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Executive Summary 

General Observations 
Transport infrastructure and transport services have strong characteristics of public goods, which 
distinguishes them from goods that are sold and bought on the free market. Economic theory and 
practice show that the free forces of supply and demand will in many cases not produce the economic 
optimal solution.  

Public authorities, therefore, will often find it necessary to regulate transport infrastructure and 
transport services. Even in countries were entire transport sectors are privatised, there is usually some 
form of public regulation.  

However, this does not mean that the private sector cannot and should not be involved in transport 
infrastructure and transport operations. The aim is to combine private sector efficiency with public 
sector policy setting and regulatory oversight in an optimal way. 

Private Sector Involvement 
The scale and manner in which the private sector contributes to transport infrastructure provision and 
operation will differ between projects. But generally the private sector can, and should, be engaged in 
all phases of the project cycle. 

When a government first decides to engage the private sector in infrastructure, it might consider 
outsourcing services that were previously conducted in-house. This will enable competition between 
private firms and costs will most likely come down. Various options for outsourcing are possible and 
typical examples are design work, maintenance contracts, etc.  

Outsourcing does not have to be limited to single contracts, but should be extended to cover a long 
time period, thus enabling the private partner to plan its resources more efficiently.  

Outsourcing contracts should eventually also become output-based, instead of input based. This 
requires careful planning and preparation, but will most likely result in substantial cost savings. 
International examples show that output-based long-term road maintenance contracts can achieve 
cost savings of up to 50 per cent.  

Public Private Partnerships, PPPs 
If private companies take on more risks than usual contractor risks and are also engaged in the 
project's financing, the projects are called Public Private Partnerships (PPPs). In PPPs, especially in 
its most known form of Build Operate Transfer (BOT), a private company designs, finances, constructs 
and operates transport infrastructure.  

However, before starting a PPP process, public authorities should ask themselves whether a PPP is 
the solution to their problem. It is a mistake to believe that PPPs are solutions for fundamental 
problems plaguing a transport sector. PPPs are often started in the hope of overcoming such sector-
wide problems. However, PPPs on their own cannot solve sector-wide problems, they are solutions to 
concrete project issues. 

The private company implementing the PPP will have to contribute equity and will have to borrow 
money in order to implement the requested investments. Projects will normally benefit if loans can be 
provided by International Financial Institutions ("IFIs"), as theses institutions offer loans at reasonable 
interest rates and have wide expertise in PPPs. Governments should use IFIs not only as source for 
financing, but also as unofficial or official advisors.  

The money for the repayment of the invested funds can come from a variety of sources. The sources 
can be either direct user payments (such as tolls, railway fares, airport fees, etc.) or payments from 
the public budget. The public budget itself can receive indirect user payments, such as fuel tax which 
is collected by the central government. 

PPP does not mean that the project is necessarily free of charge for the public sector. Many hospitals 
and prisons in the UK are implemented as PPPs. The users do not pay any user charges and the 
private investor receives all its revenues from the general government budget.  
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In case the project needs regular transfer payments from the public sector, the PPP represents a 
commitment from the public authority to provide funds for the entire project duration, which can be 
many decades. 

Therefore, the public authority has to ensure that the funds will be available in the decades to come. 
This often requires a restructuring of the sector before the PPP contract can be signed. This is one of 
the reasons why the preparation of a PPP is more complex, more expensive and more time-
consuming than the preparation of a conventional project. 

Governments should also be aware that loans taken by private PPP companies generally carry a 
higher interest rate than loans taken by the government itself. Financing costs will, therefore, be higher 
for PPPs than for conventionally financed projects. In addition, PPPs are normally implemented using 
turn-key and fixed-price construction contracts. The contractor is consequently taking all construction 
and implementation risks, and has to be compensated for this risk. The capital costs of PPPs are, 
therefore, frequently higher than the baseline capital costs in conventional projects.  

However, it is well known that outturn costs of public works contracts are routinely (much) higher than 
the baseline costs. When evaluating the tender prices for a PPP, the public authority will have to 
compare the tender price with the real costs of the project were it to be implemented on a conventional 
basis, including likely cost overruns. 

Such a comparison is often called "Public Sector Comparator" and has to be undertaken for each 
project before deciding whether to implement a project as a PPP. The comparison will also include 
items like implementation delays, opportunity costs of capital, future maintenance costs, economic 
costs because of delayed, or non-implementation, etc. Only if it is beneficial for the public sector to 
implement a project as a PPP, should the project be implemented as a PPP. 

A country starting to implement PPPs should probably start with simple and small projects before 
engaging in large and complicated projects. 

Because of the existence of user charges, port and airport projects are normally easier to implement 
than road or railway projects.  

Road Sector 
In the road sector, private companies can be involved in each step of the various project phases, from 
planning and design to finance, construction and operation. The sector is, therefore, generally well-
suited for privatisation measures. However, PPP models (particularly if they transfer traffic risks to the 
private concessionaire) have to be carefully structured and implemented. 

If the private sector is expected to consider traffic risk, great care has to be taken to forecast future 
traffic and revenues as the repayment of the bank loans will depend upon it. Worldwide, many projects 
have failed because of over-optimistic revenue forecasts. Many countries, therefore, reimburse the 
concessionaires via shadow tolls (however, there is still a small traffic risk) or via availability fees 
(there is no traffic risk). 

One of the most advantageous ways to engage the private sector in the road sector is to tender and 
award long-term output based maintenance contracts. Such contracts can reduce costs by up to 
50 per cent compared to conventional road maintenance, conducted by public authorities. In addition, 
such contracts have the advantage that they are not capital intensive and do not transfer traffic risks, 
as the contractors are reimbursed by availability fees.  

BOT projects in the road sector are often very capital intensive and the revenues of many toll roads do 
not cover the costs. Public financial contributions will, therefore, be necessary. Many countries find 
these subsidies to be a major burden for their budget and additional revenues from indirect road user 
charges, such as fuel tax, may have to be raised. 

Railway Sector 
In the railway sector it is more difficult to engage the private sector, as railways are often integrated 
companies. Competition for design, construction and maintenance can be introduced in such 
integrated companies, but in order to introduce competition for operation, railway companies will have 
to be unbundled.  
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While it may be possible to privatise certain railway lines as integrated companies, especially some 
freight lines, if governments want service competition they will have to unbundle the railways. One 
option is to establish a separate infrastructure company and allowing (private) operating companies to 
use this infrastructure. Each company must be financially viable, although this does not preclude 
public subsidies. Especially in passenger transport, the public sector may have to finance public 
service obligations imposed on the train operators.  

Governments must not replace a public railway monopoly with a private railway monopoly. The 
guiding principle of any private sector involvement must be to increase competition, either for the 
market, or in the market.

Once a railway company is unbundled, it can become difficult to arrange and monitor the contractual 
relationships between the different companies. One of the most contentious issues is the track access 
charge, payable by the train operators to the infrastructure company. There will be a need for an 
independent regulator who decides the appropriate charge. The setting of the charge becomes 
particularly difficult if the owner of the infrastructure is allowed to operate train services as well.  

Airport Sector 
PPPs in the airport sector are easier to implement than PPPs in the road or railway sectors as airports 
have a dedicated revenue stream and the contractual arrangements between the different parties are 
less complicated than in other sectors.  

Many countries apply PPPs when extending or renovating existing airport terminals or when 
constructing new terminals. Concessions are awarded for the construction, operation and 
maintenance of the terminals.  

Depending on the specific circumstances, the concessionaire collects income from non-aeronautical 
services and/or aeronautical services. If the concessionaire is allowed to collect both income streams, 
it will be able to cross-subsidise aeronautical services with non-aeronautical services, such as shops, 
restaurants, car parks, etc. 

In many cases, these revenues are sufficient to repay the investments and no public contributions are 
necessary. Concessionaires are often required to pay a concession fee to the government or agree to 
some form of profit-sharing as airport terminals can become very profitable.  

It is also possible to sell airports to private companies, instead of awarding concessions with a limited 
life-span. In some countries, airport companies are listed on the stock exchange (for example Vienna 
Airport in Austria). 

It will be necessary to regulate the fees the airport operator is charging. A formula often used is the 
maximum allowed return on capital invested by the airport company. It follows that if the revenues 
from non-aviation commercial activities increase, the aviation charges may decrease. 

Port Sector 
Ports are often owned by public entities (often the port authority) that own all the land within the port 
area.

In such a landlord model, the port authority provides the port infrastructure and conducts some or all 
marine related services. The land within the port is leased, via BOT concession agreements, to private 
companies that use the land to build and operate their own terminals, buildings, facilities etc. The 
private terminal operators raise revenues by charging terminal handling fees and related dues from 
the shipping lines.  

The terminal concessionaires pay various fees to the port authority. Such fees can include an initial 
fee to be paid when the concession contract is signed, a regular fee for port infrastructure, and a fee 
per unit of service provided. Cargo dues, port dues, and berth dues are raised by the port owner to 
maintain and to develop port infrastructure. 

Because of the direct link between services provided and the payments collected, ports or port 
terminals are often the first transport sectors where the private sector is allowed to participate via 
concession agreements. 
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It is also possible to develop new ports on a BOT basis. In such a case, the concessionaire not only 
builds and operates one terminal, but the entire new port is built and operated by the concessionaire. 
Such projects can be financially very attractive to the concession company and the public authorities, 
which receive revenues via profit sharing agreements. However, the public authority should take care 
that the private owner does not abuse its monopoly. 

Situation in the Evaluated Countries  
As expected, the situation in the evaluated countries differs from country to country. Some of them are 
already using PPPs, mainly in the port and airport sectors. Other countries are planning to use PPPs 
soon, or to extend their usage to other sectors, like road and rail. 

It is generally recommended for all countries to have a central PPP unit, preferably reporting to the 
Minister of Finance. International experience shows that the Minister of Finance, who controls the 
budget, is normally the main decision-maker in the government cabinet about PPPs. However, in 
some countries, this role might be with the Prime Minister, and the central PPP unit should then report 
to him. 

The aim of the Central PPP Unit would be to i) prepare standard procedures and standard documents 
applicable to PPPs in all sectors; and ii) assist all government units with the preparation and 
implementation of PPPs. 

All countries should consider extending the usage of PPPs to include all transport sectors and to 
include every step of the project, from design, finance, construction to operation and maintenance.  

If a project does not recover its costs via direct user payments, it can still be implemented as a PPP. 
However, transport sector finances have to be sustainable and may have to be reorganised before the 
PPP procurement process commences. The financial support the countries give to PPPs must not 
mean that the other sector infrastructure receives insufficient funding.  

The Countries should seek to avoid the mistakes of some countries in other regions, which supported 
a few highly political PPP projects, but neglected the other infrastructure. Typical examples are 
governments subsidising BOT motorways, but reducing the funding for routine maintenance for the 
rest of the road network.  

Project Analysis in the Countries 
Of the projects listed in the Regional Transport Action Plan, some are economically non-viable and 
should, therefore, not be pursued. Other projects seem to be politically motivated and not driven by 
economic or transport necessities.  

Some projects on the lists could potentially be very beneficial to the countries and it is recommended 
to conduct feasibility studies to investigate their detailed costs and benefits. Once a project is 
considered to be economically viable, the possible role of the private sector in project implementation 
should be investigated.  

There are projects in all sectors which could be implemented as PPPs, but international experience 
shows that port and airport projects are potentially easier to implement than road or rail projects. 
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Introduction, Objectives and Methodology 

INTRODUCTION

In December 2004, the EuroMed Transport Project – Main Contract (the "Project"), funded by the 
European Union, issued a comprehensive “Diagnostic Study”, analysing various aspects of the 
transport systems of the Project's 12 Mediterranean Countries.

1
 The study covered a range of 

institutional aspects, such as operation, policy and regulation, of the different transport sectors. 

In addition, the current extent and future possibilities of private sector participation in the transport 
sector were briefly investigated. 

The study found that, in general, the 12 Mediterranean Countries were willing to decentralise their 
transport administration and that transport services were, in some cases, already operated by the 
private sector. 

As expected, private involvement was mostly prevailing in the shipping industry, where ships, 
terminals and ports are often owned and operated by the private sector. However, road and rail 
infrastructure is almost entirely dominated by the public sector. Nevertheless, freight and passenger 
transport by road is dominated by the private sector in many countries. 

Even when governments allow private sector participation in the transport sector, the administrations 
often lack the knowledge and expertise to structure such projects in an effective and efficient way. 

