the procedure of preparing the project proposal, the public body defines all the standards 

that have to be satisfied during the procedure of public service delivery. Only then, the 

private partner can get clear instructions based on which he will develop a project of public 

infrastructure facility through which public services will be delivered.  

 The decision to grant resources from structural funds is based on the same principles: 

the proof of requirement for a public infrastructure facility, the level and quality of services 

provided by using that facility, construction expenses, maintenance and possible income 

from end users or the fee from the third party. The maximum amount o co-financing from 

EU funds is the result of a thorough financial analysis and the calculation of the financing 

gap. 
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CRITERION 2: Value for money 

 

 The rules of EU funds and PPP require for public funds to be used in the most 

efficient way and to be replaced by private resources whenever this is possible and feasible. 

In this respect, it is possible to achieve better efficiency in using EU funds by combining PPP 

with EU funds.   

 

Public-private partnership 

 

 Herein, it is necessary to emphasize the fact that the value for money is not based on 

the difference in the cost of financing the traditional and PPP model, but on the total 

difference in expected costs and transferred risks. Consequently, the taxpayers' value for 

money is shown in the difference in periodic fees which a public body would pay in a PPP 

model in relation to the traditional model in the total project lifecycle.   

 

 

 

 

 Value for money is the main criterion, based on which a decision is made on the 

choice of a PPP model. Taxpayers achieve a higher value for money if the same service level 

can be provided with lower costs.  

 

 In order to evaluate whether the usage of the PPP model will warrant value for 

money to taxpayers, it is necessary to identify the structure of total project costs, based on 

reliable assumptions for the future business activities of the public project. To define 

whether it is possible to expect value for money according to the formal procedure, it is 

necessary to compare the entire cost if a traditional (budget) model is used or if some risks 

are transferred to the private partner. That procedure is presented in the document” Public 

Sector Comparator” (The Agency for Public-Private Partnership, 2012b). 
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Structural funds 

 

  

 The EU funds are not ''free funds". That perception can lead to an unjustified use of 

public resources in projects where private sources of financing on commercial basis are 

available. 

 

                                                

5
 Affordability rate. 

 The basic principle of cost analysis of projects financed from EU structural funds is to 

select the best investment alternative for achieving desired results and for defining the 

financing gap. 

 

 Basic elements for defining the financial scheme to withdraw resources from EU 

funds: costs must be directly connected to the project, resources must be paid to the user 

according to the N+3 rule, project costs must be eligible to end users in relation to the price5 

(total cost of project lifecycle – capital expenditures and maintenance costs) and in the event 

of projects that generate revenue, the user should calculate the financing gap. If the project 

that does not generate revenue, the amount of co-financing is calculated simply by applying 

the co-financing rate in relation to the total eligible project costs. The co-financing rate, 

defined as the percentage of cumulative eligible costs that can be co-financed through EU 

funds, is defined as a part of priority axes in every operational programme. 

 

 If the project generates revenue, the method of calculating financing gap is used. The 

financing gap constitutes the difference between the revenue of the project and eligible 

costs that are settled from that revenue and is calculated according to the Article 55 of the 

general regulation about EU funds (Council Regulation (EC) 1083/2006). The purpose of 

implementing cost-benefit analysis is to prevent excessive financing and to ensure financial 

sustainability of the project with the quantity of public funds. The European Commission 

finances only those projects which are financially unsustainable and, as such, cannot draw 

attention of commercial financing.  
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CRITERION 3: EU legal framework for procurement 

 

Identical regulations are used for the selection of the contractor and the private partner. 

 

Public-private partnership 

 European Commission's Green Book (COM (2004) 327) describes the way rules and 

principles resulting from the Community Law on Public Contracts and Concessions (Directive 

2004/17/EC and 2004/18/EC) are used when selecting the private partner in the public-

private partnership model. The decision about the type of procurement should be made in 

the early phase of the project and should be agreed with all partners, including the European 

Commission, especially when there are doubts whether the procurement is according to the 

principles of the Treaty on European Union.  

 

Structural funds 

 

At this moment, there are no obstacles for combining EU funds and PPP models. In the 

procedure of combining PPP and EU funds, it is necessary to pay special attention to the 

time arising from the N+3 rule and limited time frame of using EU funds.  

 

 

 EU has no special legal framework prescribing procurement for PPP projects. The 

procedure of selecting the private partner is carried out according to the EU principles (the 

principle of transparency, the principle of equal treatment, the principle of proportionality 

and the principle of mutual recognition). 

