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Crisis limits public funding of infrastructure investments 

 

 

• Central and local budgets revenues  in Poland are much below 

previous assumptions. 

• In 2008, public finance sector deficit amounted to 3.9% of Gross 

Domestic Product (GDP), exceeding 3% limit defined in the Treaty 

of Maastricht, which means that Poland will probably be covered by 

the excess deficit procedure of the European Commission. 

• 2009 an 2010 deficits may reach even higher levels. 

• Growing deficit and weakening zloty may result in public debt to 

GDP ratio exceeding 50% or even 55% in 2009. 

• Over the next 2-3 years at least, government agendas and local 

governments will have to cut their spending drastically. 
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Under crisis, private investors are less likely to fund 

infrastructure projects, in which future revenues cannot be 

guaranteed.  

 

 

 

• Availability of funds reduced dramatically. 

 

• Funding period was shortened. 

 

• In practice, many projects with commercial risk cannot 

acquire long-term finance.  
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Proposed solution: risk sharing in  PPP 

Current problem 

 

1. Public funding of infrastructure investments is limited due to reduced budget 

revenues and debt increase limits. 

2. Long-term private funding is not available for projects with commercial risk. 

   

Proposed solution 

  

Risk sharing between the public and private sectors within the PPP, whereby: 

  the private partner provides funding and takes-over construction and 

availability  risks, while 

 the public partner takes-over demand risk and guarantees specific 

availability fees.  
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Example: Construction of highways and roads on the 

basis of availability fee 

 

1. The private licensee undertakes responsibility for the acquisition of 

funds, construction and operation of the road during a period defined 

in the contract (e.g. 35 years). 

2. Once the road is commissioned for use, the public partner pays a 

pre-defined annual fee to the licensee (availability fee), provided that 

the road is fit for use and fulfils specific user parameters. 

3. The availability fee is the only payment received  by the licensee 

and it covers the costs of construction, operation and licensee’s 

profit. 

4. The licensee gains no revenues from potential toll. Such toll can be 

charged upon decision of the public partner and potential revenue 

on toll is the revenue of the public partner.  
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Advantages of the availability fee model (1) 

Private funding with relatively low costs 

In a project based on availability fee, there is no risk of demand for the financing bank. 

Risks related to this type of funding are as follows: 

1) Licensee’s ability to deliver the object on time and then to operate it in a regular way 

and within the pre-defined budget. 

2) Public partner’s ability to meet the availability fee obligation.  

 However: 

 If the private partner is a company with relevant competence and verified experience 

in the construction and operations of these type of objects, and   

 If the public partner is a government agenda or a reliable local government entity,  

then both the above-mentioned risks are very low from the financing institution’s 

viewpoint. 
 

 Low risk for the financing bank can translate into long-term finance at relatively low 

costs. 

 Taking ‘market demand risk’ away from the licensee will also reduce minimum risk 

premium  expected by the licensee, which will influence the volume of requested 

availability fee. 
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Advantages of the availability fee model (2)  

Possibility to launch infrastructure projects without public spending 

during construction and with no drain on public debt limit 

 

 

According to  EUROSTAT rules (ESA 95), if the private licensee takes 

over the risk of: 

 construction 

 availability, 

  

then the obligation of the public partner to pay the availability fee to the 

licensee during the contractual period is not included in the public 

debt (it is considered off-balance sheet liability). 
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Key risks break-down according to funding model 
 (example: road construction) 

Construction funded 

from budget  

Traditional license 

model  

Availability fee 

Central or local government 

builds the road with the use of 

budget funds and then charges 

(or not) toll from its users 

Private licensee funds the 

investments and then charges toll. 

Private licensee funds the investment 

and then receives annual fee for 

making the road available to the 

public partner. 

Construction risk 
(covers the following risks:  risk of 

failure to meet the deadline, risk of 

failure to deliver on technical 

conditions, risk of exceeding planned 

costs)   

assumed by the public 

party 

assumed by the private 

partner 

assumed by the private 

partner 

Availability risk   
(covers the following risks: risk of 

failure to maintain planned 

parameters, risk of exceeding planned 

maintenance costs). 

assumed by the public 

party 

assumed by the private 

partner 

assumed by the private 

partner 

Demand risk 
(covers the risk whereby fees received 

from users are smaller than planned)  

assumed by the public 

party 

assumed by the private 

partner 

assumed by the public 

partner 
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Additional advantage of availability fee model  
(example: road construction) 

Motivation to undertake rational decision on technology and quality  

 

 The licensee receives no payment when the construction is 

finalized, but instead it receives annual fees during the contractual 

period (e.g. 35 years), provided that the road fulfils specific user 

parameters (such as surface quality). 

 Therefore, the  licensee is interested in reducing the total costs of 

road construction and maintenance during its ‘technical’ life.  

 This makes the licensee select such technologies and performance 

quality standards that ensure long durability of the surface and 

reduce costs of maintenance and repairs.  

 In particular, this motivation system encourages economically sound 

decision on the type of surface (asphalt, concrete).  
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Use of availability fee model 

 

The Public Private Partnership model based on availability fee may be 

used for the construction of various public facilities, such as: 

 roads, 

 bridges, overpasses and tunnels 

 tram and railway lines (ground and underground) 

 airports  

 waste water treatment plants 

 waste incineration plants 

 water and sewage systems 

 fibre optic networks 

 local government buildings 

 buildings for other public institutions  (museums, theatres, opera halls and 

others). 
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Conclusions  

  

The basic advantage of the availability fee model 

during global crisis  

   

Construction can be financed with private funds: 

 with relatively low financial costs,  

 without public spending during construction and with no 

drain on public debt limit. 
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