Therefore, the Project commissioned this study to analyse the current situation in more detail and to 
suggest ways to attract private funding for the provision and operation of transport infrastructure (the 
"Study"). The countries involved in the Study are Algeria, Egypt, Israel, Jordan, Lebanon, Morocco, 
Palestinian Territories, Syria and Tunisia (together the “Countries”)

2
.

OBJECTIVES OF THE STUDY

The objectives of the Study are four-fold: to i) show experience with private finance in transport 
infrastructure gained outside the EuroMed region; ii) show the current situation in the Countries 
regarding private involvement in the transport sector; iii) list necessary steps to enable private sector 
involvement in the Countries; and iv) prepare a preliminary assessment of whether the projects listed 
in the Regional Transport Action Plan (“RTAP”), previously prepared by the Project, could be financed 
with private sector participation. 

The Study is closely related to a planned "donor conference" which will be organised within the 
framework of the Project. At this conference, the International Financial Institutions ("IFIs") will be 
informed about the Study and discussions about the potential investment opportunities will be held. 

METHODOLOGY OF THE STUDY

The Study is divided into three sections. 

Section one describes the different concepts of private sector participation and explains the special 
aspects of corporatisation, privatisation, outsourcing and Public Private Partnerships ("PPP"). 

Section two describes the current situation in the Countries. The section is based mainly on 
questionnaires which were sent to the Countries in summer 2007, and gives an overview of the 
transport sectors' organisation and the prevailing legal and institutional framework. The section also 
lists the transport PPPs already realised in the Countries, and the steps the Countries could embark 
on in order to implement further PPPs. 

Section three analyses the investment projects listed in Annex A of the RTAP and suggests next 
steps for their implementation. 

                                                

1
Diagnostic Study – A Comprehensive Modular Analysis, Part I Regional Issues and Part II Country Issues, EuroMed Transport 
Project, December 2004 

2
 The Project also includes Cyprus, Malta and Turkey. However, Cyprus and Malta are now EU member countries and Turkey is 

an EU Candidate Country. These countries have, therefore, access to a wide range of technical assistance programmes 
which can investigate the issues in more detail than the Study is able to do. 
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Appendix 1 describes the organisation of the various transport sectors and how the private sector can 
be involved. The section is divided into roads, railways, airports, and ports. For each sector, examples 
of private sector engagement, gained outside the EuroMed region, are given. 

Appendix 2 describes the basic principles of Islamic financing, as they could be applied to privately 
financed projects in the Mediterranean region. 
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Section 1 Privatisation in the Context of Public Infrastructure 

1.1 TRANSPORT SERVICES AND TRANSPORT INFRASTRUCTURE AS PUBLIC GOODS

Transport services and transport infrastructure have strong characteristics of public goods, which 
distinguish them from goods that are sold and bought on the free market. 

In general, public goods show the following characteristics: 

individual consumers cannot be excluded from consuming the good or service ("non-
excludability");

consumption by one individual does not reduce consumption possibilities for others ("non-rivalry");  

their marginal cost of production is close to zero
3
; and

they produce major positive externalities
4
, such as economic growth, increased safety and 

security, or increased accessibility. 

The classic example of a public good is a lighthouse (but similar characteristics apply for other 
transport infrastructures): 

All seafarers within range of the lighthouse enjoy the benefits and it is impossible to exclude ships 
from using the lighthouse within range of it (non-excludability); 

The fact that one ship uses the lighthouse signals does not affect the usage by other ships (non-
rivalry);  

Once the light house is constructed, it costs almost nothing to operate it (marginal cost of 
production is close to zero); and 

The lighthouse increases the safety of the shipping and thus benefits the entire society 
(externalities).

The main characteristics of public goods, as described above, have major economic consequences, 
such as: 

Since the socially optimal price for any good is the marginal cost of production, the socially optimal 
price for using uncongested transport infrastructure is close to zero. Users should, therefore, only 
have to pay a very low charge for using it. However, such a low marginal price would not cover the 
average costs of providing transport infrastructure. Charging the socially optimal price for 
uncongested infrastructure is not sustainable and leads to financial losses and deteriorating 
infrastructure.  

Since it is often impossible, or not cost-effective, to collect user payments for transport services, it 
is often cheaper not to charge the users at all. Although it would be possible to encode the signals 
of the lighthouse so that only ships which pay for a decoder can receive the signals, the cost of 
such a system would be prohibitive and would outweigh the revenues. 

However, under such conditions, no private firm would enter the market to provide these transport 
services and transport infrastructure. A private firm would not be able to recover its costs and 
would make financial losses. 

However, because public goods produce major external benefits, it is in the public interest that 
such services are provided. Therefore, public sector intervention is often necessary to stimulate 
the supply of transport services and transport infrastructure. 

                                                

3
 Marginal cost is defined as the additional cost of producing one additional unit of output. 

4
 Externalities exist when the actions of a person or company affect the wellbeing of other individuals without any compensation

taking place. 
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The construction of transport infrastructure is often very expensive and it is, therefore, not possible 
to build duplicates of the infrastructure and to let various providers compete in the open market. In 
the case of airports, it is possible to charge users, and airports are often profitable. However, if 
there were two uncongested airports serving the same geographic area, at least one, but possibly 
both, airports would be loss making and would soon close. Therefore, the public sector often has 
to compensate for the lack of market forces and has to select the company most suitable to act as 
provider (competition for the market, instead of competition in the market). 

Even when the private sector can charge users for using the transport infrastructure, for example 
railways, the prices the private sector would have to charge in order to recover its costs may have 
negative economic consequences. In such cases, where full cost recovery is not possible, it can 
be in the public interest that the public sector regulates the fares, and/or makes transfer payments 
to the private operator in return for meeting defined public service obligations. 

Not all transport sectors exhibit all characteristics of public goods to the same extent, and some public 
sector intervention is necessary in all sectors. 

Because of those complexities, it was assumed for a long time that public authorities are the only 
institutions that should get involved with the provision and operation of transport services and transport 
infrastructure. However, during the last decades, experience has shown that the private sector can 
and should play an import role. 

The question is, therefore, not whether the public or the private sector should provide and operate 
transport services and transport infrastructure, but how to combine the strengths of both sectors in 
order to achieve the public objectives in an efficient and effective way. 

1.2 COMMERCIALISATION, PRIVATISATION, OUTSOURCING AND PUBLIC PRIVATE PARTNERSHIP

During the last 20 years, there has been a worldwide trend aimed at involving the private sector in the 
provision of transport infrastructure and transport services. The aim was, and still is, to develop 
models which combine i) private sector efficiency; and ii) public sector policy setting and regulatory 
oversight in an optimal way. 

This has led to a wide range of models for private sector involvement which differ between individual 
countries and transport sectors. Some models were even tailor-made to fit a particular project. 

The existing models differ from each other in various ways, such as: 

The extent of the private sector involvement: in some cases, the private sector involvement is very 
small; in other cases, the public sector only has a small participation, often reduced to the 
regulatory functions. 

The scope of the private sector involvement: in some cases, the private sector deals with the 
construction of the infrastructure; in other models, the private sector is involved in the operation 
and revenue collection, etc. 

The repayment mechanism: like the public sector, the private sector has to raise debt in order to 
implement transport projects. This debt, plus any profit, can be repaid using revenues from direct 
user payments, such as road tolls, railway tariffs, airport fees, etc. However, when user charges 
are not possible or do not cover the costs, the public sector will have to reimburse the private 
sector via transfer payments. Often, the solution is a combination of the two possibilities. 

Reasons to involve the private sector: industrialised countries and transition countries often 
engage the private sector for different reasons. Industrialised countries mostly use the private 
sector for the extension or refurbishment of existing infrastructure. The aim is to use local capital 
and expertise in an efficient way. Transition and developing countries often use the private sector 
to provide new infrastructure. The aim is to attract foreign capital and expertise and to use it 
efficiently. 

Because of the many different models of private sector participation, a great variety of terms and 
expressions is used. There is no generally accepted nomenclature and different people and 
organisations use the same expressions to mean different things. Sometimes, the same concepts are 
described by different, often conflicting, expressions. 
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In this Study, the terms Commercialisation, Privatisation, Outsourcing and Public Private Partnership 
("PPP") are used to describe the following: 

Commercialisation starts when a section of transport infrastructure or a service without any private 
participation, where all functions are conducted "in-house", adopts management techniques from the 
private sector. A typical example is a Corporatisation, like the conversion of an airport authority which 
is part of the Ministry of Transport into a separate, state owned, airport company. No financial 
transaction is taking place and the private sector is not involved in the operation of the infrastructure. 
Commercialisation has no time limit and is sometimes permanent. However, it is frequently the first 
step in a process that ends with the privatisation of a state owned company. 

Privatisation happens when a publicly owned administrative unit, including its assets, is transferred 
into private ownership. The result of a privatisation is an independent, private company. A typical 
example is the sale of a state owned port or airport company to a private investor. The resulting 
private company may even be listed on a stock exchange. Privatisation has no time limit and is 
permanent. Private companies can merge and can be taken over by other companies, subject to 
regulatory approval. 

Outsourcing happens when tasks, but not assets, are transferred to the private sector. The result of 
outsourcing is an open market in which private companies, and sometimes also the incumbent public 
entity act, as competing providers. The private sector takes limited project risks. An example of 
outsourcing is privatised road maintenance. Outsourcing contracts have a time limit, after which the 
contracts are re-tendered. 

In a Public Private Partnership (PPP) the public and the private sectors enter into a long term 
contractual cooperation in order to provide efficient public services by allocating the risks between 
them. PPPs require the private partner to contribute its own capital and to raise additional funds via 
borrowing. The public sector can, but does not have to be a part-owner of the assets involved in the 
PPP project. 

In case the public sector has no ownership in the project company, and where the private sector is 
repaid via direct user payments, the process is often known as Build-Operate-Transfer ("BOT"), 
describing that the private sector builds, operates, and then transfers the infrastructure to the public 
sector. 

PPP contracts are long-term, but finite. Typical examples are the rehabilitation and maintenance of an 
existing road, or the planning, construction, and maintenance of a new railway line. Once the PPP 
concession expires, the infrastructure reverts into public ownership. 

Commercialisation and privatisation are clearly different from outsourcing and PPPs. However, the 
difference between outsourcing and PPPs can be marginal and outsourcing projects are frequently 
implemented as PPPs. 

For all types of private sector involvement, efficiency gain is one of the main objectives and 
motivations. Efficiency gains are achieved by: 

1) Innovative procurement methods 
By allowing the private sector to tender for the provision and operation of transport infrastructure, 
the infrastructure owner and manager can choose from a wide range of possible options, instead 
of relying solely on in-house expertise and in-house contractors. 

2) Private management methods, instead of bureaucratic decision processes 
Using private management methods allows the infrastructure owner and manager to constantly 
innovate and to find new working methods, thereby reducing costs. 

3) Lifecycle approach instead of annual budgets 
To appraise a transport investment on a lifecycle basis enables the investor to look some years 
ahead and to compare future operating & maintenance cost savings with current increased 
investment costs. 
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4) Innovative funding structures 
By not solely relying on the public budget, the private sector may be able to exploit advantageous 
conditions on capital and credit market. However, private sector borrowers, especially when they 
are taking on major project risks, have often higher borrowing costs than the public sector. 

Table 1 shows the major characteristics of various privatisations strategies. 
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Table 1: Major Characteristics of Various Strategies to Involve the Private Sector in the Transport Sector 

Typical 
example 

Who 
provides 
services 

Type of 
cooperation 

between 
public and 

private 
sector 

Public
regulation 
and policy 

setting
required 

Contract 
between 

public and 
private 
sector 

Project 
size

Lifecycle 
approach 

Product 
definition 
by public 

client

Who decides 
the detailed 

technical 
specifications

5

Risk
sharing 
between 
private 

and 
public 
sector 

Time 
limit

Private 
finance 
involved 

Commercialisation
/ Corporatisation 

State owned 
airport or 
railway 

company 

State
owned 

company 

Not
applicable 

Yes, but 
conflict of 

interest if no 
independent 

regulator 

Not
applicable 

Any 
size

Usually: 
No

Input Public sector No No No 

Privatisation 

Private
airport or 
railway 

company 

Private
company 

Not
applicable, 
but private 
company 

likely to be 
regulated by 
public sector 

Yes
Not

applicable 
Any 
size

Usually: 
Yes

Not
applicable 

Private sector No No Yes 

Outsourcing 

Long-term 
road

maintenance 
contract

Private
company 

Public sector 
is client, 
private

sector is 
contractor

Yes

Construction 
and

maintenance 
contract,

covering the 
client – 
supplier 

relationship 

Any 
size

Yes
Either

input or 
output

Private sector No Yes Sometimes 

PPP

Planning, 
financing, 

construction 
and

operation of 
a new 

motorway 

Private
company 

Either i)
public sector 
as client and 

private
sector as 

contractor,
or ii) joint 
venture

Yes

Concession 
contract,

joint venture 
contracts,

etc.