 For the procurement of EU financed projects implemented in traditional way, 

directives prescribing the procurement through relevant national regulations are applied 

(national Public Procurement Act).  

 

 Moreover, projects must be pursuant to all the relevant EU and national regulations. 

If the project is implemented according to the PPP model, national regulations governing the 

area of PPP and/or concession are used. 
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CRITERION 4: State aids 

 

 The of State aid control is, pursuant to the regulations in the founding treaties of the 

European Commission, is to ensure there is no distortion of competition and trade inside EU. 

These constraints are applied to any type of public intervention, including EU funds.  

 

Public-private partnership 

 If paying the private partner includes an “excessive” fee through state aids, the EC 

can request a refund.   

 

Structural funds 

 

 Since the rules of the Common Market and competition are applicable for all public 

interventions, in this sense there are no obstacles for combining EU funds and PPP models. 

 

 

 

 

 In case of provisions of services of general economic interest, the right given to the 

private partner to construct the infrastructure and to deliver public services, as well as 

generating income, with or without an additional financial support from public sources, is 

analyzed in relation to the criteria of provided state aids.  

 All the activities financed from EU funds must comply with the EU rules. The 

applications of the State aid rules are similar in any project. The Managing Authority controls 

if the specific project financing represents state aid. If the specific case is a state aid, the 

European Commission will be previously informed about that. State aid becomes eligible 

only when EU approve the notification.. 
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CRITERION 5: Durability 

 

 The purpose of the investment – a improved service delivery – must be controlled 

during and after the period of investment, in PPP as well as in the traditional model financed 

partly from the EU funds. By combining the PPP model with EU funds, added value can be 

achieved by ensuring an additional ex-post control of projects financed from the EU fund, 

since this is the part of a regular procedure of monitoring the implementation of a PPP 

contract. 

 

Public-private partnership 

 The implementation of the PPP contract is monitored during the whole term of the 

contract, with the main goal of constantly monitoring that the services are being delivered 

as required and payments are connected with delivered standards. 

 

Structural funds 

 Structural funds, as well as PPP projects, are based on the long-term perspective 

(project review throughout the period of 10 to 30 years, depending on the type of project).  

The difference is that the risk of not realizing the hypotheses with a PPP model transfers to a 

private partner, while in the „classical“ case it stays on the public body.  

 

 For projects that generate revenue, their inflow is monitored also through a longer 

period of time. Therefore, with projects that generate revenue, and they cannot be 

objectively assessed in advance, incomes generated within 5 years from the completion of 

works will be deducted from expenditures previously reported to the commission. On the 

other hand, no later than three years after the completion of the operational programme, in 

case when it has been defined that the project generated revenues that were not taken into 

 The lifecycle of an average PPP project is 25 years, which means that the projection 

of total expenditures will be aligned with it. 
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account, those incomes will be returned to the EU general budget in proportion with the 

received EU funds (Council Regulation (EC) 1083/2006). 

 A member country using EU funds is bound to ensure a constant contribution of EU 

funds to the project financed from them partially or fully. Durability requirements are 

related to the decision about financing from the EU fund and monitoring through the period 

longer than the formal completion of the construction of the project and realization of set 

project goals. In that sense, the project financed from EU funds is monitored during 

designing and construction, and in the period of usage. Projects which are co-financed 

through EU funds should not, within 5 years, significantly change their features, like, for 

example, the ownership of the project.6 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                

6
 Durability of operations. 
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CRITERION 6: Project costs – eligible costs 

 

 In both financing options, the public sector ensures the financing of the amount of 

gap of financial viability of the project. In a PPP option, the private sector is present in the 

entire contracted period, containing both construction phase and implementation phase, 

while in the option of EU funds the private sector is present only in the construction period. 

By proposing a new legal framework for the EU, those two approaches will try to be 

harmonized.   

 

 

 

 

 

                                                

7
 Financing gap. 

Public-private partnership 

 In PPP projects, calculation takes into account whole life costs including capital 

expenditures, (of designing and construction costs), costs in implementation period 

(maintenance and replacement of worn materials, financing costs, operating costs and the 

similar). Whole life costs are usually presented in the form of net present value, which 

means that the financial method of discounting is used to display expenditures (the Agency 

for Public-Private Partnership, 2012d).  

