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Public and private partnership has been seen as an important factor in delivering high
quality public services by upgrading or creating public infrastructure. By disposing of
resources of different sectors in a sustainable manner, utilizing their advantages, it is possible
to satisfy the needs of the society qualitatively and efficiently, which the state is
constitutionally obliged to ensure and satisfy when performing its functions. Sectors are
different; therefore, the analysis of these differences requires finding the points of interaction.
The article sought to elucidate the theoretical aspects of PPPs using scientific databases and
opinions of various authors. Structured questionnaires (public and private) assess the
advantages and disadvantages of PPP forms. Potential operational opportunities related to EU
and Lithuanian PPP strategic and programming documents were proposed.
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1. Introduction

Global practice shows that public and private partnership (hereinafter
referred to as the PPP) can become an effective way to create and maintain state
assets, provide public services and make them more accessible as well as
provide other benefits. However, it is necessary to assess whether the
implementation of partnership projects is an effective and useful solution for the
state and consumers. This assessment is very complex, encompassing legal,
financial, managerial, and engineering aspects of the partnership project, and
that poses a lot of challenges.

Therefore, the analysis of partnership forms, types, their strengths and
weaknesses, as well as the development of tools would facilitate making and
implementation of decisions in the PPP.
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It can be seen that there are different practices for the assessment of PPP
benefits. Usually they are fragmented, and do not cover the entire assessment
process. It is important to systematise these practices to assess their
disadvantages and advantages and to build complex tools to address PPP
problems based on these results.

These tools depend on the assumptions employed in them, e.g. how
should project implementation risks be assessed, what should be the rate
applicable to future cash flows, etc. The justification for these assumptions is the
object of scientific research. Tools created based on science-based results
facilitate decision-making by PPP investment planners, project developers and
assessors when choosing the partnership form.

This, in turn, creates preconditions for more efficient use of public funds
when creating and maintaining infrastructure and providing public services. The
object of the study is the advantages and disadvantages of PPP. The aim of the
study is to present opportunities for PPP improvement after identifying the
advantages and disadvantages of PPP.

2. Theoretical analysis

There are plenty of scientific articles in the field of PPP; however, it
cannot be said that all areas are analysed evenly. There is a great deal of
fragmentation, but there are studies that examine PPP forms, factors leading to a
successful implementation of a partnership, risks relevant for both sectors, etc.

Most often, the relevance of investment into public infrastructure is
based on scientific, economic, financial, and social perspectives. While
analysing the aforementioned problems, most researchers (Bednarek et al., 2012;
Carbonara, Costantino, Pellegrino, 2014; Moszoro, 2014; Sarmento, Renneboog,
2016), emphasize the importance of PPP assessment, which could identify the
most efficient ways of providing the public infrastructure and services, and
determine optimal conditions for the provision of public services.

Many scientific papers (Gouveia, Raposo, 2012; Moro Visconti, 2014;
Wojewnik-Filipkowska, Trojanowski, 2013) present studies analysing the
potential of the private sector to improve the quality and efficiency of the
provision of public services. Other authors of scientific studies (Fernandes,
Ferreira, Moura, 2015; Tsamboulas, Verma, Moraiti, 2013; Yin Wang, 2015)
point to the success factors of PPP, stating their advantages and disadvantages
(Table 1).

It can be said that the main advantages of PPP are cost reduction in order
to improve quality and stimulate innovation by attracting capital to other
projects; the main drawbacks are the quality and price ratio of projects, their
longevity (well beyond the tenure of decision-makers), the private sector’s fear
of risk, and the public’s lack of information about projects planned for
implementation or ongoing projects.
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Table 1. Advantages and disadvantages of PPP
(Korf, 2012; Bella, 2013; Austin, 2012)

Advantages of PPP

Disadvantages of PPP

Limited financial capacity of the government.
The deficit in funds for upgrading the existing
infrastructure, maintaining of the level of
activity achieved and running the project is
noticeable

When partnership project related to public-
sector payments are deferred to the future,
there are negative public sector fiscal
indicators of later periods (it is difficult to
predict and assess all factors that may
influence the performance of future
activities)

Cost reduction and quality improvement. The
partnership is  effective in  attracting
competitive companies, providing quality
services and ensuring their relatively low cost

Inadequate possibility of risk distribution
when modernizing public governance, when
certain risk elements, such as excessive
segmentation of the public sector, inability
to coordinate the abundance of public and
private institutions (agencies, commissions,
temporary organizational formations), are
forming

Risk management. Risk is distributed among
the public and private sectors by assigning a
greater share of the risk to the party that will be
able to manage and control it best