Larger 
projects 

Yes Output Private sector Yes Yes Yes 

                                                

5
 The general technical specification is normally given by the building regulations of the country 
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1.3 MAJOR CHARACTERISTICS OF PPPS

Generally, the PPPs’ main characteristics are: 

The infrastructure is designed, financed, constructed and operated by a private company, which is 
subject to local insolvency laws. However, sometimes the private sector does not cover all 
aspects. 

The public sector can, but does not have to be, a shareholder of the private company. 

Because the private company provides a public good, it is regulated by the public sector, which 
often acts as client. 

Projects are generally bigger than with pure outsourcing. 

When planning the project, the public sector and the private company follow a lifecycle approach 
and the technical specifications are decided by the PPP company, subject to standard regulation. 

The product is defined via its output and not via its inputs, as in conventional projects. For 
example, instead of saying "The grass has to be cut every four weeks" (input oriented), the 
concession contract would say "The grass must not be longer than two centimetres" (output 
oriented). 

This can result in major efficiency gains and cost savings of up to 50 per cent have been 
achieved, especially as PPPs are based on a lifecycle approach. However, it can be difficult to 
define and control the output adequately. For example, it is easy to state "The railway station's 
platform have to be cleaned every three hours". However, defining an acceptable level of 
cleanliness can be difficult. 

The private company and the public sector allocate some or all project risks, therefore, the private 
company takes on more risks than under a conventional contract. These risks can, but do not 
have to, include design risks, environmental risks, traffic risks, revenues risks, etc. 

It should be noted that the above list does not include the mechanisms used for the repayment of the 
funds necessary to finance the investments. This is because, like any other project, PPPs can use 
various funding sources. Some projects, like some toll motorways, rely entirely on direct user 
payments. Other projects are completely dependent upon transfer payments from the public budget, 
such as investments in un-tolled secondary roads. In the UK, many hospitals and prisons were 
implemented using PPP mechanisms. Neither the hospitals nor the prisons collect any direct user 
payments.

In practice, the difference between outsourcing and PPP is often blurred, and both concepts are 
frequently used synonymously. The main difference between outsourcing and PPP is the concept of 
risk sharing. In a pure outsourcing project, the private sector takes no risk, except the usual contractor 
risks. In a PPP, however, the private sector takes on a variety of risks, whose detailed range depends 
on the project. 

In PPPs, the distribution of tasks, responsibilities and risks between the public and the private partner 
are defined in legal documents. Such agreements, often called concession contracts, define the tasks 
and services transferred to the private partner. The public sector will still have to fulfil regulatory tasks, 
such as to define service quality and maximum user charges. 

If the public sector becomes a shareholder in the private company, a shareholder agreement will be 
necessary as well. In addition to those main contracts, there are many other contracts, such as 
construction contracts, financing contracts, insurance contracts, etc., which are necessary to 
implement a PPP. 

The public policy to apply PPPs is often called Private Finance Initiative ("PFI"). Within PFI, different 
countries have developed sub-categories of PPPs in order to adapt the concept to specific needs. 

Table 2, although not exhaustive, lists some of the most commonly used PPP derivatives. The names 
of most concepts highlight their specific characteristics. 
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Table 2: List of Common PPP Derivatives 

Abbreviation Full Name Comment

BOT Build Operate Transfer The original PPP form, covers the entire project cycle 

BOO Build Own Operate  The concessionaire owns the infrastructure  

BT Build Transfer  

DBF Design Build Finance  

DBFO Design Build Finance Operate The concept used for many transport PPPs in the UK 

DBL Design Build Lease  

DBLT Design Build Lease Transfer  

DBMT Design Build Maintain Transfer  

DBR Design Build Rent  

DBRT Design Build Rent Transfer  

DBT Design Build Transfer Private sector does not operate the infrastructure 

All the PPP forms listed above share to some extent the main characteristics of PPPs. However, 
depending on the specific feature of the project, the emphasis of the PPP might be different. 

The best known PPP model applied in transport is probably the BOT scheme. It is worthwhile to note 
that in a BOT project (and in most other forms of PPPs), the private concession company is not the 
owner of the physical infrastructure, but only has the rights to manage and charge for the usage of the 
infrastructure. The legal owner of the infrastructure is the public authority. 

In Build-Own-Operate (BOO) projects, a private company designs, builds, finances, owns and 
operates a facility for an indefinite period of time. The private sector owns the facility (possibly jointly 
with a public partner) during the contract. Nevertheless, governments sometimes prefer to keep at 
least a “golden share” with voting rights in order to be able to assure public interest, if necessary. This 
form is, however, seldom used for transport projects. 

1.4 ADVANTAGES OF PPP 
The following are the main advantages of PPPs. Depending on the specific PPP variation chosen; the 
emphasis may be put on different aspects. 

Because the private sector invests part or all of the funding needed, public sector funding 
requirements are reduced. 

Because private funding is available, projects can start earlier. 

Because of private project management skills, projects are often implemented faster and cheaper. 

Because the PPP company has to repay the borrowed money, there are powerful incentives to 
implement the project within budget and on time. 

The identification and allocation of risks among the partners leads to efficient risk mitigation, 
monitoring and management systems. 

The true costs of transport facilities during the entire lifecycle are made transparent. This favours 
projects with high economic benefits, although they may have less political support. 

Because of the lifecycle approach and because the project's finances are independent from the 
annual budgetary process, funding for infrastructure maintenance is available during the entire 
lifetime of the project. 

However, these advantages are only available if the PPP is properly prepared and executed. 
Otherwise, the disadvantages can override any potential benefits. 
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1.5 DISADVANTAGES OF PPP 

Because the private sector has higher borrowing costs than the public sector and because of the 
requirement to remunerate the equity, the capital costs of PPPs are higher. This needs to be offset 
by cost savings arising from competition resulting from a properly executed public tender and by 
the efficiencies arising from the introduction of private sector skills. 

Because public funds are committed over a long-term, the public sector has limited financial 
flexibility.

Preparations for a PPP are more complex, more expensive and more time-consuming than 
preparations for a conventional project. 

To prepare, implement and monitor a PPP project requires dedicated resources from the public 
and private sector. 

The costs for procuring PPPs are high, especially when PPPs are first introduced in a country. 

1.6 PUBLIC SECTOR COMPARATOR

Various methods have been devised so that a public authority can decide whether it is advantageous 
to implement a project as a PPP. The most common is the Public Sector Comparator ("PSC"), which is 
used in many countries such as the UK, the Netherlands, Germany or Mexico. 

A PSC is a neutral and standardised instrument to compare for each project the traditional public 
procurement solution with a possible PPP solution. Before tendering a PPP project, the public 
authority estimates how much it would cost to implement the project on a conventional basis. 
However, the calculation is not only based on current cost estimates, but includes also factors such as 
possible cost overruns, implementation delays, opportunity costs of capital, future maintenance costs, 
economic costs because of delays or non-implementation, etc. 

During the tender process for the PPP, these public costs will be compared to the bids received from 
the private sector. Only if the bids submitted during the tender phase are more advantageous than the 
PSC, should the project be implemented as PPP. 

The development of a manual describing the standard method of how to prepare a PSC is an 
important step for countries wanting to introduce PPPs. 

The PSC manual has to be individually designed for the specific legal, fiscal and environmental 
framework of each country. The standardised PSC should then be applied in every infrastructure 
project at a very early stage. 

1.7 PREREQUISITES AND KEY ISSUES FOR PPPS

Transport infrastructure can only be privatised, in whatever form, if certain requirements are fulfilled. 

On a macro level, the preconditions for PPPs include: 

Competition has to be introduced into the transport sector. The competition can either be for the 
market, or in the market (see above discussion of public goods in paragraph  1.1). This often 
means that well entrenched privileges of incumbent operators have to be abolished. 

Because all private investments have to be repaid, either by user fees or by transfer payments 
from the public budget, the sector financing must be sustainable. International experience shows 
that the required restructuring of sector funding is often the most difficult and contentious issue. 

The legal system in the country has to be reliable and independent. In addition, contractual and 
regulatory frameworks acceptable to bidders and financiers have to be in place, as must 
enforceable property rights. 

Because PPPs are intended to be long-term partnerships, often designed to last for several 
decades, the political system in the country has to be stable. 
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PPPs have to be widely accepted by all stakeholders and the concept needs wide political 
support. This can sometimes be a problem when PPPs are simultaneously introduced with direct 
user charges, such as road tolls. 

The administration needs to be competent to prepare, negotiate, implement and monitor PPP 
projects. In most cases, including Western Europe, the authorities use expert advisors to assist 
with these tasks. 

On a project level, the preconditions for PPPs include: 

The PPP has to pass the PSC test. Therefore it has to be financially and economically preferable 
to a conventionally implemented project. 

The project has to be technically, economically and financially viable. Financially viable does not 
mean that all costs have to be covered by direct user payments, but total project revenues, 
including transfer payments from the public sector, have to cover all costs, including financing 
costs and profit for the private investor. 

The various project agreements have to be robust, fair and enforceable. Particularly the risk 
allocation has to be fair and sustainable. 

1.8 SOURCES OF FINANCE AND TYPES OF REVENUES OF PPP PROJECTS

It is important to distinguish between i) the funds necessary to build the infrastructure (the investment 
costs) and ii) the funds necessary to cover the operating & maintenance costs during the lifetime of the 
infrastructure, including the repayment of the investment costs. 

The capital to build the infrastructure is normally provided by a mix of bank loans and the private 
investors' equity. Depending on the country where the project is located and the specific 
circumstances, it might be possible that International Financial Institutions ("IFIs”), such as the 
European Investment Bank ("EIB"), or the International Finance Corporation ("IFC", part of the World 
Bank Group) provide loans or even equity. Sometimes, the public authority also provides funds, mostly 
as grants, or in-kind contributions, such as existing roads which can be tolled and thus increase the 
future revenues. 

Because of its nature involving relatively high risk, equity capital is the most expensive form of finance, 
more expensive than bank loans. It is, therefore, a feature of most PPPs that the investment is funded 
by a high proportion of debt and a low proportion of equity. PPPs are generally "highly geared", or 
"highly leveraged".

Once the infrastructure is constructed, using the funds described above, the loans have to be repaid, 
the infrastructure maintained, and a profit for the investors generated. Ideally, this money would only 
come from the infrastructure's users. 

Such a case, where the infrastructure is profit-making without transfer payments, and where the 
concessionaire might even pay the government a fee for the right to build and operate the 
infrastructure, is called a “positive concession”. 

However, frequently the user payments do not generate enough money to cover all the costs. Transfer 
payments from the budget (either the general budget or the sector budget) will have to augment the 
revenues. Such a concession is often called a “negative concession” and may even be preferable from 
an economic perspective (see above discussion of "public goods" in paragraph  1.1).

For example, for an uncongested road, the economically best solution is to keep the road toll-free and 
to compensate the concessionaire via availability payments. However, this solution is the financially 
worst option for the public authority. 

Sometimes, negative and positive concessions are tendered together as a package, with the intention 
that the positive concession cross-subsidises the negative concession. 

Separate from the issue of whether users should pay for the usage of the transport infrastructure is the 
question of whether the private sector should assume traffic and revenue risk. 
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In some PPPs the private concession company collects money from users, but does not keep the 
revenues. The revenues are instead passed on to the public authorities and the concessionaire is 
funded via regular transfer payments from the public budget. In such a case, the company does not 
take on traffic or revenue risks, although the users pay for using the infrastructure. 

1.9 THE DIFFERENT STAKEHOLDERS IN PPP PROJECTS

A number of public and private sector entities are involved in PPP projects. The main parties are: 

The agency which procures the PPP and grants the concession on behalf of the State or a local 
authority. This agency can either be a dedicated PPP agency, the country's government, a 
ministry, a local government, a dedicated institution, or another public entity. Sometimes this 
agency is called “grantor” or “principal”. 

The regulator which regulates and monitors the private concessionaire. In many cases the 
regulator is the same entity as the grantor. 

The equity investors, also called "sponsors", who create a Special Purpose Company ("SPC") as 
the legal owner of the concession. The SPC signs the concession contract and is the legal 
counterpart to the grantor. 

Financiers, such as commercial banks, IFIs, investment funds, etc. Together with the equity 
investors, they provide the capital needed to finance the PPP. Sometimes the financiers also 
invest in the SPC and are, therefore, sponsors as well. 