 

 With public projects that have no possibility to generate revenue from third parties in 

the market, the public partner pays the entire fee for the availability of the public 

infrastructure facility. With public projects that generate revenue from third parties in the 

market, the difference between revenues generated in the market and revenues necessary 

to finance all costs presents a gap7 settled from public sources. This gap can be settled in 

two ways: as a capital grant or as compensation of operational costs when revenue is going 

below the projected level. 



Manual 11 
Combining the public-private partnership model 

 with European Union funds 

 

The Public-Private Partnership Agency 20 
 

 

Structural funds 

 The use of the PPP model in combination with EU structural funds, besides from 

creating added value for taxpayers and end users in terms of long-term savings, increases 

the efficiency of EU funds. 

 

CRITERION 7: Project owner - beneficiary 

 

 In traditional models financed partly from EU funds, the project owner is also the 

beneficiary of EU funds.  With PPP, the user of funds is public and the project owner is a 

private partner. This fact complicates the process of combining EU funds and PPP, but with 

the new package of proposals for EU regulations about EU funds, these obstacles will be 

removed. 

 

 

 

 At the moment, EU funds can be used only to finance one part of capital 

expenditures, designing and construction expenditures. On the other hand, the calculation 

of the value of eligible financing is based whole life cost analysis approach, in order to 

evaluate the financial gap. Herein, it is necessary to call attention to the fact that in projects 

financed from EU funds, eligible costs are defined by national regulations. 

 

 Although the financial gap is evaluated based on the theoretical whole life cost 

analysis, the same principle and method is not used in the implementation process. Namely, 

the fact that the design, construction and service delivery are conducted by different entities 

that are formally not connected persons in the period of usage, they don’t take over the 

responsibility for all costs, but exclusively for costs in specific phases. The absence of a 

motive for optimization causes the absence of a motive for accepting certain risks. The result 

of this approach is a significant difference in calculated (ex-ante) and real (ex-post) financing 

gap. 
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Public-private partnership 

 The owner of the project is the private partner responsible for project 

implementation. In case of an institutionalised PPP (Official Gazette 78/2012)8, the project 

owner can also be the public partner. However, the project is mostly initiated by the public 

sector which is the real owner of public services, managing needs for services and their 

delivery, as well as the plan of development activities. 

 

Structural funds 

 

 The beneficiary can be a public body (central or local), a private company or a non-

governmental organization.  

 The owner of the project financed through EU funds is also the beneficiary of the 

project, as it is defined in the EU regulation, Article 2 (4): “The beneficiary is an operator, 

body or firm, weather public or private, responsible for initiating or starting and 

implementing operations” (Council Regulation (EC) 1083/2006 ). 

 

 In case of a PPP project, since only the public body can initiate a procedure with the 

goal of developing the public infrastructure and delivering public services, only public body 

can be considered as the beneficiary or the project owner in co-financed public 

infrastructure development projects through the EU funds. 

 

 A draft regulation about EU funds for the financial perspective 2014-2020, in Article 

54/B changes that situation, by introducing a special understanding of beneficiary for PPP 

projects to be co-financed through EU funds (COM (2011) 615).  

 

 A flexible approach of switching users during the implementation of a PPP contract 
has been recommended:  

                                                

8
 Status public-private partnership is a PPP model based on the agreed relationship between a public and a 

private partner, used to establish a mutual company with the purpose of implementing a PPP project. 
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“1. In relation to a PPP operation, and by way of derogation from Article 2(8), the 
beneficiary may be either: 
(a)  The public law body initiating the operation, or 
(b) A body governed by private law of a Member State (the "private partner") selected or 
to be selected for the implementation of the operation). 
2. The public law body initiating the operation may propose that the private partner to be 
selected after approval of the operation shall be the beneficiary for the purposes of the 
support by the CSF Funds… 

3. The private partner selected to implement the operation may be replaced as 

beneficiary during implementation where this is required under the terms and conditions of 

the PPP or the financing agreement between the private partner and the financial institution 

co-financing the operation….” 

 

 

CRITERION 8: Project monitoring and control 

 

 At the moment, the indicators of monitoring and controlling the project are different 

in PPP projects and those co-financed through EU funds, although both options use the same 

control mechanisms (payment claim supported by performance report). In order to remove 

this obstacle, the concept of incurred and approved expenditure, eligible for EU  

SF management will be adjusted to the PPP.  