Higher funding costs than borrowing
through public finances. Due to improperly
concluded contract or asymmetry of
information, such long-term partnerships
can get a high price, which will be a burden
for several generations

Maximum benefit.  Transfer of individual
services to the control of private sector through
privatization or on the grounds of private and
public partnership. The main motive for the
transfer of public sector services to the private
sector is the motive that a private operator
would work more efficiently than the public
sector, because private operator is seeking
profit

Identification of risks of failure to ensure
enforcement control and their allocation to
partners who are able to manage them with
the least resources available (but the public
sector assumes the main risk of
implementation with various guarantees and
discounts to attract private investors)

Better Public Governance - the public sector
focuses on the result. Promotion of competition
between service providers, pursuit of efficiency
through contract management, orientation to
the satisfaction of customer needs

The capital is attracted for other projects,
innovations are stimulated. Each partner must
be able to invest in the partnership, both
tangible (money, infrastructure, land, etc.) and
intangible  resources such as  power,
information, knowledge, etc.

Private interests can dominate over the
public ones (redundancies, higher taxes for
end users) by commercializing services
provided by the public sector, they may not
have any alternatives, or they may be very
expensive, not accessible to all, thus
preventing the development of individual
choice
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There is a general belief that the key role in PPP development lies with
each country’s government, which can either encourage or suppress partnership
initiatives based on legal regulation. Based on the data of document analysis it is
established that each country can choose the PPP regulatory framework that best
meets its national needs. The key documents governing PPP activities in the EU

and Lithuania are described in Table 2.

Table 2. Lithuanian and EU documents that regulate PPP activity

Documents regulating PPP activity in
Lithuania

Documents regulating PPP activity in the EU

Legislation in the Republic of Lithuania on
PPP: Law on Concessions of the Republic of
Lithuania; Law on Investments of the
Republic of Lithuania; Law on Public
Procurement of the Republic of Lithuania;
Decree No. 415 of the Government of the
Republic of Lithuania, approving the program
for the promotion of public and private
partnership of 2010-2012 of 7 April 2010;
Order No. of the Minister of Economy of the
Republic of Lithuania "On the approval of the
plan of measures for the implementation of
the program for the promotion of public and
private partnership of 2010-2012" of 4 June
2010;

Decree No. 1480 of the Government of the
Republic of Lithuania, approving the Rules
for the preparation and implementation of
Public-Private Partnership projects.

Order No. 4-538 of the Minister of Economy
of the Republic of Lithuania "On the
Adoption of Criteria for Determining the
Expediency of Public-Private Partnership and
the Approval of the Methodological
Recommendations for the Expediency of the
Use of Public-Private Partnership".
Recommendations for the use of competitive
dialogue approved by the order No. 1S-140 of
the Director of the Public Procurement Office
of 30 September 2010.

27th  Business  Accounting
"Concession Agreements"

Standard

Communication from the Commission to the
European Parliament, the Council, the
European Economic and Social Committee
and the Committee of the Regions -
Mobilising private and public investment for
recovery and long-term structural change:
developing Public Private Partnerships of 24
November 2009;

European Commission Green paper on
public-private partnerships and Community
Law on public contracts and concessions;

Opinion on the Green paper on public-private
partnerships and Community Law on public
contracts and concessions;

Communication from the Commission to the
European Parliament, the Council, the
European Economic and Social Committee
and the Committee of the Regions on Public-
Private Partnerships and Community Law on
Public Procurement and Concessions
European Commission Interpretative
Communication on the Application of
Community Law on Public Procurement and
Concessions to Officially approved Public-
Private Partnership (OAPPP).

European Commission interpretative
communication on  concessions  under
European Community law (2000/C 121/02).

According to the European Court of Auditors (2018), in France and

Ireland, the PPP system is functioning only at the central level. In Ireland,
implementation of contractual arrangements does not require the amount of both
verification procedures and benchmarking that is necessary for the
implementation of infrastructure accessibility-based PPP projects. In Greece, the
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PPP system is used only in projects with a cost of less than EUR 500 million,
and therefore the requirement for mandatory assessment under PPP legislation is
not applicable. Spain does not have a body or department specifically
responsible for PPP that could assist in the implementation of PPP projects, and
it can therefore be argued that insufficient legal regulation can open the way to
various abuses. As (Boyer & Newcomer (2015), Gordon, Mulley, Stevens, &
Daniels (2013), Gupta et al. (2013), Yin Wang (2015), Wibowo & Alfen (2015),
notes, the success of PPP depends on the capabilities of the public sector and the
ability to identify and match the requirements of all stakeholders and to assess
the likely benefits of PPP. According to data from the European Court of
Auditors, data on essential PPP projects in various EU countries for the period
2000-2014 is described in Table 3 below.