The general contractor with its subcontractors, which builds the infrastructure. Often, the general 
contractor is also a shareholder in the SPC, which frequently causes conflicts of interest. 

The operator of the infrastructure, which is sometimes the same as the general contractor. 
Sometimes, the operator is also part of the sponsor group. Again, this can cause conflicts of 
interest. 

Advisors to the grantor, SPC and banks. Normally, each of those has their own technical, 
transport, financial and legal advisors. 

Other entities, such as insurance companies, rating agencies, suppliers, etc. 

1.10 TYPICAL LEGAL STRUCTURE AND FLOW OF FUNDS IN A PPP PROJECT

Figure 1 shows a simplified structure of a typical PPP project with its contractual relationships and 
principal flow of funds. 
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Figure 1: Simplified Legal Structure and Flow of Funds in a PPP Model 

Legal and Contractual Structure 
The public sector, in its form as grantor, tenders, negotiates and signs the PPP contract with the 
project company, SPV. The PPP contract, also often called the concession agreement, defines the 
rights and duties of the main parties. The project company is established, via a shareholder 
agreement, by the investors, also called the sponsors or sometimes promoters. 

The project company signs loan agreements with commercial banks and, if applicable, IFIs in order to 
finance the investments. It also signs construction contracts with the main contractor. The construction 
contract is normally a fixed price, turnkey contract. The project company also signs an operating 
contract with the operating company, defining the duties and rights of the parties. 

In addition to these contracts, there are various agreements regulating the rights of the banks vis-à-vis 
the contractor and the grantor, the involvement of the insurance companies, or the duties of the 
advisors. 
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Flow of Funds 
In order to fund the project, the investors have to pay the necessary equity into the project company, 
which will then borrow the majority of the funds from commercial banks and IFIs. The equity, the loan 
funds and any public funds are used to pay the contractors which will build the infrastructure. Once the 
facility is operated by the operating company, users will either pay direct payments to the company, 
and/or the public sector will make payments to the project company. 

With these revenues, the company will repay the bank loans and will pay dividends to its shareholders. 
The project company may also have to pay a concession fee to the grantor, and if the project is very 
profitable, it will have to share the profits with the public authorities. 

However, experience has shown that the real profit some sponsors gain from PPPs is in their role as 
contractor, implementing the project. Many sponsors see PPPs as construction projects were they are 
able to charge risk premiums, compared to conventional projects. 

In addition to the flows described above, there are other financial flows, such as the payment of 
insurance premiums, advisory fees, arrangement fees, etc. 

In case the finance used to implement the project is raised via bonds, there is an additional layer of 
actors such as the bond holders and the rating agencies with their associated financial flows. 

At the end of the concession period, the project company is generally expected to hand all assets in a 
pre-defined condition to the public authorities. 

PPP’s are mostly financed using non-recourse or limited-recourse project finance schemes. This 
means that, should the project not be able to repay the loans, the lenders have no recourse to the 
assets of the investors, except the equity of the project company. PPPs are, therefore, purely cash 
flow oriented (all the debt repayments have to come from the project). It is this fact that makes PPPs 
so attractive to the investors, but it also increases the risk of financial failure. This in turn increases the 
risk margin the banks charge for their loans. 

1.11 THE ROLE OF THE PUBLIC SECTOR IN PPPS

Although the public sector can and should pass on many duties to the private sector, some tasks have 
to be undertaken by the public sector, even once the infrastructure has been privatised. 

What is generally required is a shift from a “technical authority" towards a “managerial, supervisory 
body”. The major tasks the public sector has to undertake are: 

Needs assessments, which is often influenced by political plans, especially concerning strategic 
projects. However, economic considerations must prevail; 

Conducting and supervising public inquiries, and approving their results; 

Establishing and controlling general standards, such as technical, health & safety or 
environmental standards; 

Overseeing the restructuring of the transport sector before PPPs are launched; 

Tendering and awarding PPP contracts; and 

Monitoring and regulating PPPs, including, if necessary, price setting, ensuring fair competition, 
etc.

1.12 MILESTONES IN A PPP PROJECT

PPPs can be divided into a sequence of distinct phases. Table 3 shows the simplified sequence from 
project definition to project operation. At the end of the project's operation, once the concession period 
has expired, the company assets are transferred to the public authority. 

The most important milestones are: 

project definition (after a detailed feasibility study); 
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pre-qualification and shortlisting of potential private partners and the subsequent request for 
proposals; 

tender period after which technical and financial bids are submitted; 

tender evaluation and selection of preferred bidder(s); 

contract negotiation with preferred bidder(s), award and signing of PPP contract; 

financial closing at which point the financial arrangements are in place and the banks are 
committed to provide the necessary funds; 

commencement of construction; 

completion of construction and start of operation; and 

at the end of the project's concession period, transfer of all assets to the public authority. 
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Table 3: The Sequence of a PPP Project from Project Definition to Operation 

Project Definition 
Tender Procedures and 

Risk Analysis 
Negotiation / Award and 

Financing 
Project Implementation Project Operation 

Public Authority 
(Grantor, Principal) 

 Economic and 
financial feasibility 
study 

 Decision to 
implement project 

 PSC, is project 
suitable for PPP? 

 Prequalification 
 Selection of qualified 

bidders 
 Invitation to tender 

 Bid evaluation 
 Contract negotiation 
 Contract award 

 Controlling and 
monitoring of services 

 Progress monitoring 
 Performance control 
 Contract management 
 If necessary payments 

to project company 

Investors 
(sponsors) 

 Search and selection 
of partners 

 Application to be 
short listed for tender 
process

 Formation of bidding 
group 

 Preparation of bid 
documentation 

 Business Plan 
 Cash Flow Model 
 Bid submission 

 Negotiation 
 Adjustments to the bid 
 Establishment of the 

project company (SPC) 
 PPP contract 
 Provision of equity 
 Financial closing 

 Operation 
 Shareholder controls 

 Operation 
 Shareholder controls 
 Collecting of dividends 

Banks 

 Detailed bankability 
tests

 Due diligence 
 Risk analysis 
 Cash flow model 

 Firm commitments 
 Information memo 
 Credit contracts 
 Financial closing 

 Disbursements 
 Monitoring of financial 

covenants & 
milestones 

 Repayments 
 Monitoring of financial 

covenants & 
milestones 

Contractors / 
Supplier 

 Bidding to the sponsors 
for construction and 
service contracts 

 Adjustment of tasks 
and price (value 
engineering) 

 Completion 
 Warranty 
 Providing of services 

 Routine and heavy 
maintenance 

Project Company 
/SPC

 Establishment of the 
SPC

 Signing and takeover 
of contracts 

 Financial closing 

 Project- and risk 
Management 

 Repayment of loans 
 Operating 

infrastructure
 Marketing, etc, 

Users     
 Use of infrastructure 
 Payment of user fees 
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1.13 MAIN OBSTACLES FOR PPP IN INFRASTRUCTURE

PPPs are not stand-alone initiatives, they are part of modernisation efforts in the public sector. To 
achieve positive results, PPPs often require drastic changes to the existing political, economical and 
legal framework. 

Generally, the main obstacles to overcome are: 

Lack of understanding of the objectives, possibilities and limitations of PPPs. Sometimes, public 
sector authorities and private sector agents have wrong ideas of what PPPs can and cannot do. 

Lack of willingness to undertake sector reforms. PPPs are sometimes seen as solutions for 
fundamental problems plaguing the transport sector. 

Instead of solving these issues first, PPPs are started in the hope of overcoming the problems. 
However, PPPs cannot solve sector wide problems, they are solutions to concrete project issues. 

Complexity of the procurement process, combined with the predominantly technical orientation of 
the public authorities. There is often too little economic and commercial competence and 
authorities are sometimes unwilling to buy this competence by hiring experienced advisors. 

One-sided focus on short-term budgetary constraints, instead of working on initiatives which 
achieve sustainable cost savings and efficiency gains. 

Unbalanced risk allocation. PPP does not mean that all risks can be transferred to the private 
sector. Risks have to be allocated in an optimal way between all parties. 

Different policies and approaches on local and central government levels. 

High transaction costs, specifically during the introduction of PPPs. 

Lack of instruments to evaluate the suitability of PPP’s, such as a PSC. 

Unsuitability of existing rules and regulations concerning 

financing of public sector entities; 

taxation of public and private sector entities; 

subsidies and other kind of public support; and 

accounting standards. 

Lack of stable and reliable political structures, as well as lack of independent jurisdiction. 

1.14 SELECTING A PREFERRED PRIVATISATION MODEL

The most important factors influencing the selection of a preferred privatisation model for infrastructure 
projects are i) the size of the project; ii) the potential economic viability and financial profitability; iii) the 
legal framework; iv) the extent of required risk transfer; and v) the interest shown by potential 
investors. 

Size of the project 
Commercialisation, privatisation, and outsourcing can be done for almost any project sizes. Because 
the project preparation and legal arrangements are relatively simple, there is almost no lower limit for 
which such schemes can be implemented. 

However, project preparation for PPPs can be complicated and the legal documents are often 
complicated. PPPs are, therefore, only useful if the project size is above a certain threshold. 

Potential profitability 
It is generally accepted that direct privatisation is only feasible if the underlying infrastructure is 
profitable (meaning that the costs can be recovered from user payments). In 1996, the Government of 
the United Kingdom privatised the railway infrastructure company "Railtrack" via a listing on the 
London Stock Exchange. However, Railtrack was always loss making and depended on payments 
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from the central government budget. In 2001, the company went into administration and Railtrack was 
acquired by Network Rail, a de facto state owned company. 

In other forms of private sector involvement, the projects do not have to cover their costs via direct 
user payments. As already mentioned above, prisons in the UK are financed on a PPP basis, although 
they have no direct user payments. 

Legal framework 
In some countries, the existing legal system does not allow the private sector to get involved in the 
provision of infrastructure. In such systems, none of the privatisation concepts might be possible. 

However, even in countries where private sector participation is allowed, other obstacles might 
prevent certain type of projects. For example, some countries require that roads must not be tolled, 
and if they are tolled, a non-tolled alternative must be available to the drivers. 

In other countries, the general commercial laws require that all prices must be "fair". It can be up to the 
country's court to decide whether certain toll levels or port tariffs are fair and reflect the services 
provided. In one recent example a country's high-court decided that the toll levels agreed between the 
concessionaire (the PPP company) and the government were too high and had to be reduced. As a 
result, the PPP company was not able to repay its loans and the government had to compensate the 
banks and the private sector partners. 

Extent of required risk transfer 
In all privatisation strategies, the private sector takes on the usual contractor risks. However, different 
strategies result in different transfers of additional risk to the private sector. While commercialisation 
does not transfer any risk to the private sector, privatisation transfers all risks to the private sector. 
With outsourcing, the risks will still stay with the public sector, but PPPs allow a real risk allocation 
between the public and the private sectors. 

Interest shown by potential investors 
The interest shown by investors depends on factors that the public sector can influence, and also on 
factors which are outside its influence. 

By considering whether to invest in a certain project in a specific country, the potential investors will 
evaluate country related risks (economic, political and legal stability, etc) and project related issues 
(project risks, payment mechanisms, profitability, etc.). If potential investors perceive either the country 
risks, and/ or the project risks as too high, they will not participate in the tender process. Many 
proposed PPPs fail because no investor is even willing to take part in the prequalification process. 
Even if companies get involved in the PPP tender process, they may ultimately not be willing to sign 
concession contracts because the country risks and/or project risks are perceived as too high.  

It is, therefore, of utmost importance for any authority intending to launch a PPP to understand the risk 
appetite and risk tolerance of potential investors. PPPs have to be structured so that risks are 
allocated between all partners in a fair and transparent manner.  

However, there are also factors which are outside the host country's influence, such as the 
competition from projects in other, more attractive countries, the banks' appetite to finance projects 
with a certain risk profile, etc. 

1.15 POSSIBLE PHASES WHEN INTRODUCING THE PRIVATE SECTOR

When starting to use the private sector for the provision of transport infrastructure and transport 
services, most countries follow a phased approach. Public authorities first want to get experience with 
easy and small projects before embarking on complicated and large projects. Table 4 lists possible 
steps which public authorities can take when introducing the private sector. The table does not list all 
possible phases, and countries do not have to take all steps, or necessarily in the order given in the 
table.