 

Public-private partnership 

 

 The PPP project is monitored throughout the entire term of the contract. Every 

payment of the fee is in direct connection and consequential to delivered standards, of 

which a report about delivered standards for the last reference period is drawn. Monitoring 

of the delivery of standards of services and registration of a decreased standard of services 

are done by both public and private partners, most frequently through information 

automated system. 

 

 The specificity of PPP is that the public partner monitors only output specifications of 

the project and, in that sense, monitors the contracted standards of environment and 
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services. In PPP, technical solutions and so called input project specifications are not the 

responsibility of the public partner. The procedure of monitoring delivered standards uses 

key performance indicators (KPI), like for example: client satisfaction, errors, safety, 

construction time, productivity, profitability, predictability of costs and times and so on. 

Every indicator has a measure according to which evaluation can be performed. Results of 

the performed monitoring of delivered standards of services are reports with the structure 

agreed in advance, based on which payment is done.  

 

 

Structural funds 

 

 A special feature of projects financed from EU funds is that, for its implementation 

and monitoring, an independent accounting system for handling EU funds should be 

introduced. The accounting system itself is also the subject of financial control and 

verification. 

 

 The system of monitoring and control of projects financed through EU funds is 

defined in the requirements of the European Commission and every member country is 

obliged to organize its own system of monitoring implementation. The subject of monitoring 

and financial control are incurred expenditures and accomplished project goals. 

Construction, as the goal of the project, is a designed and functionally delivered facility. This 

goal is to be checked after the completion of construction.  

 

 Costs are checked based on the analysis of documents related to the procurement, 

with the goal to establish whether the shown and reported cost have really incurred. This 

procedure differs from the procedure of monitoring delivered standards of services with PPP 

projects, because with projects financed through the EU funds, procedures and results are 

controlled, while with PPP projects, only results in the form of delivered standards of public 

services are controlled. 
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CRITERION 9: Payments 

 

 At the moment, all payments related to EU funds and PPP projects come from 

different grounds – with EU projects, the base is construction costs and with PPP projects 

the level of delivered services. The new package of proposals for EU regulations about EU 

funds (COM (2011) 615), is seeking to remove this obstacle. 

 

Public-private partnership 

 Payments in PPP projects are based on the level of a delivered, agreed standard of 

public service. If the standard of services is not delivered like it was agreed, payments are 

reduced or withheld in whole, according to the upfront arranged mechanism. In the period 

of construction, the public partner does not pay the agreed fee, and the first payment starts 

only after the delivery of services, i.e. in the period of usage.  

 

 The payments are paid on the private partner’s account. When using the resources 

from EU funds, the application for payment is submitted by the public partner and payments 

can be directed to the account of the private partner. Construction costs are an integral part 

of all costs, so, consequently, payments for construction costs are distributed during the 

duration of the contract.   

 

Structural funds 

 

 In projects financed through the EU funds, the largest part of construction costs is 

paid at the moment of the incurrence of eligible cost. In this case, payments are not 

connected to a specific service level, but to the report about the incurred reasonable cost. 

For example, the incurred construction cost is proven by the contractor’s invoice. Payments 

can be made to the user (public body) or directly to the contractor. 
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 In the draft of regulation for EU SF funds for financial perspective 2014-2020, Article 

54/C  proposes a new approach to paying and proving expenditures in PPP projects (COM ) 

(2011) 615): 

“Support for PPP operations  
 
1. In the case of a PPP operation where the beneficiary is a public body, expenditure 
under a PPP operation which has been incurred and paid by the private partner may, by way 
of derogation from Article 55 (2), be considered as incurred and paid by a beneficiary and 
included in a request for payment to the Commission provided that the following conditions 
are met:  

a. the beneficiary has entered into a PPP agreement with a private partner; 
b. the managing authority has verified that the expenditure declared by the beneficiary 

has been paid by the private partner and that the operation complies with applicable Union 
and national law, the programme and the conditions for support of the operation.  
2. Payments to beneficiaries made in respect of expenditure included in a request for 
payment in accordance with paragraph 1 shall be paid into an escrow account set up for that 
purpose in the name of the beneficiary.  

3. The funds paid into the escrow account referred to in paragraph 2 shall be used for 

payments in accordance with the PPP agreement, including any payments to be made in the 

event of termination of the PPP agreement.”  