Table 3. 2000-2014 y. PPP projects supported by the EU
(in millions of euros, by country)

Countries Num_ber of E.U . % o_f El.J
projects Total cost contribution contribution

Greece 8 6 806 3301 58,53 %
Portugal 3 2379 564 10,00 %
France 21 9 856 324 5,74 %
Spain 4 2422 311 5,51 %
Poland 4 388 272 4,82 %
Germany 14 2 147 254 4,50 %
Italy 6 553 210 3,72 %
United Kingdom 3 2212 110 1,95 %
Belgium 2 686 101 1,79 %
Ireland 3 1286 81 1,44 %
Lithuania 3 99 40 0,71 %
Slovenia 10 52 36 0,64 %
Croatia 1 331 20 0,35 %
Malta 1 21 12 0,21 %
Estonia 1 4 4 0,07 %
Altogether 84 29242 5640 100,00

The largest funding of PPP projects during the analysed period was in
Greece, France, and Spain. According to the European Court of Auditors (2018),
the costs incurred accounted for about 70% of the total cost of EU-funded PPP
projects for the period 2000-2014 (EUR 20.40 billion out of EUR 29.2 billion),
and EU contributions were 71% of all EU contributions to PPP projects (EUR
4.0 billion out of EUR 5.6 billion). Expenditure in the transport and ICT sectors
accounted for 93% of total EU-funded costs of PPP projects (EUR 27.3 billion
out of EUR 29.2 billion). The total costs of the projects was EUR 9.6 billion, and
the total amount of EU contributions was EUR 2.2 billion. Projects are financed
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by the Structural Funds and funds of the Cohesion Fund, as well as by financial
instruments.

As the (Sambrani, 2014; Silvestre, 2012) notes, public sector decisions on
the most efficient ways of public infrastructure and provision of services have an
impact on the public's ability to have more and better-quality public services
with the same or lower costs. This in turn influences changes of public welfare.
PPPs can offer a long-term sustainable approach to social infrastructure
development, maximize the benefits provided by assets managed by the public
sector and the efficiency of resource use.

3. Research methods

The study was conducted in three phases. During the first phase, it was
sought to clarify the theoretical aspects of PPP (forms of partnership, their
essential advantages and disadvantages, examples of good practice, etc.) through
the use of scientific and document content analyses, by using scholarly literature
of Lithuanian and foreign authors, publications of scientific databases, articles,
as well as program and strategic documents.

During the second phase, a structured questionnaire was used to interview
personnel of public and private sector (who were already involved or planned to
participate in PPP) (a modified Staple scale was used for evaluation).
Respondents had to assess the importance of PPP forms by defining the
advantages and disadvantages of PPP forms. The public sector was represented
by the following officials: elders and eldership employees, heads of
communities, and heads of multifunctional centres. The questionnaire was sent
to 60 municipalities of Lithuania and to 546 elderships by e-mail. The private
sector was represented by the employees of 25 private companies (who prepared
and participated in or just prepared PPP projects).

During the third phase, after identification of the main advantages and
disadvantages of PPP, potential opportunities for activities related to EU and
Lithuanian PPP strategic and program documents were proposed.

4.  Analysis of results

When analysing the public sector as the initiator of PPP, it should be
emphasized that the partnership is mostly employed in order to share the costs
and risks of a particular activity, but the need for partnership is still
underestimated when passing other decisions: political, economic or social. This
leads to an already common situation where the decisions taken by the
government or municipal authorities are repeatedly amended, supplemented, and
adjusted.

It can be noted that PPP projects are being implemented when building
roads, building bridges, and other publicly significant buildings that require large
investments. Private sector resources are used to build and repair hospitals,
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schools, airports, bus and train stations, government buildings, and other. Any
activity can be performed independently or through partners. In order to assess
the additional contribution that can be achieved through the support of
employees of other organizations (other institutions, systems or States), obtained
by organizing a specific mutually beneficial version of cooperation. Examples of
good practice are presented in the Table 4.