  31  

Table 4: Possible Phases to Involve the Private Sector 

Description of Step Comments

Starting Point 

Force Account: all work is carried out by direct 
labour which is part of public authority 

- no competition 
- all costs are claimed against the public authority’s annual 

budget 
- no risk transfer 
- almost no customer focus (consumer and producer 

functions are part of the same public organisation) 
- budget allocation from consolidated public budget 

(collected through taxes and other dues) 

Commercialisation begins 

Increase efficiency by introducing improved 
management techniques and controlling systems 

Efficiency of direct labour can be improved by: 
- increased accountability 
- stronger consumer / producer separation within the public 

organisation 
- pricing of works according to bill of quantities 

Private sector involvement begins 

Introduce competitive bidding for maintenance and 
operation 

Tendering out of isolated maintenance services to private 
contractors

Introduce “term maintenance” (for example, three 
years, input specification-based contracts) 

Preconditions: 
- increased customer focus by concentrating on what 

infrastructure users need 
- for maintenance contracts: network divided into smaller 

networks (but ensure efficiencies of scale, and avoid 
monopolies)  

Start to change from input to output specifications - Start to apply performance-based contracts 
- Start to transfer project risks to private sector 

Introduce Design & Build Contracts Bundling of design and construction risk in major 
rehabilitation (and later in new construction) works enables 
lifecycle approach 

For maintenance contracts, increase term 
progressively from, for example, three years to, for 
example, ten years 

Gives the contractor more flexibility in investment decisions 
and more security in resource planning. The public sector 
gains independence from budgetary constraints 

Start with maintenance concessions (finance, 
maintain, operate) 

- include routine and periodic maintenance as well as 
rehabilitation for a longer term, depending on the 
investments needed 

- revenues are either availability payments (no revenue risk 
for private sector) or shadow fees (limited revenue risk) 

- use financing schemes, such as project finance (but 
higher financing cost must be compensated through 
efficiency gains) 

- advantages for the public sector: increase in cost 
certainty and independence from budgetary constraints 

- disadvantage for the public sector: long term expenditure 
commitment, limited future budget flexibility 

If appropriate, introduce direct user-paid fees 
(tolls, etc.) as revenue source for private company 

- Increases the risk transfer as private sector takes on 
market risks 

- However, private sector wants to be compensated for this 
risk, with higher profit 

- Interest rate for bank loans will rise 
- Needs careful consideration 
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Section 2 Country Analysis 
The aim of this chapter is to encourage the Countries to start a process in which they engage with the 
European Commission, IFIs, potential investors, and local and foreign advisors on how to enable 
PPPs in their country. 

The Study does not have the resources to, and therefore cannot, provide a detailed overview of the 
current situation in the Countries. The Study can also not give detailed advice to each Country on how 
to attract private investments into the transport sector. 

The following section is based on information contained in i) the Diagnostic Study, completed in 2004; 
ii) various reports of the Transport Infrastructure Network Contract; and iii) the questionnaire sent out 
to all Countries in September 2007 and received back in October/ November 2007. 

2.1 EVALUATION OF QUESTIONNAIRES

The evaluation represents the current situation of private sector participation in the Countries. It 
reflects the information provided by and the opinion of local counterparts who filled in the 
questionnaire. For some countries, additional information from other studies was available which was 
used for the report. 
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2.1.1 Algeria 

2.1.1.1 General Information 
In order to implement a structural adjustment programme, Algeria started in the year 2000 to re-
orientate its economy from a planned towards a market economy. To make up the shortfall in 
infrastructure, the government included in its economic agenda from June 2001 the possibility of 
private sector involvement in the construction and management of infrastructure. 

The government decided to introduce provisions covering private sector involvement in the existing 
legislation for each sector. The first programmes to this end were developed jointly with the World 
Bank and focused on transport, water, mail, telecommunications and energy.  

The organisation of the transport sector is similar to that in the neighbouring countries and of other 
countries in the region. The development of the transport sector is managed by a number of 
institutions:

Ministry of Transport
It is responsible for regulation, planning and development, and deals with all issues connected 
with sector planning, sector development, personnel qualification, international commitments, 
standardisation, etc. 

Different directorates cover various aspects, such as air transport, road safety, freight transport, 
airports and railways. However, the directorates play only a minor role in the port sector. 

Ministry of Public Works  
It is responsible for the technical design and construction of the infrastructure, and for its 
maintenance.  

The Ministry is involved in the preparation of master plans for ports and airports and is exclusively 
responsible for the road master plan. It has no authority over the railway sector. 

Working jointly with the Ministry of Transport, the local public works directorates are responsible 
for the technical follow-up of studies, the construction and maintenance of infrastructure. 

Ministry for Industry and the Promotion of Investments  
It manages the port assets and is responsible for their privatisation via the corporation in charge of 
managing state investments. 

The ministry deals with the privatisation of public undertakings and the coordination (jointly with 
the relevant ministries) of sector reform. 

The ministry operates via SOGEPORTS and the National Agency for the Development of 
Investment (“ANDI”). To date, it cannot intervene in the airport, rail or road sectors. 

Ministry of Interior 
It intervenes in all issues connected with safety and security, particularly in ports and airports 
where facilitation committees play a major role. 

Ministry of Finances 
It intervenes in all issues connected with state property, customs and financing aspects. 

By ministerial decrees, the ministry entrusts to each of the railway, port and airport companies 
certain rights and privileges over the public estate on which the operate  

However, the road sector is entirely placed under the authority of the Ministry of Public Works. The 
conditions of operation and use are defined in the legislation governing state property and its 
subsidiary legislation.  
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2.1.1.2 Country-Specific Aspects in the Road Sector 
Road transport is open to competition and the public sector involvement in road transport accounts for 
less than ten per cent of the market. 

The road infrastructure sector is undergoing an in-depth reorganisation and a regulatory authority has 
been established. The principle of a toll system has also been adopted.  

Two public bodies dedicated to motorways have been established under the authority of the Ministry 
of Public Works: i) the National Motorway Agency is mainly in charge of building motorways; and ii)
the Agency for Motorway Management is responsible for managing motorways and, to an extent, for 
regulatory duties.  

In 1995, when the country was virtually bankrupt, the Government attempted to launch the 
construction of a new East – West motorway between the Moroccan and Tunisian borders as a PPP 
project. The plan was that the private sector would finance the construction of a 1,300 km long 
motorway effectively linking Morocco with Tunisia, via Algeria. The private sector would have been 
reimbursed via toll revenues.  

In order to encourage private sector involvement in this project, enabling legislation was issued in 
September 1996. The initiative happened at an early stage in the overall economic reform programme 
and during the civil war. The main points of the initiative were: 

The legislation permits that the construction, management, maintenance, development and / or 
extension of motorways and their associated structures can be implemented as PPPs. 

Motorway concessions may be granted in accordance with model terms and conditions to any 
public or private legal or physical entity. 

Motorway concession agreements have to be approved by the Council of Ministers, based on a 
joint report by the different ministers in charge of interior, finances and motorways. 

The model specifications make no mention of issues connected to quality of service standards, the 
payment of the concession fees, toll rates and their regulation. 

In 1996, PPPs projects were relatively new in developing countries and the Algerian tender procedure 
for the concession was far from perfect. Because the project was also overambitious, the tender 
process for the East – West motorway failed and the investment is now financed by public funding.  

There is, however, a strong possibility that once the motorway sections are built, a form of PPP will be 
organised for their management and operation. 

2.1.1.3 Country-Specific Aspects in the Railway Sector 
The railway subsector is managed and operated by the public Société National de Transport 
Ferroviaire (“SNTF”). Until 2006, SNTF was also responsible for the construction of railway 
infrastructure. 

Since 2007, railway design and engineering have been entrusted to a specialist body created for that 
purpose ANESRIF, and construction is now undertaken on behalf of the ministry by specialist 
companies, including a SNTF subsidiary. 

SNTF includes 11 subsidiaries and is currently being reorganised with a view to opening up the capital 
of some of its subsidiaries to the private sector.  

The railway sector is going through a crisis and the public authorities have produced an ambitious 
programme to make good the infrastructure shortfall and to reorganise the sector with a view to 
introducing PPPs. Two projects for private sector involvement in the operation of passenger and ore 
transport services are currently being negotiated, a project for a partnership in locomotive 
maintenance is also being investigated. 

The government is planning to invest around USD 13 billion into the railway network. The planned 
investments, and the maintenance and the operation of the railways is governed by the “Railway Act 
of 2001”. The main provisions of this Act, concerning private sector participation, are: 
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The State, as the owner of the national railway network, may provide concessions for the 
operation and construction of railway infrastructure. 

Concessions can be granted on the recommendation of the National Council for Land Transport. A 
decree defining the composition of the National Council for Land Transport has been issued, but 
the tasks and organisation of this regulatory body have not been defined yet.  

There are no guidelines for private sector involvement in the railways. Nevertheless, there was a plan 
to initiate a PPP project in order to improve the railway link to Algeria's iron and phosphate mines. 
However, the government's advisors concluded that the project would only be financially viable with a 
significant public contribution. The plan to implement the project as a PPP was abandoned and the 
government is currently negotiating with the owner of the phosphate mines to form a joint venture 
company with the aim of improving the railway links.  

A partnership project for the operation of passenger rail transport in Algiers’ suburbs is being 
negotiated. 

2.1.1.4 Country-Specific Aspects in the Port Sector 
Working under the authority of the Ministry for Industry and the Promotion of Investment, 
SOGEPORTS is responsible for the Algerian ports and promotes their reform and privatisation.  

The port sector is governed by the Act on Ports and Maritime Transport also called “Maritime Code” of 
1988. It amended a previous act of 1976 and follows up on the legal reforms introduced at the end of 
the last decade. The main aims of the port reform are as follows: 

Raise the overall level of port services and adapt them to the new requirements of economic 
development. The current containerisation ratio in Algeria is less than 35 per cent, compared to 60 
to 70 per cent in the neighbouring countries. 

Introduce new management and operation methods in trading ports in order to increase the 
efficiency.  

Introduce competition rules within and between the ports. 

Open up the commercial port activities to the private sector via a range of partnership 
arrangements. 

Help the ports to grow out of their current position as secondary ports within the region. 

The amendment of the Maritime Code included a number of new provisions, such as: 

The separation between commercial activities and regulatory and public authority duties by the 
creation of regulatory bodies (the port authorities).  

The removal of the monopoly on commercial port activities and their opening up to competition 
(including from the private sector), except for piloting and berthing.  

This effectively sanctions the introduction of the private sector in the operation of commercial port 
activities, including foreign corporations established under Algerian law. This provision is the most 
important one for the liberalisation of port activities. 

Moreover, the new code also states that the State shall bear a significant share of the investments, 
such as maintenance, construction, extension, modernisation and renewal works of the infrastructure 
and dredging, which shall be paid for by the State. 

In addition to the Maritime Act, subsidiary legislation forms the corner stone for the in-depth reform of 
the Algerian port system. 

The subsidiary legislation covers the establishment of the port authorities (three regional port 
authorities were envisaged in 1999) and the opening to competition of towing, handling and 
stevedoring activities. The port authorities have yet to be set up.  
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The port sector covers 11 trading ports organised as public economic undertakings governed by the 
commercial code. Port extension and modernisation is becoming crucial for the domestic economy as 
testified by the growing attention the public authorities devote to their development and privatisation. 

A new master plan for port development (approved by the Government on 25
th
 October 2007) is 

anticipating nearly USD 10 billion of investments by 2020 with the assistance of the private sector. 

The activities of the domestic private sector are limited and only a few minor concessions for specialist 
facilities or stations (oils, bitumen, grain and cement) have been granted to domestic companies. The 
main potential investors are foreign port operators and shipping lines.  

The private sector is currently involved in the management and operation of two container terminals 
(Bejaia and Annaba), and is also active in port handling and stevedoring in virtually all ports.  

In future, the following projects are envisaged: 

Negotiations are currently under way with a potential investor for two terminals at the ports of 
Algiers and Djen Djen with a view to award of concessions soon. 

The container terminal in the port of Oran, for which the feasibility study has been completed, is 
likely to be concessioned in 2008-2009. 

Partnership projects are being investigated for the creation and operation of dry ports in Skikda, 
Bettioua (Oran) and Annaba. 

Projects are being investigated for the extension and development of the ports of Mostaganem, 
Ghazaouet and Tenes, with private involvement. 

With the exception of the port of Djen Djen the Algerian ports, and particularly the container terminals, 
are intended to deal mainly with domestic traffic (origin / destination). However, their current capacity 
and technical characteristics cannot cope with economic demand, the development of containerisation 
and modern port management. In addition there is potential for export development from the Algerian 
market, since currently nearly 90 per cent of containers are empty on leaving Algerian ports.  

Maritime transport is open to competition and numerous operators are present in the market. The 
National Maritime Company and the National Maritime Company for Passenger Transport opened up 
more than 50 per cent of their capital to the private sector. Ship supply and provisioning is entirely 
open to the private sector. 

