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Abstract

Public Private Partnerships are more then ever present in the whole world.

These partnerships between a public and private entity with the aim to design, finance, build
and maintain infrastructure together has been observed in the EU Member States for a long
time.

Public-Private Partnerships (PPP) have been developed in several areas of the public sector
and are widely used within the EU, particularly in the transport, public health, public safety,
waste management and water distribution sector.

The European Commission encourages the use of PPP by investing in public services in order
to tackle the worldwide financial and economic crisis of the 21th century.

This message was brought out in the communication of the European Commission of 19
November 2009 to the European Parliament, the Council, the European economic and social
committee and the committee of the regions".

The communication states that PPP are an important way to a rapid return to sustainable
economic growth.

In spite of this encouraging message to invest in quality public services by PPP, the impact of
these partnerships on governmental deficit/surplus and debt in the EU can be questioned.

The purpose of this paper is twofold:

1) Whether the current reporting on PPP in the EU provides a fair and true view of the public
debt of the EU

2) How the future developments on international accounting standards for both the private and
public sector will influence the reporting of public debt in the EU
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Public Private Partnerships in Europe: The accounting treatments in balance?

Introduction

Public Private Partnerships are more then ever present in the whole world.
These partnerships between a public and private entity with the aim to design, finance, build and
maintain infrastructure together has been observed in the EU Member States for a long time.

Public-Private Partnerships (PPP) have been developed in several areas of the public sector and
are widely used within the EU, particularly in the transport, public health, public safety, waste
management and water distribution sector.

The importance for the European economy can hardly be underestimated although they differ
from country to country.

In the UK, up to 20% is provided by PPP

In the east of Europe, in Germany, from 2005 till 2010, about 700 billion Euro is needed for the
maintenance and renovation of the transport infrastructure and for municipal construction®.
From 2000 till 2005, an average of 2% of all public investments were financed by PPP.

The estimate of the share as of 2005 is about 5%.

As result of research done by the German Institute of Urbanisation , Germany will invest 14,2
billion in PPP in the next five years (2010-2015).

Many argue that PPP’s originally emanated from a microeconomic policy agenda that was
underline by a desire to control visible levels of public debt ( cf. heald & Dowdall, 1999; Walker
& Walker, 2000; Broadbent & Laughlin, 2002). Others suggest that in later stages the focus has
moved away from the concern with public borrowings ( cf. Broadbent & Laughlin, 2002) to the
microeconomic level, with the spot light trained on the trait of value for money through efficient
assignment of risk ( cf. Broadbent et al., 2003; Edwards & Shaoul, 2003 ;Quiggin, 2005; Ismael
& Pendlebury, 2006; Ball et al., 2007)

The European Commission encourages the use of PPP by investing in public services in order to
tackle the worldwide financial and economic crisis of the 21th century.

This message was brought out in the communication of the European Commission of 19
November 2009 to the European Parliament, the Council, the European economic and social
committee and the committee of the regions®.

The communication states that PPP are an important way to a rapid return to sustainable
economic growth.

! Deutsches Insitut fiir urbanistik, 2006, PPP Projects in Germany, A survey of current projects at federal, land and municipal level, 8 pages

2 Communication from the commission to the European parliament, the council 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, November 2009,
15 pages
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In spite of this encouraging message to invest in quality public services by PPP, the impact of
these partnerships on governmental deficit/surplus and debt in the EU can be questioned.

Investing in PPP during a financial crisis will cause an increase in the cost of debt as a result of
the credit crunch. The recent financial crisis and forthcoming credit risk resulted in financing
activities by credit institutions with loans with reduced maturity and higher interest margins.

A simplistic and logic reasoning is that the public debt in the EU will increase as result of the
financial crisis and the encouraging program of the European Commission in favour of PPP.

In order to enable a more balanced opinion on the European’s commission’s challenge to
encourage PPP’s, the following interesting topics have to be taken into account:

the action program of the European Commission, the decision of Eurostat of 11 February 2004 on
the accounting treatment of PPP and the impact of international accounting standards applicable
for the private and the public sector

The purpose of this paper is twofold:

1) Whether the current reporting on PPP in the EU provides a fair and true view of the public
debt of the EU

2) How the future developments on international accounting standards for both the private and
public sector will influence the reporting of public debt in the EU

The paper is built up in 4 sections. The first section explains the key characteristics of PPP’s and
covers the accounting treatment considering the international financial reporting standards
applicable for the private and public sector. The next section covers the treatment of PPP by the
Eurostat, the Statistical Office of the European Communities and the impact on the public debt.
Section 3 explores the communication of the European Commission as of 19" of November 2009
as reaction on the financial crisis.