CRITERION 10: Financial institutions 

 

Public private partnership 

 PPP projects are financed by a significant financial leverage. In that sense, a larger 

part of all sources of financing is provided by commercial and specialized banks, while a 

smaller part of all sources of financing is provided by the private partner. Since PPP projects 

use the technique of project financing of which the feature is that creditors take over a part 

of demand risk and rely mostly on money flows as primary sources from which other sources 

of financing are settled, creditors, before the decision to grant a credit, perform a so called 

due diligence, negotiating secondary instruments of insurance like step in right or right to a 

replacement agent. 

 

Structural funds 

 With traditional models financed from EU funds, sources of financing are found in 

project owner’s budgets or in banks. When using this type of model, the role of banks is not 
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significant, because the owner guarantees for that kind of debt-recovery with his entire 

budget, so banks have less rights than in PPP transactions.  

 

6.     PUBLIC PRIVATE PARTNERSHIP AND FINANCIAL INSTRUMENTS  

 

 All the listed obstacles and problems are not relevant for PPP projects financed from 

EU funds via financial instruments, except one – financing must be provided before the end 

of programme period. Therefore, financial instruments are considered a simpler and more 

appropriate way of combining the EU fund with PPP. 

 

 There is a large number of market flaws in relation to project risks connected to PPP 

projects. Some of those project risks are the subject of different EU financial instruments, 

like LGTT, JESSICA and MARGUERITE FUND9. These instruments are used to bridge certain 

market gaps related to the project, due to which projects have difficulties setting up an 

eligible financial model, so, in this case, specific publicly defined project risks are covered via 

these instruments. 

 

 LGTT (Loan Guarantee Instrument for Trans-European Transport Network) – Is a 

programme conceived, organized and managed by the European Commission and European 

Investment Bank. The objective of LGTT is to reduce a demand risk in projects in transport 

sector, in its early stage when that risk is quite high. LGTT is intended for Trans-European 

Transport Network (TEN-T), with the purpose of facilitating a larger participation of the 

private sector involvement in the financing of Trans-European Transport Network 

infrastructure. By removing one of the main obstacles in financing that kind of projects, 

financing gap is crossed, thus facilitating project implementation. LGTT guarantees a partial 

coverage of demand risk by reimbursing the income deficits which are the result of turnover 

growth which is smaller than expected in earlier operating stages of the project. 

 

  

                                                

9
 Other than the listed financial instruments, there are other ones, like JEREMIE, ELENA, JASMINE and others. 
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 MARGUERITE FUND – The European Commission has also identified the lack of 

capital for realization of large infrastructure PPP projects. Marguerite fund is an equity fund, 

which aims at lowering the risk of ensuring its own sources of financing projects – equities 

through which key EU policies are implemented, in areas of climate changes, energy safety 

and Trans-European networks.  

 

 JESSICA (Joint European Support for Sustainable Investment in City Areas) – is the 

second joint project of the European Commission and the European Investment Bank that 

can provide financing in the form of credit, private sources of financing and guarantees. It 

includes midterm financing of local projects10, in order to reduce the credit risk that owners 

of foreign sources of financing bear.11 JESSICA fund can provide a subordinate funding 

between the so-called equity and bank loans, thus increasing the attractiveness of projects 

for banks. As the name says, it stimulates sustainable development of cities. 

 

 JASPERS (Joint Assistance in Supporting Projects in European Regions) is the initiative 

of the European Commission in cooperation with the European Investment Bank (EIB) and 

the European Bank for Reconstruction and Development (EBRD) to support infrastructure 

projects. As opposed to other instruments, it serves to finance expertise and relevant 

resources for the Cohesion Policy, with the objective, on the project level, to help member 

countries to prepare large projects and thereby improve quality, quantity and rate of project 

implementation, which are submitted for approval to the European Commission for 

authorizing grants from EU funds. JASPERS can provide help in all stages of project cycle – 

from initial project identification to the decision to use the resources of the European Union. 

The programme can include: 

 Technical support during project preparation (e.g. cost-benefit analysis, financial 

analysis, environment protection issues, procurement plan) 

 Documentation drafting (e.g. feasibility studies, for awarding grants and alike) 

                                                

10
 engl.  Mezzanine debt. 

11
 engl.  Senior debt. 
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 Counselling about compliance with the Community law (environment, competition, 

etc.) 

 JASPERS programme is used before Croatia’s full membership, but within boundaries 

allowed by the Instrument for Pre-Accession Assistance (IPA). 