2.1.1.5 Country-Specific Aspects in the Airport Sector 
The Algerian airport sector is made up of 35 airports, managed by three regional airport management 
agencies, placed under the direct authority of the Ministry of Transport.  

The 1966 Act on Civil Aviation was amended in 1998. The main objectives of the reform were: 

modernisation of sector management; 

separation between the regulatory and commercial activities; 

opening up of air transport to competition and adapting to the global market; 

opening up of airport construction and operation to competition and to private financing; 

upgrading of air safety and of air transport in general; 

improved transit conditions in domestic airports; and 

boosting of the aircraft industry. 

The 1998 Act was again amended on several occasions, most recently in 2006.  

The main provisions regarding private investments in airport construction and operation are listed 
below: 
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Construction and operation of airports can be the subject of a concession.  

With the exception of the State, only physical persons of Algerian nationality or legal entities 
established under Algerian law can create and / or operate airports.  

In concession agreements, the State is responsible for the construction, maintenance and 
operation of the air traffic control installations. However, the concessionaire takes responsibility for 
part or all of the expenses incurred by the State. 

The concessionaire is also responsible for the development and the maintenance of the 
infrastructure and of the buildings, facilities and tools required for commercial operation. However, 
the State can grant the concessionaire financial compensation to cover part or all of the public 
service duties imposed upon it. 

The concession agreement and the associated specifications are approved by decree by the 
Council of Ministers. 

However, so far the private sector is only involved in the management of the Algiers terminal and in 
the running of the shops in all airport terminals and in the catering. 

The concession project covering the Algiers airport was initiated in 2002 by the Ministry of Transport 
and covers the operation of the airport by Aéroport de Paris under a management agreement. 
Originally, it was foreseen that the new facilities would be financed by the private sector, via a BOT 
structure. However, after long negotiations with various interested parties, the Algerian Government 
decided to fund the investments itself and only to award a management contract. 

A development strategy for the airport system, completed by the International Air Transport 
Association (IATA) in 2007, recommended the reorganisation of the airport system, including the 
awarding of concessions. Air navigation is under the exclusive authority of the State and is, therefore, 
not open to the private sector. A study is currently being completed to assess those aspects of air 
navigation which have to come under State authority and those which could be opened up to private 
investment. 
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2.1.2 Egypt 

2.1.2.1 General Information 
Private companies are involved in all areas of transport, however, the extent varies from sector to 
sector. 

Private sector involvement within the road and railway networks is limited to design, construction, and 
maintenance. However, within the road network, the majority of the construction and the maintenance 
works are carried out by publicly owned companies. 

Besides the transport sector, private companies have a strong influence within the telecommunication, 
water, and electricity sectors. Since 1991, private companies have partnered with the government to 
implement 16 projects worth around Euro 4.4 billion, mostly in telecommunication but also including 
transport, irrigation, sewage and healthcare. The extension of private sector participations is planned 
and 14 PPP projects are currently under preparation. 

Within the transport sector, the majority of private participation takes place in the port and airport 
sectors. There are several laws for these sectors governing private sector participation. A PPP law 
should have been enacted by late 2007. The Ministry of Finance prepared this new legislation, which 
will govern the relationship between the government and the private sector in future PPP projects. 

In June 2006, a Central PPP Unit located in the Ministry of Finance was established. An additional 
PPP Unit was established in July 2007, reporting directly to the Minister of Transport. 

Up to now the Central PPP Unit has: 

Established a national PPP policy; 

Communicated PPP objectives and mechanisms to line ministries, lenders, investors, the press 
and the general public; 

Adopted and localised successful international PPP models; and 

Developed PPP guidance and methodologies appropriate to Egypt. 

Furthermore, the Central PPP Unit is currently working on: 

Developing a “tool kit” to standardise PPP practice across the government; 

Assisting line ministries and other public bodies to develop PPP proposals; 

Communicating the PPP process to the private sector participants (lenders, legal community, 
investors); 

Formulating the structure of PPP funding and security packages; 

Identifying issues that may impede the PPP programme; 

Steering and advising on PPP tenders through active early involvement and selection of external 
advisors; 

Supervising best practice implementation and capturing stakeholders’ feedback; 

Finalising PPP standard contracts; and 

Drafting the PPP law. 

2.1.2.2 Country-Specific Aspects in the Road Sector 
The General Authority for Roads, Bridges and Land Transport ("GARBLET") – a unit within the 
Ministry of Transport – is responsible for the primary road network, such as highways. It is supported 
by the Ministry of Housing and Development. 



EuroMed Transport Project – Main Contract 

Micro Study on Public Private Partnerships in the Transport Sector   40 

The secondary road network is managed by the local governments. The Ministry of Transport, 
together with the Ministry of Housing and Development, is charged with the following tasks: i) needs 
assessment; ii) definition of projects; and iii) design. 

However, design work is awarded to the private sector. The Ministry of Transport and the publicly 
owned companies undertake construction work. The operation of the road network is carried out by 
the Ministry of Transport, however, GARBLET is responsible for the maintenance. 

The following road user charges exist: 

Import tax for cars and spare parts; 

Vehicle registration fee; 

Driver licence fee; 

Fuel tax; 

Fees for traffic violation; 

Tolls for heavy goods vehicle and cars; 

Axle-weight-fines; and 

Advertising.

Tolls, axle-weight-fines and advertising are ear-marked for the road sector. The majority of fuel tax 
revenues go to the Ministry of Finance. The remaining revenues go to the Ministry of Interior. 

No PPP projects have been implemented in the road sector, but several projects with private sector 
participation are under preparation, such as the following seven highways: 

Highway Length (km) 

Upgrading Cairo/Alexandria desert road 164

Shoubra/Banha/Alexandria 45

Toukh/Elzagazigh 45

Kafr El Zayat/Hoch Eissa/Alexandria 110

El Baghour/Dafra 40

Upgrading Cairo Peripheral Ring Road 102

Upgrading of the international Coastal Road 575

The Cairo-Alexandria Freeway Project contains the transfer of the responsibility for construction, 
financing, maintenance, and operation to a private partner. The cost recovery method for the private 
partner is not identified yet, and the different options are still under evaluation. 

Other possible projects cover one phase of the life cycle, such as maintenance or operation. There a 
several projects for upgrading of existing roads or construction of new roads, which are identified as 
possible PPP projects. 

There is a clear hope and expectation on the side of the Egyptian Government to use PPPs in the 
road sector in the future. 

2.1.2.3 Country-Specific Aspects in the Railway Sector 
The responsible authority for the national railways and metro systems is the Egyptian National 
Railway, a body of the Ministry of Transport. The Governorate of Cairo and the Governorate of 
Alexandria take responsibility for their urban light rail systems. 
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Approximately 50 per cent of railway expenditures are covered by fares and other revenues such as 
advertising and fines. 

Since 1981, the Egyptian National Railways entered into two joint venture companies, one with a 
German partner and another with a French partner. These companies, Egyptian German Railways 
Construction Company and Egyptian French Railways Construction Company are responsible for the 
rehabilitation, maintenance and new construction of lines. 

A comprehensive restructuring plan for the Egyptian National Railways is under implementation. A 
new organisational structure was launched in 2008 to support the reform programme of the railways, 
this reform programme includes PPPs. 

Several PPP projects are planned for the Egyptian railways, covering various phases of the life-cycle, 
depending on the different projects. 

However, at this stage the reimbursement methods are not determined. In order to encourage private 
companies to invest in the railway sector, the Ministry of Transport has recently modified Law No. 152 
covering the railway sector. 

2.1.2.4 Country-Specific Aspects in the Port Sector 
The Ministry of Transport has overall responsibility for the port sector. In addition, there are several 
authorities whose responsibilities are, however, limited to the respective port. The authorities are: 

the Alexandria Port Authority; 

the Damietta Port Authority; 

the Port Said Port Authority; 

the Red Sea Port Authority; and 

the Egyptian Authority for Maritime Safety. 

Each port authority owns the basic port infrastructure, such as land and water access, but leases the 
infrastructure, via long-term contracts with operators who provide and operate the remaining port 
infrastructure, such as terminals. 

The operators also provide services to ships and cargo, while the port authority fulfils all regulatory 
functions. The following private operators are active in the sector: 

Sokhna Port Development Co. SPDC (port); 

Suez Canal Container Terminal SCCT (Port Said East) (terminal); 

Alexandria International Container Terminals AICT (Ports of Alexandria and El Dekheila new 
container terminals), where Hutchison Port Holdings (HPH) entered into an agreement with the 
Alexandria Port Authority to modernise, expand, and manage the container terminals on a 25 year 
BOT contract; 

Damietta, Mubarak Complex for Gas and Petrochemicals, where the Spanish-Egyptian Gas 
Company (SEGAS) constructed a unit liquefying the natural gas with production capacity of 7.5 
billion m

3
 annually. The aim is to export 4.8 billion m

3
liquefied gas to Spain and Italy. (Investment 

cost was approximately US$ 1.4 billion) and  

Kuwait and Gulf Link Port International KGL IP (terminal). 

A comprehensive master plan for East Port-Said port has recently been completed. A list of future 
investments included in the master plan will be implemented by the private sector using PPP 
schemes. 

The following fees, whose revenues are not earmarked for port infrastructure investments, are levied 
by the port authorities: 
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Port fee for using the ports; 

Pilotage;

Towage; 

Inspections; 

Lighthouses; and 

Anchorage. 

The revenues cover the running costs for the operation of the ports. 

Within the port and maritime sector, around 20 PPP concessions were awarded in the last few years. 
The majority of these projects include various phases of the life-cycle, such as design, construction, 
finance, maintenance, and operation. 

In many cases the ownership of the asset is transferred to the private partner over the project 
duration, and will be transferred back at the end of the project. The duration of the contracts varies 
from 10 years up to 40 years. 

2.1.2.5 Country-Specific Aspects in the Airport Sector 
There are 11 international airports in Egypt. The responsible authorities for these airports are the 
Ministry of Civil Aviation, the Civil Aviation Authority, and the Holding Company for Airports and Air 
Navigation. 

Several private companies operate some of the airports, such as: 

Germany’s Fraport AG (Cairo Airport); 

Aéroports De Paris ADP (Luxor, Aswan, Abu Simbel, Sharm El Sheikh, Hurghada, Marsa Allam 
Airport); and 

International Company for Airports (El Alamein Airport). 

There are different kinds of revenues for the Egyptian airport sector, including landing fees, fee for 
using the Egyptian airspace, fee for using flight control services, ticket taxes, and passenger fees. 

Several PPP projects were awarded in the airport sector. Almost half of these projects include various 
phases of the life-cycle, such as design, construction, finance, maintenance, and operation. Other 
projects contain only one phase of the life-cycle, such as operation or construction. The duration of the 
PPP contracts varies from 10 years up to 40 years. 

It is planned to use PPP schemes also for future projects. 
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2.1.3 Israel 

2.1.3.1 General Information 
In the road and light railway sector, private involvement is already a useful instrument in ensuring the 
development, construction, operation, and maintenance of the infrastructure. 

To recover their costs, the private companies involved in transport infrastructure have the possibility to 
collect user payments, such as tolls. However, the ownership of these assets remains in the hands of 
public authorities. Currently, for each project, specific legislation is necessary. Nevertheless, general 
legislation for highways exists already. 

A PPP institution was established in the early 2000s, subordinated to the Ministry of Finance. Recently 
a PPP department was established in the Economics & Planning Unit of the Ministry of Transport. So 
far, six road PPP projects and two light rail PPP projects have been signed or an in final tender stage, 
and another 13 PPP projects (five roads, one road maintenance, two light rail, one railway, two ports, 
one Intelligent Transport Systems and one airport) are planned and implementation is expected by the 
end of 2015. 

2.1.3.2 Country-Specific Aspects in the Road Sector 
The Ministry of Transport with the National Roads Company, other governmental companies and local 
authority companies are responsible for the primary and secondary road network. At the level of urban 
roads, the local authorities work on the behalf of the ministry. All road assets are publicly owned. 

Road user charges are: 

Import tax for cars and spare parts; 

Vehicle registration fee; 

Driver license fee; 

Fuel tax; 

Fees for traffic violation; and 

Tolls.

Several PPPs have been implemented in the road sector. With one exception, the private companies 
are responsible for design, construction, finance, maintenance, and operation. In one case the private 
company was not responsible for the design of the road section. 

The PPP companies can recover their costs in different ways: real tolls, shadow tolls, initial investment 
payments, payments for maintenance and operation and minimum revenues guarantees are used.  