The last section considers the future possible changes in the financial reporting standards for the
public and private sector, their impact on the accounting treatment and possible implication on
the Eurostat decision on the accounting treatment of PPP.



Public Private Partnerships

Public Private Partnerships are public procurement policies that encourage the public sector to
supply asset-based services to the public by purchasing them from the private sector rather than
by direct provision (Broadbent & Laughlin, 2002: 622). They encompass a range of financial and
organisational relationships between the public and private sectors (Edwards et al., 2004: 17).

In general, partnerships can in general take two forms: contractual arrangements and institutional
arrangements

In a contractual partnership, the private sector mainly designs, builds, finances and maintains
assets, in return for a periodic payment to cover the cost of both the capital and service elements.
There is a direct agreement between the entity of the private sector and the entity of the public
sector

The institutional relationships are established by a concession contract which enables a separate
legal entity in the form of a ‘special purpose vehicle’ (SPV) created under private ownership to
finance, build and operate an asset for an agreed period. The SPV is also the legal owner of the
project related assets during the concession term (Kozarovski, 2006: 309). One of the distinct
qualities of the PPP package is that there is a minimum interface between the government body
and other parties including the users of the PPPed service in the relationship cobweb. Once the
project reaches financial close, most aspects of the contract’s execution and management are
facilitated directly by the SPV.

PPP can take many forms (for the commonly used forms, see Duffield, 2001: 28). The most
popular form is the Design, Build, Finance and Operate (DBFO) where a bundling product will
be supplied. This product comprises two provisions: the provision of assets, such as buildings,
roads and equipment; and the provision of services, such as asset maintenance, and cleaning and
catering (Hellowell & Pollock, 2007). The underlying concept is that the public sector purchases
a service instead of an asset, albeit the periodic payments over the length of the concession
explicitly contain a significant proportion to cover the price of the asset plus a profitable margin,
whereas the purchase of the service provision is specifically dealt with by a considerably smaller
proportion. The length of the concession period is determined on the basis that the sales of the
bundling services are sufficient to discharge construction, financing, operation and maintenance
costs plus a generous profit for private capital investors (Duffield, 2001: 27). At the conclusion of
the concession, the ownership of the property will normally revert back to the public sector at no
charge.

The role the private sector plays in the second element of this bundling product varies between
social infrastructure and economic infrastructure projects. Social infrastructure projects, such as
hospitals, schools and prisons, where the state retains demand risk (NSW Treasury, 2007: 1) are
normally funded from state revenue (English & Guthrie, 2003: 503). The private sector’s role is
limited to managing the physical facility to a specified level that is suitable for delivering the
required service (Grimsey & Lewis, 2005: 346). The delivery of font-line services, i.e. clinical or



educational services to the community, is outside the scope of the DBFO (cf. Broadbent &
Laughlin, 2004; English & Baxter, 2007).

Economic infrastructure projects, such as toll roads and railways, where the private sector bears
the market risk are capital-intensive. Thus, the creation of assets is likely to dominate. The
responsibilities for ancillary assets vary between railway and road projects. In DBFO railways,
the operation and maintenance of stations and rolling stock are the responsibility of the private
proponent, while the operation of the railway remains in the hands of the public sector. In DBFO
roads, after the construction is complete, the provision of the associated service, e.qg. toll
collection, roadwork and lighting maintenance, is a relatively minor component of the
arrangement (Walker, 2005). The public sector’s involvement is limited to monitoring the
adherence to the contract and renegotiation of changes to services supplied (Debande, 2002: 367).
In exchange, the private operator negotiates a concession right with the government for a period
(English, 2005) that warrants the rate of return to private equity (Arndt, 1998; Glaister et al.,
2000).

In general, the advantages of Public Private Partnerships for the public and private actor differ
according to their function and role in the PPP transaction. The public sector, which is in most
cases the initiator of PPP projects, is interested in higher efficiency on investments in
infrastructure. The Public-Private Infrastructure Advisory Facility published a global study on the
impact of private sector participation in water and electricity distribution. The results of this study
show that private sectors higher labor productivity and operational efficiency®

The public actor can reduce the pressure on the public debt as the cost of financing the
infrastructure can be spread out over the lifetime of the asset.

The private sector hopes to get a central role in developing and implementing long-term
strategies for major industrial, commercial and infrastructure programs.