 

 

 

TEN-T Trans-European Transport Networks 

      The main objective of Trans-European Transport Networks (TEN-T) is geographical 

and economic convergence of remote parts of European regions through the development 

of roads, railways, internal waterways, airports, seaports, ports in internal waters and the 

system of traffic management. The objective of a TEN-T programme is interconnection, 

interoperationality and continuity of services, especially on long and transboundary routes, 

by providing financial support for the realization of important projects of traffic 

infrastructure.  

 

      TEN-T Executive Agency is responsible for all open TEN-T projects within financing 

programmes, for the period of 2007 to 2013. General administration for mobility and 

transport deals with all the issues of creating a policy connected to TEN-T, while the role of 

the agency is executing particular tasks for that programme with limited term (31 December 

2015). This is done with invitations for submission of project proposals that General 

administration for mobility and transport publishes every year12. It is usual to publish one 

multiannual invitation for submission of proposals every year, as well as one annual 

invitation.  

 

     The possibility to use resources is available for all EU member countries or, with the 

consent of member countries and international organization, joint initiatives and public and 

private initiatives and bodies. Studies or papers contributing to the goals of TEN-T 

programme can be financed by grants for TEN-T. An incentive for PPP and innovative 

financial instruments is provided through the third priority of TRN-T programme, in the 

invitation for submitting project proposals for 2013. Studies are co-financed up to 50%, and 

                                                

12
 Agency TEN-T does that on its behalf since 2009. 
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the minimal amount for registering co-financing is EUR 500,000. The Republic of Croatia will 

be able to use TEN-T resources for submitting project proposals from the beginning of 2014.   

 

 Similar as with TEN-T network, there is a TEN-E network focusing on energy projects, 

especially those connecting or modernizing outdated infrastructure. Co-financing of the 

study for the project is possible up to 50% of the project amount and of the works up to 10-

30% of authorized costs. 

 
 

7.  RECOMMENDATIONS FOR COMBINING PRIVATE PUBLIC PARTNERSHIP 

PROGRAMMES WITH EU FUNDS 

 

 EU structural funds are the sources of financing projects included in national 

Operational programmes. Project and type of financing (grant or financial instrument) 

intended to be financed from EU funds must be coordinated with all the rules and 

requirements set by the EU and the member state for the whole programme period. Projects 

must be assessed, approved and monitored by the managing and controlling system of EU 

funds. 

Projects intended to be financed by combining PPP models and EU funds, must be planned, 

developed and approved by EU managing and controlling system. The PPP is considered to 

be the alternative model of implementing projects for financing priority areas and goals that 

are defined in Operational programmes. The ability to combine PPP models with EU funds is 

viewed on three levels: strategic (programming), operational (projects) and institutional 

(authorities responsible for managing EU funds and PPP). 

 

7.1. Strategic level – programming  

  

 In this stage, a member state makes a decision about utilizing EU funds for the entire 

period and defines the method of distributing these funds among different economic 

sectors, following mutual EU strategic framework, as well as national development goals. To 

that effect, the following actions are being taken:  
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1. Checking the areas that are eligible for EU funds for a specific budget period. Those 

areas are mentioned in regulations that regulate EU funds and can be additionally 

limited by national priorities of the member country. Structural funds assistance for 

developing a new and improved infrastructure will be significant. Investment 

resources, as the main motivator for drawing resources from EU funds, represent 

priority resources for all national or local authorities. In most areas of social services, 

that are free or nearly free for the end users (schools, kindergartens, social 

institutions and other), infrastructure does not generate future revenues. Projects 

that are more suitable for combining EU funds and PPP are investments in services of 

wider economic interest, where services are paid by end users and where the 

infrastructure generates income, which can refund costs of constructing and 

maintaining, such as drainage of waste waters, energy distribution, projects in the 

area of transport, broadband internet connection and similar projects. 

2. Checking the rules for implementing structural funds. These rules regulate and limit 

the amount of eligible costs from EU funds for projects that generate revenue, 

aiming at more efficient use of fund resources and limiting the level of eligible 

financial assets to the amount of financial viability gap of the project. 

3. Checking the potential use of financial engineering instruments instead of grants. 

Added value of financial engineering instruments is their revolving nature. After 

investing in a financial engineering instrument, the member state creates a 

sustainable and long-term source of financing projects. In their renewable phase, the 

resources are being considered national resources and can, after the financial 

perspective, be used according to priorities and necessities of the member state. 