In several projects, the public authority provided initial investment payments, and in one project, 
regular transfer payments are made in addition to traffic related payments. 

2.1.3.3 Country-Specific Aspects in the Railway Sector 
The Israel Railways Company – a public company – is responsible for the railway system in Israel. 
However, some private companies own and maintain freight rolling stock which is operated by Israel 
Railways Company. 

2.1.3.4 Country-Specific Aspects in the Port Sector 
Up to the year 2005 all commercial ports were operated by Israel Ports Authority. In 2005 the Port 
Authority was restructured and a new organisation was formed. The three commercial ports became 
each a government company to operate the ports. A new company which is the owner and developer 
of the assets was also established.  

Two new ports are planned to be constructed and operated using PPPs. A private company - the 
Israeli Shipyards Company - is authorized to handle all kind of cargo.  
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2.1.3.5 Country-Specific Aspects in the Airport Sector 
Some of the airport services are provided by private companies, licensed by the Airports Authority. 
Examples are private cargo terminals and airplane loading/unloading services at Ben Gurion Airport, 
handling agents and all VIP lounges. 

It was decided to develop a new international airport in the north of Israel using a PPP.  
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2.1.4 Jordan 

2.1.4.1 General Information 
The public authority can entrust the private sector with the provision of public services and delegation 
of public service contracts are widely used. Such arrangements are also allowed in the transport 
sector. 

As a result, the private sector is already involved in many life cycle phases of transport projects, 
however, the ownership of the asset remains always with the public sector.  

The road sector is the only sector where private companies are not involved in the operation of the 
infrastructure and the revenue collection. 

Private companies can also become shareholders in public companies.  

Each transport sub-sector has its own legislation, defining the regulatory framework of the various 
activities. The legislation also aims to facilitate private sector participation in the different tasks. 

There are several laws or regulations concerning privatisation, private sector participation and PPPs 
for each transport sector. These laws are: 

Privatisation Law no. 25 from 2000; 

The Investment Promotion Law of 1995 and its amendments; and 

New Investment Law. 

The main aspects of the “Privatisation Law” are the regulation of privatisation methods and ways to 
restructure public institutions or enterprises. 

The existing “Transport Law, Aviation Law, Public Transport Law, and Aqaba Special Economic Zone 
Law” allow the introduction of long-term contracts such as PPPs. 

Furthermore, both the “Privatisation Law” and the “Investment Law” can be used as legal instruments 
to implement PPPs and to provide investment incentives for projects. In all cases, the projects need 
the approval of the Council of Ministers. 

Jordan also has an Executive Privatisation Commission whose objectives are the development and 
implementation of PPPs. It was established in 1996 and is under the responsibility of the Prime 
Minister.

The commission facilitates transactions by providing technical assistance through funds or allocated 
budgets. The engaged consultants assist the public institutions with the implementation of projects. 

So far, about 70 transactions, including privatisations, have been completed under the Privatisation 
Programme and privatisation proceeds amount to over JOD 1,300 million (approximately 
Euro 1,260 million), including the JOD 163 million yield on the sale of the government’s stake in public 
companies. 

2.1.4.2 Country-Specific Aspects in the Road Sector 
The roads outside the capital Amman are the responsibility of the Ministry of Public Works and 
Housing and the Governorates Public Works Directorates. In the capital Amman, the Amman 
Municipality, together with the Ministry of Public Works and Housing are responsible for the overall 
management of the road network. 

These public entities have their core competences in needs assessment, project definition and in the 
operation of the road network. Further tasks, such as design, construction, and maintenance are 
carried out by private companies. All roads are publicly owned. 

There are different kinds of road user charges, such as an import tax for cars and spare parts, vehicle 
registration fee, driver licence fee, fuel tax and vignettes, but none of them is earmarked for road 
sector funding.  
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The budget for the road sector is provided through the Ministry of Finance. 

There are no PPP projects according to the definition of this study. However, the private sector pre-
financed construction works on three road projects. These projects were eventually funded by IFIs, 
such as the EIB, the Wold Bank, and the Arab Fund for Social and Economic Development. 

However, there are plans to use PPPs in the future. 

2.1.4.3 Country Specific Aspects in the Railway Sector 
There are two sub-categories of railways: i) international railway axes; and ii) light rail, intercity 
connections and inner-city connections. The Ministry of Transport is responsible for the first category, 
while the Transport Regulatory Commission for Public Passenger Transport is responsible for the 
second category. 

Two railway lines are in operation. The first is the Aqaba Railway Corporation (293.7 km), the second 
is the Hijaz Jordan Railways (327.8 km). Both are publicly owned and narrow gauge railways. 

The Aqaba Railway Corporation transports mainly phosphates from mines to the Aqaba port. The 
Hijaz Jordan Railways provides limited passengers services and freight services between Amman and 
Damascus. 

The revenues for the railway sector come from freight tariffs and passenger fares. Only in the case of 
the Aqaba Railway Corporation do the revenues cover the costs. The Hijaz Jordan Railways needs 
financial support from the Public Treasury and from the Ministry of Transport. 

A third railways system will be under construction soon. This system will be privately operated by the 
Aknan Global Consortium – Jordanian Kuwaiti Development Company, established in April 2008. 
Once the construction is completed, the company will provide passenger transport services between 
Amman and Zarqa. It will be the first electrically powered, two track, standard gauge system in Jordan. 

This project is a PPP whose construction was scheduled to start in early 2008. The private sector is 
responsible for all phases of the lifecycle, such as design, financing, construction, maintenance and 
operation. In addition to initial government payments, the private company will receive fare-box 
revenues. The Development Company is the concessionaire of the project. The consortium comprises 
Kuwaiti and Spanish companies. The following table gives an overview of the project. 

Duration of the tender process 2 years 

Date of signing of the concession agreement May 2008 

Project volume JOD 236 million (Euro 230 million) 

 Of which financed by the concessionaire JOD 176 million (Euro 172 million) 

 Of which financed by the government of Jordan JOD 60 million (Euro 58 million) 

Contract period 30 years 

Length of the line 26 km 

Owner of the asset Public 

The Ministry of Transport is interested in implementing more PPP projects in the future. The ministry is 
preparing a long term “Master Plan for Railways in Jordan”. The aim is to connect Jordan’s rail 
network to Europe via Syria and Turkey, and therefore making freight traffic to Europe possible. 

2.1.4.4 Country-Specific Aspects in the Port Sector 
The port of Aqaba is the only port in Jordan. The Ministry of Transport and the Jordan Maritime 
Authority are responsible for regulating, developing and monitoring the sector. 

The port of Aqaba is managed and developed by the Aqaba Development Corporation which owns the 
port infrastructure and assets. The port and its terminals are operated by several operators, these are: 

Aqaba Ports Corporation (a governmental institution); 

Aqaba Ports Marine Service Company (private company); and 
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Aqaba Container Terminal Company. 

The port assets are rented to the operators, which provide the services to ships and cargo, and lease 
the infrastructure via long-term contracts. 

The following fees are levied by the port authorities and by the Aqaba Ports Marine Service Company. 

Port fee for using the ports; 

Berth fee / dockage (levied by the Aqaba Ports Marine Service Company); 

Fee for pilotage (levied by the Aqaba Ports Marine Service Company); 

Fee for towage (levied by the Aqaba Ports Marine Service Company); 

Fee for stevedoring; 

Fee for shore handling; 

Fee for storage; 

Fee for lashing (levied by the Aqaba Ports Marine Service Company); and 

Fee for container handling (levied by the Aqaba Container Terminal Company). 

The revenues are partially earmarked for the port infrastructure and cover the costs. 

2.1.4.5 Country-Specific Aspects in the Airport Sector 
There are three international airports in Jordan: 

Queen Alia International Airport (Amman); 

Marka International Airport (Amman); and 

King Hussein Airport (Aqaba). 

In total, they handle about 4.5 million passengers per year and 100,000 tonnes of goods. 

The Civil Aviation Regulatory Commission is responsible for regulating international airports, as well 
as for domestic airports and for civil aviation. The Ministry of Transport is considering establishing a 
company fully owned by the Government and attached to the Ministry. The company "Jordan Airports 
Company" will be the investment arm of the Government in the airports sector. 

There are various sector revenues, including landing fees, a fee for using the airport, fee for using the 
airspace, fee for using flight control services and ticket taxes. Not all of the revenues are earmarked 
for the airport sector and the revenues do not cover the costs. The Ministry of Finance, therefore, 
provides funds from the public budget. 

Queen Alia International Airport is operated by " Aéroports de Paris (France)" who is a member of the 
private sector consortium" Airport International Group Company", a French – Cypriote – Kuwaiti - 
Emirati – Jordanian consortium. Airport International Group" won the tender for Queen Alia 
International Airport on a BOT basis in April 2007. The shopping areas are operated by the Aldyasa 
Duty Free Shops Company, a Spanish company, which has a contract with "Airport International 
Group". 

"Airport International Group" is responsible for financing, construction, maintenance and operation. 
However, the ownership of the assets is public, but the private companies receive the user revenues.  

The concession agreement for the airport was signed in May 2007, and future investments of around 
Euro 490 million are foreseen. The funds will be used for the rehabilitation and expansion of the 
existing infrastructure and for the construction of a new terminal. The duration of the concession 
contract is 25 years. 
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The Government of Jordan has recently issued a new Civil Aviation Law. One of the main objectives is 
to open the airport sector to private investments. 
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2.1.5 Lebanon 

2.1.5.1 General Information 
Private companies are involved in all transport sectors, except in the provision of railway services.  

In the majority of the sectors, private companies are active in design, construction and maintenance 
works, but not in the financing. However, the government is interested to engage private investors 
more in the future. 

In the port and airport sector private companies have the largest involvement. They are responsible for 
design, construction, operation and maintenance. In the airport sector, private companies are also 
involved in the revenue collection. 

The private sector is allowed to provide all infrastructure services, but there is no specific PPP law. 
There is also no institution dedicated to PPPs. 

Private investments were enhanced with the “Privatisation Law of 2000” and the “Investment Law of 
2001”. The Privatisation Law contains a clause which allows the state to own a “golden share” in 
companies that have a monopolistic nature or that grow to a size that could affect the national 
economy. 

The Higher Council for Privatisation was established as a result of the “Privatisation Law”. The Council 
is in charge of planning and implementing the privatisation programme and its relevant operations. 

It is legally possible to introduce long-term contracts, such as PPPs, for maintenance and operation of 
transport infrastructure. However, any PPP has to be covered by the “Privatisation Law” or the 
“Investment Law”. The Higher Council for Privatisation has the final decision. 

There are currently no PPP projects in the pipeline. 

2.1.5.2 Country-Specific Aspects in the Road Sector 
The Ministry of Public Works & Transport - the Directorate General of Roads & Buildings has 
responsibility for all interurban roads in Lebanon, while the urban roads fall under the responsibility of 
the municipalities. The Directorate General has its core competences in needs assessment, definition 
of the projects and in the operation of the road network. Further tasks, such as detailed design, 
construction, maintenance and other services are to be carried out by private companies. All roads are 
publicly owned. 

There are the following road user charges: 

Import tax for cars and spare parts; 

Vehicle registration fee; 

Fuel tax; and 

Vignette.

These revenues are not earmarked for the road sector. 

The provision of road infrastructure has typically been the exclusive responsibility of the government. 
Attempts during the last decade to attract private investments into road infrastructure have failed. No 
concession has been awarded. However, there are ambitions for future PPP projects. 

A strategy is being prepared to implement medium term performance-based contracts for road 
rehabilitation and road maintenance.  

2.1.5.3 Country-Specific Aspects in the Railway Sector 
There is only one railway line in Lebanon, which was financed by the general budget, but which is not 
in operation at the moment. Nevertheless, plans exist to rehabilitate the section from Tripoli to the 
Syrian border and the section from Riyak to the Syrian border. The Ministry of Public Works & 
Transport – the Railway & Public Bus Transport Authority is responsible for the railway sector 
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There are no PPPs yet, but there are hopes for the future. The government is interested to use the 
private sector for operational and maintenance tasks. 

2.1.5.4 Country-Specific Aspects in the Port Sector 
The Ministry of Public Works & Transport – the Directorate General of Land & Maritime Transport is 
responsible for the management of the ports. The ports' premises and infrastructure is owned by the 
Republic, and is managed by semi-autonomous port authorities under the guidance of the Minister of 
Public Works and Transport. 

The port authorities are: 

Beirut Port Authority; 

Tripoli Port Exploitation Authority; 

Saida Port Exploitation Authority; and 

Tyre Port Exploitation Authority. 