Both parties hope to spread out the several risks related with PPP. Parts of the risks are
availability risk, demand risk, construction risk, political and reputation risk. Risk sharing
improves efficiency of risk management with reduces the overall cost of the project.*The risks
should be allocated to the partner who can manage the risk at best. >

3
Does Private Sector Participation Improve Performance in Electricity and Water Distribution? , Katharina Gassner, Alexander Popov and
Nataliya Pushak, http://www.ppiaf.org/content/view/480/485, accessed 26-05-2010

* Canoy et al. (2001) underscore that risk sharing participants within PPP provide an instrument to create incentives
for both parties to increase efficiency of the project.

® Public Private Partnerships: in Pursuit of Risk sharing and Value for Money, OECD, ISBN Number:
9789264042797, Publication date:June 2008,142 pages
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PPP: the accounting treatment

In this study, we assume that all PPP are contractual partnerships.

We assume the private partners, which are in most cases building enterprises or credit
institutions, are rated on the stock exchange market and publish consolidated financial
statements.

As of 2005, all private listed companies in the European Union are obliged to publish
consolidated financial statements according the International Financial Reporting Standards
(IFRS)

These reporting standards are established by the International Accounting Standards Board. The
reporting under these standards enhances comparability, improved transparency of results and
increased capability to secure cross-border listing and funding.

As contracts of Public Private Partnerships are accounted as leasing contracts, IAS 17 on Leasing
is appropriate for the registration of PPP-contracts in the financial statements of the private entity.
IAS 17 makes a distinction between a finance lease and operational lease.

A lease is classified as a finance lease if it substantially transfers all the risks and rewards
incident to ownership. All other leases are classified as operating leases.

The most important element in deciding whether a PPP is classified as a finance lease or
operating lease is the transfer of the majority of the risks from the private entity towards the
public entity

If a PPP is classified as a finance lease; the related asset need to be transferred towards the
balance sheet of the public entity at the moment of the provisional delivery of the PPP.

At that moment, the private entity recognizes a loan, which will be reduced by the lease payments
paid by the public entity. The rent is registered as interest income in the profit and loss statement
by the private entity.

The international financial reporting standards applicable for the public sector are called the
international public sector accounting standards (IPSAS), established by the IPSAS Board.

As the IPSAS are based on the IFRS, the principle of transfer of risks in order to classify a PPP as
a finance lease or operational lease applies. IPSAS 13 Leases explains these principles.

As a PPP is classified as a finance lease, the public entity recognizes the asset upon provisional
delivery of the PPP-contract in the balance sheet together with a lease liability for the capital part
of the due lease payments.



Hence, public entities in the European Union are not obliged to use the IPSAS for the
establishment of their (consolidated) financial statements. Each country or even province in the
EU has the authority to establish and enforce their accounting standards for the public sector.
This fact involves a risk that the accounting legislation established by the institution in charge of
each country will not correspond and will not be based on the same accounting principles
formulated by the IFRS, which are applicable on the consolidated statements of the private
sector. For example it is possible to encounter the situation where by the private entity the PPP is
classified as a finance lease, whereas by the public entity, the PPP is not classified as a finance
lease but as an operational lease.

As consequence, there is a risk that no transparency or comparability can be confirmed on the
accounting treatment of PPP by the public and private entity.

Can we expect a future evolution towards the obliged application of the IPSAS within the EU?
It can be expected that on a long term basis, the IPSAS will apply.

Since 2005 the European Union has been applying this system to financial reporting by entities
which fall within its competence and supports the system’s implementation by EU member
countries.

A second factor that will enhance this lack of transparency and comparability on the accounting

treatment of PPP, are namely the principles established by Eurostat, the statistical office of the
European Communities. This will be discussed in the following section.

Decision of Eurostat of 11 february 2004°

On 11 February 2004, Eurostat published her decision on the accounting treatment in national
accounts of contracts undertaken by government units in the framework of partnerships with non
government units. The decision specifies the impact on government deficit/surplus and debt and
emphasises on conformity with the European System of Accounts (ESA 95).

Eurostat recommends that the assets involved in a public-private partnership should be
classified as non-government assets, and therefore recorded off balance sheet for government,
if both of the following conditions are met:

-the private partner bears the construction risk, and

-the private partner bears at least one of either availability or demand risk.