Financial engineering instruments are most useful for projects with lesser financial 

gap and where provisions of public support in the form of grant are inefficient due to 

large administrative expenses. In this case, public loans with lower interest rate 

provide better financing terms than commercial banks, eliminate the financial gap 

and are better solution than grants. 
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4.  Making a decision about applying for EU funds, relative to the life span of the PPP 

project. There are two different processes here: the usual procurement process in a 

PPP model and the process for granting request for EU resources. 

There are two main scenarios:  the first, when the request for granting resources 

from EU funds is submitted before the private partner is selected and the other, 

when the request for granting resources from EU funds is submitted after the private 

partner is selected. 

In the first scenario, only after the European Commission approves the request for 

the resources from EU funds13 does the procedure of public procurement in PPP 

process begin and the amount of EU resources is entered in the bidding 

documentation. Advantage of this scenario is the shortening of the entire procedure, 

since it is not necessary to wait for the award of a PPP contract to a private partner 

to apply for EU funds, so a private partner can, while drafting an offer, take in 

consideration previously approved amount of resources from EU funds. The flaws of 

this option are, considering that European Commission makes its decision based on 

cost benefit analysis made before choosing a private partner, that there is a risk that 

offers during public procurement estimate significantly higher or lower resources 

than the approved ones. That could lead to the prolongation of the entire procedure 

due to a repeated approval of requests for EU funds. Possible method of avoiding this 

risk is communication with the European Commission and responsible national 

bodies14 since early project stages. 

 

 

 

 

 

 

                                                

13
 The European Commission approves only the projects of great value and authorised national bodies of 

member countries approve the rest of them. 
14

  Managing authorities of Operational Programmes. 
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Scheme 1 – Applying for EU funds before the public procurement procedure 

 

 Source: APPP 

 

In the other scenario, the request for approving the resources from EU funds is submitted 

after the selection of the private partner. This option is used when it is not possible to 

effectively estimate economic and financial criteria of the project in advance (projects costs 

and revenues).  Also, this option is often used as a way to avoid the risk of the repeated 

submission of the request for approval of EU funds due to changes in project costs and the 

amount of necessary resources of EU funds that come out of the procedure of selection of 

the private partner. 
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Scheme 2 – Applying for EU funds after the public procurement procedure  

 

 Source: APPP 

 

 Making a decision about the best time to apply for EU funds in relation to the PPP 

procedure largely depends on specificities of every single project, considering the level of 

maturity of the project.  

 

 The European Commission has set objectives that should be achieved by the year 

2020, the most important of which is the efficiency of European resources in all areas, 

including national, private and public resources. PPP and innovative financial instruments 

are perceived as a means to achieve the highest efficiency of financial assets. 

 

 Taking into consideration the current situation in Croatia, decisions for the first 

programme period 2007-2013 have already been made. The amount of financial resources 

from EU Cohesive and structural funds for Croatia for this period is around 450 million Euros 

and will be used to implement four operational programmes: Transport, Environment, 
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Development of human resources and Regional competition. (Treaty of Accession, Article 

33). 

 The range and priorities of operational programmes for structural funds were defined 

in advance by former IPA 2007-2013 programmes and priorities.. Technically, Croatia will 

only update current IPA programmes so they fit the EU legal requirements for drafting of 

operational programmes, but will keep the same number and structure of programmes. 

Since July 2013, those programmes will still be conducted by different sources of financing 

and different managing and controlling principles. The list of large projects (50 mil EUR and 

more) has also been defined in advance in IPA area.  

 

7.2. Operational level – projects 

 

 If a specific sector is generally suitable for a PPP model, it does not mean that the 

same model is suitable for every project from that sector and that it will represent the best 

value for money.  

 

 Every project must go through a certain development process, in order to reach a 

decision of combining a PPP option with EU structural funds. 

1. Financial and economic viability of the project must be verified. Only sustainable and 

well developed and precisely defined projects, used to implement long-term national 

and regional strategic goals, can be selected for financing from EU structural funds 

and/or a PPP option. 

2. The project must be suitable for implementing a PPP project, which means that, 

besides a long-term strategic background, it must meet at least the following 

requirements: 

- Significant life cycle project costs must justify the future optimization of those 

lifelong costs by PPP arrangement; 

- Public sector does not have enough resources to finance capital expenditures in a 

short time period, but when they are turned into annual payments, project costs 

become affordable for the public budget; 
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- The risk can be shared with a private partner, thus lowering the life cycle project 

costs. 