Table 4. Examples of PPP good practice in different countries

Countries Example of PPP Value Duration, years
United Construction of a tunnel across the | 5 billion pounds | 90
Kingdom English Channel
USA Massachusetts Route 3 Route Project $ 358 million 7
dollars
Australia The merger of Royal North Shore | $1,125 billion | 31

Hospital and the Community Health | dollars
Care Center

Spain Construction of Vigo Hospital, City of | $ 320 million 30
Galicia euros

Italy Under construction 62 km. section of | € 2.3 billion 19,5
motorway Brescia-Bergamo-Milan euros

According to the data of the Department of Statistics of Lithuania, the
total number of PPP concession agreements concluded before 1 January 2018
was 54. The largest number of concessions was concluded in the fields of: waste
use, recycling, and treatment (12 agreements); culture, sports, leisure facilities,
installations and other infrastructure (13 agreements); energy, including heat,
electricity, oil and natural gas extraction, transfer, distribution, and supply (9
agreements), and healthcare (6 agreements).

Most PPP agreements are implemented by Klaipéda City Municipality (6
agreements), Kédainiai Region Municipality (4 agreements), and Panevézys City
Municipality (4 agreements). One of the best known PPP projects in Lithuania is
the Vilnius City Street Lighting Network Renovation and Operation Project,
which aimed to introduce advanced technologies in the Vilnius city lighting
system and to ensure that street lighting services meet traffic safety,
environmental, and other requirements (the term is set for 23 years; project's
maximum value). Vilnius City Municipality is implementing a PPP project in
the education sector, this project successfully facilitates the construction of
Balsiai School, its maintenance and administration (the term is set for 25 years,
the end of which is expected in 2035; project value). There is also a large public
interest in the implementation of Palanga bypass construction and maintenance
project, which aims to divert the transit traffic from the city of Palanga, coming
from directions of Klaipéda and Siauliai and going driving towards Liepaja and
back (the term is set for 25 years; project value). The Government of the
Republic of Lithuania also passed a decree "On the Implementation of the
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Public-Private Partnership Project "Road Vilnius-Utena™", the purpose of which
IS to reconstruct the sections of the road Vilnius-Utena of unsatisfactory quality
and to constantly maintain them, by ensuring road capacity and traffic safety (the
term is set for 13 years; project value 175 252 euros).

However, despite successfully implemented PPP projects, it can be seen
that the implementation of a number of planned PPP did not actually commence.
Often one of the reasons is that feasibility studies do not always show that the
implementation of the project through PPP is economically feasible.

During the selection of experts in the empirical study, the data analysed
was relied upon, and questionnaires were sent to elderships, municipalities, and
private companies that had already participated in PPP by drafting and
performing PPP agreements. In addition to the targeted experts, potential PPP
participants from both sectors that are planning to participate in the said
partnership in the nearest future, participated as well. Table 5 describes
respondent assessment of the choice of PPP forms.

Table 5. Opinion of public and private sector respondents on the choice of
PPP form, average score (maximum score - 5)

PPP forms Opinion of public Opinion of private
sector respondents, sector respondents,
score averages score averages

Service Transactions 3 3,5
Management transactions 2,8 2,8
For rent 3 2,9
Public contracts 2,4 2,6
Concessions 4 4
Build-Purchase-Operate type transactions
and their variants 1,4 1,7
Build-to-Operate-Transfer type transactions
and their variants 1,2 1,2

Experts emphasized the concession (rated 4 points) between the public
and private sectors, which could lead to higher added value, improved service
quality and efficiency of services. Other forms of PPP were less popular. After
identifying the advantages and disadvantages of PPP (in the theoretical context)
during the first phase of the study, the experts were asked to identify (in a
practical context) the essential disadvantages and advantages (by relevance) and
to present suggestions for improvement of PPP activities.

Table 6 presents summarized information on the capabilities of PPP,
taking into account the views of both scientists and respondents on the
advantages and disadvantages of PPP.
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Table 6. Advantages, disadvantages and opportunities of PPP

Advantages of PPP

Disadvantages of PPP

Opportunities of PPP

Opinions of the respondents

Opinion of scientists and experts

1. The necessary
investments in the
public sector and
more efficient
management of public
funds are ensured

1. Deferring partnership
project related public-sector
payments to the future may
have a negative impact on
future fiscal indicators of
the public sector

1. After receiving additional funding, public
sector institutions would have the possibility
to implement large-scale infrastructure
projects through a single tender procedure

2. Timely and higher
quality public service

2. Procurement of services
through PPP takes longer

2. By combining design, financing,
construction, operation and maintenance

provision that is being | and costs more when | phases under a single agreement, the
ensured positively | compared to traditional | application of the entire life approach could
affects the social life | public procurement be ensured when long-term benefits are
of people sought

3. Projects are | 3. Agreements of projects | 3. Risk sharing and risk allocation to the

implemented on time
and do not require
additional spending of
public sector

are long-term, complex and
rigid, because it is difficult
to strategically anticipate
and evaluate all future
factors

party, best capable of managing it, would
allow for an effective allocation of costs in
terms of time