The "construction risk™ is covering notably events like late delivery, non-respect

of specified standards, additional costs, technical deficiency, and external negative effects.
Government's obligation to start making regular payments to a partner without taking into
account the effective state of the assets would be evidence that government bears the majority
of the construction risks

® New decision of Eurostat on deficit and debt, Treatment of Public-private partnerships, 18/2004,11 February 2004,
4 pages




The "availability risk™ can be encountered in the event that the partner is not in the position to
deliver the volume that was contractually agreed or to meet safety or public certification
standards relating to the provision of services to final users, as specified in the contract. It also
applies where the partner does not meet the required quality standards relating to the delivery of
the service, as stated in the contract, and resulting from an evident lack of "performance” of the
partner. Government will be assumed not to bear such risk if it is entitled to reduce significantly
(as a kind of penalty) its periodic payments, like any "normal customer™ could require in a
commercial contract. Government payments must depend on the effective degree of availability
supplied by the partner during a given period of time. Application of the penalties where the
partner is defaulting on its service obligations should be automatic and should also have a
significant effect on the partner's revenue/profit, and must not be purely "cosmetic” or symbolic.

The "demand risk" covers variability of demand (higher or lower than expected when the contract
was signed) irrespective of the behaviour (management) of the private partner. This risk should
only cover a shift of demand not resulting from inadequate or low quality of the services
provided by the partner or any action that changes the quantity/quality of services provided.
Instead, it should result from other factors, such as the business cycle, new market trends, direct
competition or technological obsolescence. Government will be assumed to bear the risk where it
is obliged to ensure a given level of payment to the partner independently of the effective level of
demand expressed by the final user, rendering irrelevant the fluctuations in level of demand on
the partner's profitability.

If the construction risk is borne by government, or if the private partner bears only the
construction risk and no other risks, the assets are classified as government assets. This has
important consequences for government finances, both for the deficit and the debt. The initial
capital expenditure relating to the assets will be recorded as government fixed capital
formation, with a negative impact on government deficit/surplus. As a counterpart of this
government expenditure, government debt will increase in the form of an "imputed loan"
from the partner, which is part of the "Maastricht debt" concept. The regular payments made
by government to the partner will have an impact on government deficit/surplus only for the
part relating to purchases of services and "imputed interest™.

Mobilising private and public investment for recovery and long term structural change:
developing Public Private Partnerships-action program of the European Commission of
19" of November 2009’

To tackle the financial and economic crisis, the EU and its Member States are implementing
ambitious recovery plans that aim to stabilise the financial sector and limit the impacts of the
recession on citizens and the real economy. Investment in infrastructure projectsl is an

important means to maintain economic activity during the crisis and support a rapid return to
sustained economic growth. Public Private Partnerships (PPPs) can provide effective ways to

Communication from the commission to the European parliament, the council 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, November 2009,
15 pages




deliver infrastructure projects, to provide public services and to innovate more widely in the
context of these recovery efforts. At the same time, PPPs are interesting vehicles for the long-
term structural development of infrastructures and services, bringing together distinct
advantages of the private sector and the public sector.

Above this, PPS can offer extra leverage to key projects to deliver shared policy objectives such
as combating climate change; promoting alternative energy sources as well as energy

and resource efficiency; supporting sustainable transport; ensuring high level, affordable

health care; and delivering major research projects such as the Joint Technology Initiatives,
which are designed to establish European leadership in strategic technologies. They can also
boost Europe’s innovation capacity and drive the competitiveness of European industry in
sectors with significant growth and employment potential.

The crisis has placed new pressure on public finances in many Member States, and at the

same time makes it more difficult to secure long term private investment in capital intensive
projects. In order to mobilise PPP solutions for essential investment in projects even at a time of
reduced availability of national public and private resources, the EU provides actually financing
activities through Structural Funds, the European Investment Bank or Ten-T instruments.

Structural funds

PPP projects can be partly funded by resources from the Structural Funds.

The Structural Funds for the period 2007-2013 offer important opportunities to Member

States to implement operational programmes through PPPs organised with the EIB, banks,
investment funds and the private sector.

As for example the JASPERS Structural Fund is a project development facility launched together
with the EIB and the European Bank for Reconstruction and Development in order to provide
assistance at any stage of a PPP/infrastructure project cycle.

European Investment Bank (EIB)

The Bank has made nearly € 30bn available in loans for PPPs since the late 1980s.

Together with the Commission and Member States the European PPP Expertise Centre (EPEC)
has been established, which aims to strengthen the organisational capacity

of the public sector to engage in PPPs through network activities and policy support to its
members.

The EIB is also the leading financier of the Ten-T networks

TEN-T instruments

Three financial instruments designed for TEN-T projects were introduced under the current
TEN Financial Regulation, all of which aim to increase private participation.



These new instruments are designed to benefit projects by targeting specific needs (such as
optimal risk transfer, financing cost), they also guarantee the highest leverage effect of the
available EU funds.