3. If the project is generally suitable for a PPP model, the next step is to evaluate if the 

project is suitable for financing through EU structural funds and if the constructed 

infrastructure will achieve net revenue. 

 

7.3. Institutional level 

 

 Institutional level consists of two groups of institutions: institutions involved in the 

implementation of projects according to a PPP model, and institutions involved in the 

implementation of projects financed by the EU: 

 institutions involved in the implementation of projects according to a PPP model,  

o The Agency for Public-Private Partnership (regulatory authority, approving 

and monitoring projects); 

o The Ministry of Finance (approving projects); 

o The Center for Monitoring Business Activities in the Energy Sector and 

Investments (preparation of projects); 

o The State Commission for Supervision of Public Procurement Procedure 

(appeals against procedures) 

 Institutions constituting the system of managing and controlling structural 

instruments of the European Union in the Republic of Croatia, for a programme 

period 2007 – 2013.  (Official Gazette 78/2012 and 97/2012): 

o Coordinating body is the Ministry of Regional Development and EU funds. 

o Revision body is the Agency for the Audit of European Union Programs 

Implementation System. 

o Certifying authority is the Ministry of Finance, at the same time responsible for 

paying and monitoring irregularities. 

 

 Management and intermediary bodies in the System differ depending on the 

particular Operational programme (OP):  
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o For OP “Transport”, the management body is the Ministry of the Sea, 

Transport and Infrastructure, and the intermediary body is the Central 

Finance and Contracting Agency. 

o For OP “Environment”, the management body is the Ministry of 

Environmental and Nature Protection, while intermediary bodies are the 

Ministry of Agriculture, Environmental Protection and Energy Efficiency Fund, 

Hrvatske vode and Central Finance and Contracting Agency. 

o For OP “Regional competitiveness”, the management body is the Ministry of 

Regional Development and EU Funds, while intermediary bodies are the 

Ministry of Entrepreneurship and Crafts, The Ministry of Science, Education 

and Sport, The Ministry of Economy and Central Finance and Contracting 

Agency. 

o For OP “Human resource development“, the management body is The 

Ministry of Labour and Pension System, while intermediary bodies are the 

Ministry of Social Policy and Youth, The Ministry of Science, Education and 

Sport, The Office for Cooperation with NGOs, The Croatian Employment 

Service, The Agency for Vocational Education and Training and National 

Foundation for Civil Society Development. 

 

 

 If the necessity and readiness for a coordinated approach for combining PPP models 

and EU funds are defined, the next step is the agreement on how the responsibility for a PPP 

can be integrated and maintained in the system for managing EU funds, or how both 

systems can establish an efficient cooperation with the goal of aligning preparations of 

projects and the procedure of decision making and monitoring. 
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8. PROCESS OF COMBINING PPP AND EU FUNDS IN THE REPUBLIC OF 

CROATIA 
 

 Earlier in the text, two options for applying for EU funds, in relation to the process 

flow of a PPP model, are mentioned. The first option concerns the case when the request for 

approving the resources from EU funds is submitted after the selection of the private 

partner. Hereafter, a process combining both options is described.  

 

 

 After the suitability of a specific project for co-financing by EU funds was preliminary 

defined and the Agency for PPP received the information about the intention to implement 

the project according to a PPP model, the public body starts with a detailed preparation of a 

project proposal, during which it calculates the expected amount of the EU grant, based on 

the calculation of affordability of the public body and the expected gap. 

 After that, the public body is obliged to (within the procedure prescribed by the PPP 

law) deliver a project proposal to the Agency for PPP for approval. At the same time, the 

public body, as the future user of the EU funding grants, submits the request for getting a 

basic position of the European Commission about the amount of resources of EU funds. 

 After the Agency for PPP approves the project proposal and after the European 

Commission conditionally approves the amount of eligible resources from EU funds, the 

procedure of selection of a private partner is initiated. By private partner’s choice, the user 

submits another formal request to the European Commission or the competent authority in 

the Republic of Croatia15, for approving the final amount of resources from EU funds, after 

which the project can enter the implementation phase.  

 

                                                

15
 To which body the user will turn to depends on the type of project and the amount of capital expenditures. 
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Scheme 3: Process of combining EU funds and PPP 

 

 

                            

Source: APPP 
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