4. Private sector
entities are given the
opportunity to ensure
long-term profits

5. The  experience
and skills of private
sector are employed

6. Proper risk-sharing
between partners
reduces risk
management costs

4. The scale of the PPP use
has to be matched with the
financial capabilities of the
state, municipality and
eldership

4. Real and specific service and
maintenance standards would provide a
possibility for a more comprehensive
assessment of the needs and trends related
to the necessary infrastructure

5. The planning of a long-term budget,
especially related to the project supervision,
would provide an opportunity to ensure an
adequate level of service throughout the term
of agreement

6. The creation of a legal and institutional
framework could facilitate the
implementation of projects

In summary, it should be noted that large-scale PPP projects are mostly
funded over a longer period of time, thus there is less incentive to take into
account real needs when determining the optimal size of the project. The risk
that public sector entities may undertake larger infrastructure projects than
actually needed, increases. The developed future demand and use scenarios for
the planned infrastructure are optimistic, and the economic benefits and
efficiency of the projects are lower than expected.

It can be argued that many of the shortcomings of PPP could be avoided or
at least minimized by proper drafting of a PPP agreement. Not only lawyers
should be involved in the drafting of such an agreement, but also the experts of
the relevant field in which the PPP project is being implemented.
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Other causes of incapacity include the highly complicated process of PPP
awarding and the lengthy phase of project coordination, which create a risk of
the inflation of the project cost and pose the risk for the proper implementation
of the project result; the latter reasons should be addressed in order to avoid
artificial obstacles for the project implementation. PPP is characterized by the
difficulty of finding a private investor willing to participate in the project, as
most of the risk is attributed to a private investor as being able able to manage
the risk in the best way possible at the lowest cost. A maximum term of 25 years
for the implementation of certain projects, established in the Law on
investments, is way too short given the complexity and scope of the projects and
therefore prevents the use of PPP in some fields.

It should be emphasized that the need for PPP project implementation in
Lithuania is growing, but the centralized management, coordination, and
supervision of the PPP process is still not being created, this could help avoid
problems related to the implementation of PPP and facilitate their solution. The
Central Project Management Agency (CPMA) prepares methodological material,
submits proposals for legislation, participates in the practical activity of the
implementation of public investment projects through PPP, but the material that
it prepares is not binding on the central government institutions or
municipalities.

5. Conclusions

The highly complicated process of PPP awarding and the lengthy phase of
project coordination, which create a risk of the inflation of the project cost and
pose the risk for the proper implementation of the project result; the latter
reasons should be addressed in order to avoid artificial obstacles for the project
implementation.

Real and specific service and maintenance standards would provide a
possibility for a more comprehensive assessment of the needs and trends related
to the necessary infrastructure.

The planning of a long-term budget, especially related to the project
supervision, would provide an opportunity to ensure an adequate level of service
throughout the term of agreement.
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Pasauliné praktika rodo, kad vieSojo ir privataus sektoriy partnerysté (toliau-VPSP) gali tapti
efektyviu budu kurti ir prizitréti valstybés turtg bei teikti vieSgsias paslaugas, kartu padaryti jas labiau
prieinamas bei teikti kitas naudas. Taciau butina jvertinti, ar partnerystés projekty jgyvendinimas yra
efektyvus ir naudingas sprendimas valstybei ir vartotojams. Sis vertinimas yra labai kompleksinis,
apimantis teisinius, finansinius, vadybinius bei inzinerinius partnerystés projekto jgyvendinimo
jrankiy kiirimas, leisty palengvinti sprendimy priémimg ir jgyvendinima VPSP. Galima pastebéti, kad
egzistuoja jvairiy praktiky VPSP naudai vertinti. Dazniausiai jos buna fragmentinés, neapimancios
viso vertinimo proceso. Aktualu Sias praktikas sisteminti jvertinti jy privalumus bei trukumus ir
remiantis Siais rezultatais kurti kompleksinius jrankius VPSP problemoms spresti. Straipsnyje buvo
siekiama i$siaiSkinti VPSP teorinius aspektus, naudojant mokslines duomeny bazes ir jvairiy autoriy
nuomones. Struktiirizuotu anketavimu (vieSajame ir privaciuose sektoriuose) jvertinti VPSP formy
privalumai ir trikumai. Pasitilytos potencialios veiklos galimybés, susijusios su ES ir Lietuvos VPSP
strateginiais ir programiniais dokumentais.

Raktiniai ZodZiai: vieSoji ir private partnerysté, strateginiai ir programiniai
dokumentai.
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