The three financial instruments consist of a loan guarantee instrument, a construction cost based
grant and a Risk Sharing Finance Facility.

To release fully the potential of PPP as a tool to battle the economic crisis and to ensure the
efficient use of PPP on a long term basis, the European Commission will undertake following
actions as of 2010.

-establishment of a PPP workgroup to discuss concern and ideas related to PPP

-in collaboration with the EIB, the commission will increase the funding available for PPS

-it will further ensure the non-discrimination rule in allocation of public funds, where community
funding is involved

-the Commission will elaborate a more effective framework for innovation by PPP

-the Commission will consider a proposal for a legislative instrument on concessions

This action plan from the European Commission can be countered by the new draft International
Financial Reporting Standards on leasing which are applicable for PPP contracted with private
entities, which are quoted on a stock exchange market for their published consolidated financial
statements.

A possible application of the IPSAS by the public entity and adaptation of the Eurostat rules
related to PPP, can be another barrier in the ambitious recovering plan of the European
Commission.

Future developments in accounting standards on leasing

The International Accounting Standards Board (IASB) and the US Financial Accounting
Standards Board (FASB) launched on 19™ March 2009 a public discussion on lease accounting
by publishing their preliminary views in a joint discussion paper.

The discussion paper Leases: Preliminary Views is a response to concerns raised by investors and
other users of financial statements regarding the treatment of lease contracts under International
Financial Reporting Standards (IFRSs) and US generally accepted accounting principles
(GAAP).

The different accounting treatment of finance and operating leases has given rise to various
problems, in particular:

Many users of financial statements believe that all lease contracts give rise to assets and liabilities
that should be recognised in the financial statements of lessees. Therefore these users routinely
adjust the recognised amounts in the statement of financial position in an attempt to assess the
effect of the assets and liabilities resulting from operating lease contracts.

The split between finance leases and operating leases can result in similar transactions being
accounted for very differently, reducing comparability for users of financial statements.

The difference in the accounting treatment of finance leases and operating leases also provides
opportunities to structure transactions so as to achieve a particular lease classification.

In the discussion paper the IASB and the FASB discuss a possible new approach to lease
accounting. The boards propose that lease accounting should be based on the principle that for
the lessees, all leases give rise to liabilities for future rental payments and assets (the right to use



the leased asset) that should be recognized in an entity's statement of financial position. This
approach is aimed at ensuring that leases are accounted for consistently across sectors and
industries.

The proposals contained in this discussion paper are intended to improve the transparency,
credibility and usefulness of lease accounting.

If these new rules will be used for the accounting treatment of PPP, the private entity (lessor) has
at this moment a choice between two approaches for the accounting treatment of the PPP, with
preference for the second approach.

The first approach consists in the actual accounting treatment of PPP. At the time of provisional
delivery of the asset, the lessor will derecognize the concerned asset and will recognize a lease
receivable, representing the lease payments to receive from the lessee.

Under the second approach, the private entity (lessor) would no longer derecognize the concerned
asset at the time of provisional delivery of the asset. The private entity will recognize the leased
asset, a lease receivable (right to receive lease payments) and a liability (the performance
obligation, the obligation to transfer the temporary use of the leased asset to the lessee) in the
accounting statement.

If the new IFRS on standard will be implemented in the European Union with forced application
of the second approach, the question raises if the private entity will still be interested in
participating in contracts of PPP. The second accounting approach will charge the balance sheet
of the lessor (private entity) increasingly, a situation which is not desired by the private entity.

The action plan of the European Commission will thus be counteracted by the new IFRS on
leasing.

For the accounting treatment of PPP by the public sector, we can imagine a similar evolution.
Once the IPSAS will be mandatory for entities of the public sector in the European Union, PPP
will be registered as a finance lease contract in the accounting statement of the public entity.
As consequence, an asset and lease debt will be registered on the balance sheet of the public
entity. As this lease debt, liability will increase the public debt, the public entity will not be
longer be interested in participation in PPPs.

At this moment this reasoning can still be blocked by the Eurostat-rules, which, based on the
repartition of the several risks, will classify PPPs as operating leases. A remeasurement of the
public debt with derecognition of the liability from the balance sheet will take place, in order to
present the public debt in conformity with the Eurostat Rules.

This mismatch between the possible future accounting regulation (IPSAS) and the Eurostat rules
could be solved if Eurostat will adapt his regulation in conformity with the IPSAS.

This change will make PPPs even more less interesting for public entities. A reclassification of
the public debt will no longer take place. The overall public debt will increase due to PPPs.



Conclusion

This paper has theoretically examined the definition, the accounting treatment and action plan of
the European Commission of Public Private Partnerships.

Public Private Partnerships can be defined as forms of cooperation between public authorities and
the private sector that aim to modernise the delivery of infrastructure and strategic public
Services.

Partnerships can in general take two forms: contractual arrangements and institutional
arrangements with the use of a Special Purpose Vehicle.

Both parties hope to spread out the several risks related with PPP. Parts of the risks are
availability risk, demand risk, construction risk, political and reputation risk. Risk sharing
improves efficiency of risk management with reduces the overall cost of the project.

The risks should be allocated to the partner who can manage the risk at best.

For the accounting treatment of PPP by the private entity, in the majority of the cases the
International Financial Reporting Standards will apply for the establishment of the consolidated
financial statements.

Regarding PPPs, IAS 17 on leasing is the appropriate accounting standard.

Within this standard, PPPs are registered as finance leases.

IAS 17 on leases is in evolution. The International Accounting Standards Board (IASB) and the
US Financial Accounting Standards Board (FASB) launched on 19" March 2009 a public
discussion on lease accounting by publishing their preliminary views in a joint discussion paper.
In the discussion paper the IASB and the FASB discuss a possible new approach to lease
accounting. The boards propose that lease accounting should be based on the principle that for
the lessees, all leases give rise to liabilities for future rental payments and assets (the right to use
the leased asset) that should be recognized in an entity's statement of financial position. This
approach is aimed at ensuring that leases are accounted for consistently across sectors and
industries. If these new rules will be used for the accounting treatment of PPP, the private entity
(lessor) has at this moment a choice between two approaches for the accounting treatment of the
PPP. Under obliged application of the second approach, the private entity (lessor) would no
longer derecognize the concerned asset at the time of provisional delivery of the asset. The
private entity will recognize the leased asset, a lease receivable (right to receive lease payments)
and a liability (the performance obligation, the obligation to transfer the temporary use of the
leased asset to the lessee) in the accounting statement.

Participating in PPPs will become less interesting for the private entity as this accounting
treatment will increase the balance sheet of private entity significantly

For the accounting treatment of PPP by the public entity, a diversity of accounting regulations are
applicable today. Besides the accounting regulation that each country or province will enforce,
regardless of the use of the International Public Sector Accounting Standards, The Eurostat
recommendation on the accounting treatment of PPP applies.



Eurostat recommends that the assets involved in a public-private partnership should be
classified as non-government assets, and therefore recorded off balance sheet for government,
if both of the following conditions are met:

-the private partner bears the construction risk, and

-the private partner bears at least one of either availability or demand risk.

A mismatch between the accounting treatment of PPP enforced by the federal or provincial
government and the Eurostat recommendation will occur.

Above this, application of the accounting treatment of PPP in conformity with Eurostat will not
result in reporting symmetry between the public and private entity.

The concerned asset will not be reported on the balance sheet of the private entity (PPP classified
as finance lease) nor on the balance sheet of the public entity (PPP classified as operating lease in
accordance with Eurostat)

Adapting the Eurostat rules in conformity with the IPSAS, once the IPSAS are applicable in the
European Union, would solve this accounting mismatch, but will cause a disinterest in PPPs.

Taking into account these possible future evolutions, the European Commission has published on
the 19™ of November 2009 his action plan regarding PPPs in order to tackle the financial crisis.

To release fully the potential of PPP as a tool to battle the economic crisis and to ensure the
efficient use of PPP on a long term basis, the European Commission will undertake following
actions as of 2010.

-establishment of a PPP workgroup to discuss concern and ideas related to PPP

-in collaboration with the EIB, the commission will increase the funding available for PPS

-it will further ensure the non-discrimination rule in allocation of public funds, where community
funding is involved

-the Commission will elaborate a more effective framework for innovation by PPP

-the Commission will consider a proposal for a legislative instrument on concessions

We can conclude that, nevertheless the action plan of the European Commission regarding PPP
as a medium to tackle the financial crisis, a negative influence can be expected on the popularity
of PPPs by both the public and private entity due to the upcoming evolutions in the accounting
legislations of PPPs.



References

Abelson, P. 2003, Public Economics: Principles and Practice, Applied Economics, Sydney

Akbiyikli, R., Eaton, D. & Turner, A. 2006, "Project Finance and the Private Finance Initiative
(PFD", Journal of Structured Finance, vol. 12, no.2, pp. 67-75

Arndt, R. H. 1998, "Risk allocation in the Melbourne City Link Project”, Journal of Project
Finance, vol. 4, no.3, pp. 11-24

Ball, R., Heafey, M. & King, D. 2007, "The Private Finance Initiative in the UK", Public
Management Review, vol. 9, no.2, pp. 289 - 310

Broadbent, J., Gill, J. & Laughlin, R. 2003, "Evaluating the Private Finance Initiative in the
National Health Service in the UK", Accounting, Auditing & Accountability Journal, vol.
16, no.3, pp. 422-444

Broadbent, J. & Laughlin, R. 1999, "The private finance initiative: Clarification of a future
research agenda”, Financial Accountability & Management, vol. 15, no.2, pp. 95-114

--- 2002, "Accounting choices: Technical and political trade-offs and the UK's private finance
initiative”, Accounting, Auditing & Accountability Journal, vol. 15, no.5, pp. 622-654

--- 2004, "PPPs: Nature, Development and Unanswered Questions™, Australian Accounting
Review, vol. 14, no.2, pp. 4-10

--Canoy et al. (2001) underscore that risk sharing participants within PPP provide an instrument

to create incentives for both parties to increase efficiency of the project.

--Chung, D. 2003, Public Private Partnerships: A Case Study Survey, Honours thesis, Macquarie
University, Sydney

--- 2008 forthcoming, "Public Private Partnerships: An Early Experience in Australia”,
International Journal of Accounting Information Science and Leadership

Clegg, B. & Poljak, V. 2007, "Sold: $700m Cross City Tunnel", Australian Financial Review,
(Wednesday, 20 June 2007), Sydney, pp. 1, 52

Collyer, F. 1997, "The Port Macquarie Base Hospital: privatisation and the public purse", Just
Policy, vol. 10, pp. 27-39

--2009 Communication from the Commission to the European parliament, the Council 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, November

2009, 15 pages

--2009 Communication from the commission to the European parliament, the council 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, November

2009, 15 pages

Debande, O. 2002, "Private Financing of Transport Infrastructure”, Journal of Transport
Economics & Policy, vol. 36, no.3, pp. 355-387

--2006 Deutsches Insitut fur urbanistik, 2006, PPP Projects in Germany, A survey of current
projects at federal, land and municipal level, 8 pages

--2010 Does Private Sector Participation Improve Performance in Electricity and Water

Distribution? , Katharina Gassner, Alexander Popov and Nataliya Pushak,

http://www.ppiaf.org/content/view/480/485, accessed 26-05-2010



http://www.ppiaf.org/content/view/480/485

Duffield, C. F. 2001, An Evaluation Framework for Privately Funded Infrastructure Projects in
Australia, PhD thesis, The University of Melbourne, Melbourne

Edwards, P. & Shaoul, J. 2003, "Partnerships: For better, for worse?" Accounting, Auditing &
Accountability Journal, vol. 16, no.3, pp. 397-421

Edwards, P., Shaoul, J., Stafford, A. & Arblaster, L. 2004, "Evaluating the operation of PFI in
roads and hospitals”, Certified Accountants Educational Trust (ACCA), London Research
Report No. 84

English, L. 2005, "Evaluation and Monitoring of Public Private Partnerships"”, Submission to the
Legislative Assembly Public Accounts Committee Inquiry into Public Private
Partnerships, Sydney, Sub. No. 4

English, L. & Baxter, J. 2007, "Using Contracts to Govern Hybrid Public-Private Partnerships: A
Case Study of Victorian Prisons”, 5th Asia Pacific Interdisciplinary Research in
Accounting Conference (APIRA), Auckland, New Zealand, 8-10 July 2007

English, L. & Guthrie, J. 2003, "Driving privately financed projects in Australia: What makes
them tick?" Accounting, Auditing & Accountability Journal, vol. 16, no.3, pp. 493-511

Forward, P. 2006, "Public private partnership or conflict: is it time for a new approach? [Paper in:
Forum: Public Private Partnerships.]”, University of New South Wales Law Journal, vol.
29, no.3, pp. 263-269

FPARC (Finance and Public Administration References Committee) 1997, Contracting out of
government services, Senate, Commonwealth of Australia, Canberra, Official Hansard
Report, 20 May 1997

Gain, L. 1992, Submission to Phase 1 of the Port Macquarie Hospital Inquiry, NSW Council of
Social Service (NCOSS), Sydney

Glaister, S., Scanlon, R. & Travers, T. 2000, "Getting Public Private Partnerships Going in
Transport"”, Public Policy and Administration, vol. 15, no.4, pp. 49-70

Grimsey, D. & Lewis, M. 2005, "Are public private partnerships value for money?: Evaluating
alternative approaches and comparing academic and practitioner views", Accounting
Forum (Adelaide), vol. 29, no.4, pp. 345-378

Heald, D. 2003, "Value for money tests and accounting treatment in PFI schemes", Accounting,
Auditing & Accountability Journal, vol. 16, no.3, pp. 342

Heald, D. & Dowdall, A. 1999, "Capital Charging as a VFM Tool in Public Services", Financial
Accountability and Management, vol. 15, no.3&4, pp. 209-228



Hellowell, M. & Pollock, A. M. 2007, "New Development: The PFI: Scotland's Plan for
Expansion and its Implications”, Public Money and Management, vol. 27, no.5, pp.
351-354

Ismail, S. & Pendlebury, M. 2006, "The Private Finance Initiative (PFI) in schools: the
experiences of users", Financial Accountability and Management, vol. 22, no.4, pp.
381-403

Johnston, J. & Gudergan, S. P. 2007, "Governance of public--private partnerships: lessons
learnt from an Australian case?" International Review of Administrative Sciences, vol.
73, no.4, pp. 569-582

JSCCCT (Joint Select Committee on the Cross City Tunnel) 2006a, Cross City Tunnel and
Public Private Partnerships: Second Report, Sydney

--- (Joint Select Committee on the Cross City Tunnel) 2006b, Cross City Tunnel: First Report,
Sydney

Kozarovski, D. 2006, "Public private partnerships - a solution worth pursuing despite their
complexity: [Paper in: Forum: Public Private Partnerships.]”, University of New South
Wales Law Journal, vol. 29, no.3, pp. 308-317

Mills, G. 1991, "Commercial Funding of Transport Infrastructure”, Journal of Transport
Economics & Policy, vol. 25, no.3, pp. 279-298

NAO (National Audit Office) 2003, PFI: Construction Performance, The Stationery Office,
London Report by the Comptroller and Auditor General, HC 371 2002-2003

--New decision of Eurostat on deficit and debt, Treatment of Public-private partnerships,

18/2004,11 February 2004, 4 pages

--- 1993, "Phase One Report of the Select Committee Upon the Port Macquarie Base Hospital
Project into the Funding of Health Infrastructure and Services in New South Wales",
Public Accounts Committee, Parliament of New South Wales, Sydney

--- 1994, "Infrastructure Management and Financing in New South Wales VVolume 2: Public-
Private Partnerships - Risk & Return in Infrastructure Financing", Public Accounts
Committee, Parliament of New South Wales, Sydney

-Public Private Partnerships: in Pursuit of Risk sharing and Value for Money, OECD, ISBN

Number:9789264042797, Publication date:June 2008,142 pages

--Quiggin, J. 2005a, "Public-Private Partnerships: Options for Improved Risk Allocation”,
Australian Economic Review, vol. 38, no.4, pp. 445-450

--- 2005b, Improving Public Infrastructure Contracts with the Private Sector: Lessons from
the Cross-City Tunnel, Submission to NSW Parliament's Joint Select Committee on the
Cross City Tunnel, Sydney

--RTA (Roads and Traffic Authority) 1998, Eastern Distributor: Summary of Contracts

--- 2003, Cross City Tunnel: Summary of Contracts

--- 2007, RTA Annual Report 2007, Sydney

Rutherford, B. A. 2003, "The social construction of financial statement elements under
Private Finance Initiative schemes", Accounting, Auditing & Accountability Journal,
vol. 16, no.3, pp. 372-396

Shaoul, J., Stafford, A. & Stapleton, P. 2006, "Highway Robbery? A Financial Analysis of
Design, Build, Finance and Operate (DBFO) in UK Roads", Transport Reviews, vol.
26, no.3, pp. 257-274

Walker, B. 2005, "5 things that Auditors-General should be doing about PPPs: [Public Private
Partnerships.]", Dissent, no.18, pp. 50-53

Walker, B. & Walker, B. 2000, Privatisation Sell Off or Sell Out? The Australian Experience,
ABC Books, Sydney

WWG 2006, Working with Government: Guidelines for Privately Financed Projects, New
South Wales Government

16



17



Figure(s)

Risk in genaral mest

Types of risk efficiently borne by;
B N
a T )
Legal I
;:; and political risk Gowernment
" ~  Private partner

. . Demand-side {povernment may
All risk [ Demand risk ]E> operation risk | provide guarantes
g 0 e ~ o mitigate risk)
( supply-side |
: Supply-side

aperation risk
o 4

—

Private partner

Supply risk

Construction risk|  Private partmer

—

Figure 1.1. The categorising of risk