All ports are publicly owned and managed. The infrastructure is constructed, maintained and 
expanded by the port authorities. However, operations like pilotage, towage, stevedoring etc., are 
handled by the private sector and subject to the regulations of The Directorate General of Land and 
Maritime Transport, although these regulations are sometimes deficient. Private companies can 
participate in design, construction, maintenance and operation of port infrastructure. 

At the port of Beirut, a concession to operate the terminals was awarded in 2004. This is the only 
concession project in Lebanon. The Beirut Container Terminal Company won the 10 year contract with 
an option of extending it for five additional years. The assets of the container terminal are publicly 
owned by the Government. 

The following fees are levied by the port authorities and are partially earmarked for the port 
infrastructure: 

Berth fee / dockage; 

Pilotage (levied by the operator); 

Towage (levied by the operator); 

Stevedoring; 

Shore handling; 

Storage; and 

Lashing.

In general, these revenues cover the port expenditures. 

2.1.5.5 Country-Specific Aspects in the Airport Sector 
The Ministry of Public Works and Transport – the Directorate General of Civil Aviation has the 
responsibility over the airport sector. 

Several private operators provide different services such as catering and shopping areas. For the 
provision of these services, the private partners receive user payments. 

The main revenues for the airport sector come from airport fees and civil aviation fees. These fees are 
levied by the public authority and would cover the expenditures within the airport sector. However, the 
revenues are not earmarked for the sector. 
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2.1.6 Morocco 

2.1.6.1 General Information 
The organisation of transport in Morocco is placed under the authority of one single ministry, the 
Ministry of Equipment and Transport, which was established in October 1977 and has never been 
reorganised. The ministry’s central administration is organised into nine main directorates, which focus 
on regulation, safety and supervision. The directorates also act as the governing authorities 
responsible for the operational monitoring of the various transport modes. 

In addition to the ministry with its directorates, a multitude of companies and agencies deal with the 
various transport sectors.  

Private sector involvement in financing, construction, operation and management of transport 
infrastructure and services is only in its infancy in Morocco. Nevertheless, some projects are planned 
which will make it necessary to modernise the legal and institutional framework in line with 
international best practice. 

Morocco has yet to set up an independent regulatory authority. The commissioning of PPP projects, 
particularly in the port sector, will probably provide an opportunity to create this type of body. 

Morocco has no concession law, however, it does have a privatisation law. This law governs the 
transfer of state owned corporations to the private sector. The transport companies targeted by the Act 
are the land transport company, the Moroccan shipping company and the port dredging company. 

2.1.6.2 Country-Specific Aspects in the Road Sector 
The country's road sector is administrated by the Ministry of Transport, via the Roads Directorate. 
There is no private sector involvement in the road sector and no PPPs are currently planned.  

2.1.6.3 Country-Specific Aspects in the Railway Sector 
The Moroccan railway network has a total length of 1,907 km, of which 426 km are double track and 
1,481 km are single track. 1,022 km of lines are electrified. 

Passenger traffic rose steadily over the last five years, with a 60.7 per cent increase between 2000 
and 2005, while freight traffic grew by 29 per cent. 

The national railway company, ONCF, is responsible for the Moroccan railway sector. ONCF is 
currently being reorganised with the aim of making it more efficient and customer-oriented. 

ONCF is already benefiting from reorganisation plans, as a result of which it is in a better financial 
condition and its operating performance has improved. 

The reorganisation of the Moroccan railway network does not foresee the separation of the network 
from operations. ONCF is the general concessionaire and operating licenses can only be granted 
through it. 

This organisation in effect prevents all PPP projects in the railway sector. 

Nevertheless, in 2003 a study analysing the best strategic options for increased railway capacities in 
the south of the country recommended the construction of High Speed Lines using PPP 
arrangements. 

2.1.6.4 Country-Specific Aspects in the Port Sector 
The national port agency ODEP is responsible for the Moroccan port sector. ODEP is currently being 
reorganised with the aim of making it more efficient and customer oriented. 

The existing laws on shipping and maritime transport are currently being updated. The new law will 
provide for the creation of port authorities and the promotion of concession opportunities. This Act will 
also introduce the concept of inland ports (terminals, storage areas, etc.).  

The reorganisation of COMANAV, the Moroccan shipping company, has already begun but steps are 
being taken for its further financial reform and its eventual privatisation. 
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Two PPPs were already implemented in the port sector in Morocco. Both are green field projects 
which were implemented as BOT projects. The investments cover the two container terminals in the 
port of Tanger Méditerranée. 

Two further projects are planned: 

extension of the port of Tanger Méditerranée with the construction of “Tanger Med 2”; and  

development of the container terminal in the port of Casablanca. 

2.1.6.5 Country-Specific Aspects in the Airport Sector 
The national airport agency ONDA is responsible for the Moroccan airport sector. ONDA is currently 
being reorganised with the aim of making it more efficient and customer-oriented. 

Morocco did not yet open up its airport sector to private investments and the private sector is not 
active in the sector. 
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2.1.7  Palestinian Territories 

2.1.7.1 General Information 
Despite the progress made over the past fourteen years, the transport sector is one of the most 
difficult issues confronting the development of the Palestinian economy. Many of the challenges facing 
the transport sector are unusual and not readily amenable to solutions.  

There have been considerable developments in the transport sector, but a lot remains to be done both 
on the physical and the institutional aspects. Progress was made in terms of rehabilitating roads, 
constructing transport facilities, and establishing institutions, but some of the gains have been erased 
by disturbances.  

At present, the transport system is primarily a single-mode system, depending on road transport for 
the movement of people and goods. A fledgling air transport service was initiated with the opening of 
the Gaza International Airport. However, the airport has been closed for the last seven years. Rail 
transport services have been discontinued some time ago and the rail infrastructure dismantled. 
Maritime transport has been initiated, via as the development of a deep seaport in Gaza, but the 
development stopped due to political difficulties.  

Travel between the West Bank and Gaza is restricted and limited. This restricts the level of private 
business investment as well as donors’ activities.  

In future, the transport sector in the Palestinian Territories is expected to play an important role, not 
only in fostering the local economy, but also in integrating the Palestinian economy with the regional 
economy of the Middle East.  

The Palestinian Government has committed itself to the establishment of a free-market economy, 
supported by strong private sector participation. The Palestinian Government is promoting private 
participation in the transport sector in an attempt to commercialise and depoliticise the sector. Several 
governmental institutions or platforms are supporting private sector participations:  

The National Trade Dialogue Project (NTDP) to foster PPPs for development;  

Palestine Private Sector Coordination Council;  

Palestine Standards Institute;  

Palestine Information and Communications Technology Incubator;  

Palestine Investment Promotion Agency; and 

Palestine Industrial Estate and Free Zone Authority.  

2.1.7.2 Country-Specific Aspects in the Road Sector 
The Ministry of Transport and the Ministry of Public Work and Housing are responsible for the road 
network in the Palestinian Territories. The private sector can participate in construction and design.
Despite the small size of the Palestinian territories (6,100 km

2
), there are about 500 towns and villages 

which have to be connected to the road network. An extensive rehabilitation and maintenance 
program is needed.  

Since the establishment of the Palestinian Authorities, considerable effort was invested to implement 
road projects. Rehabilitation of the major roads significantly improved the situation until the year 2000. 
However, the government was unable to develop a funding mechanism to provide the level of 
maintenance needed to sustain these improvements. Furthermore, the existing transport facilities 
remain inadequate and the road network needs expansion. 

The current paved road network of 2,870 km has been expanded by nearly 700 km since 1993. The 
main roads form about 20% of the total road network, regional roads 30% and local roads 50%. 
Unpaved agricultural roads comprise another 2,400 km, up from 800 km in 1993.  

About 50% of the Palestinian paved road network is in poor condition, up by 40% from 1993, despite 
the investments made during the past 14 years. The rehabilitation of old roads and the construction of 
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new roads were far less than needed. In addition, the local authorities were unable to conduct regular 
maintenance primarily due to loss of income. The remaining network is a combination of fair (25%) 
and good (25%) condition.  

Since 2003, local roads have been considerably overburdened and are, therefore, the worst in terms 
of pavement conditions. The following table illustrates the lengths and condition of the network. 

Pavement Condition by Road Class (excluding bypass & settlement roads) 

Condition of Roads (%) 

Classification Length (km) 

Good Fair Poor

Main 620 30 30 40 

Regional 850 18 32 50 

Local 1,400 25 20 55 

Total 2,870    

The number of registered vehicles has dropped significantly since 2000. The MOT reports that 
currently only 18% (69% in the West Bank) of the recorded 177,350 vehicles are licensed.  

In addition about 40,000 cars in the West Bank are unrecorded. Therefore, it is it difficult to keep 
accurate records of vehicle ownership. 

There is a lack of satisfactory and updated information regarding traffic volume on the road network. 
The little data available are based on partial traffic counts conducted in 1995.  

The deteriorating conditions of the road network contributed to a reduced road safety level. The 
annual fatality rate per 10,000 vehicles increased from 12.8 in 1996 to 15.3 in 2000. The fatality rate 
dropped to 13 and 10.4 in 2001 and 2002, respectively, as shown in the following table.  

Road Accident Fatality Rate and Severity Index 

Year

Index Region 

1996 1999 2000 2001 2002 

Palestinian Territories 12.8 13.6 15.3 13.0 10.4 

West Bank 10.5 11.6 13.6 12.5 6.2 
Fatality Rate (fatality/ 10,000 
veh) 

Gaza Strip 18.4 17.3 18.0 13.8 13.9 

Palestinian Territories 2.1 2.2 2.5 2.6 3.6 

West Bank 1.6 1.7 1.9 2.1 2.5 Severity Index (%) 

Gaza Strip 3.8 3.2 4.2 3.9 4.3 

2.1.7.3 Country-Specific Aspects in the Railway Sector 
There are currently no operational railways in Palestinian Territories. 

2.1.7.4 Country-Specific Aspects in the Port Sector 
The maritime and port sector is under the direction of the Palestine Sea Port Authority. Currently, 
there are no commercial ports in Palestinian Territories and there is only one fishing port. Since 1967, 
the Palestinians have been served through the Israeli seaports of Haifa and Ashdod.  

However, construction of a seaport in Gaza commenced in 2000. It was scheduled to be completed in 
25 months, but construction stopped soon after construction inception.  

The technical and feasibility studies foresaw three stages of development. The first phase would have 
included the construction of three berths, a 740 m long breakwater, excavation and levelling works, 
and the necessary port related infrastructure. The maximum water depth would be 10 m. The first 
stage was designed for an annual capacity of 1.42 million tons of cargo. The capacity was to be tripled 
over a six-year period.  
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However, the site is severely constrained due to its location, down a sharp embankment from the main 
road which limited both the backup area and road access. Any container operation would have been 
difficult and costly and there was no adequate area for bulk handling facilities. 

The funding for the first stage, estimated at about US$ 72.5 million, was pledged by The Netherlands 
(US$ 23 million), the European Investment Bank (US$ 21 million), France (US$ 22.5 million), and the 
Palestinian Authorities (US$ 5 million).

The Palestinian Seaports Authority was created in 1999 and is currently under the umbrella of the 
Ministry of Transport to oversee the construction, administration, and operation of seaports. It has 
developed a number of plans and developmental programs, an organisational structure, and prepared 
the first draft of the law to regulate all aspects of sea transport. It has also started to recruit and train 
the needed personnel. The authority has five departments, which employ a total number of 21 
engineers and administrative staff.  

Immediate priorities will be to repair and upgrade the fishery port and to study the feasibility of 
establishing a short sea RoRo operation from Gaza. This would facilitate access to overseas markets 
and provide opportunities for economic development in Gaza. 

In the medium-term, the Authority will focus on capacity building for the personnel in port planning and 
management, sea transport operations, environmental pollution, and quality control. The Authority will 
also support the construction of the seaport. 

2.1.7.5 Country-Specific Aspects in the Airport Sector 
There are currently no operational airports in the Palestinian Territories.  

The Palestine Civil Aviation under the direction of the Ministry of Transport is responsible for the 
airport sector. It has eight departments, including engineering and maintenance, air transport, and air 
safety.  

According to the Quick Intervention Program prepared by local authorities in July 2003, the minimum 
required repair works to make the existing Gaza International Airport operational is around 
US$ 40 million.
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2.1.8 Syria 

2.1.8.1 General Information 
All infrastructure sectors in Syria are dominated by the public sector. Private sector involvement or 
private sector participation is limited to individual tasks. There is specific legislation for each transport-
sub-sector. The existing laws only permit the public sector to construct, operate, maintain and finance 
transport infrastructure. 

In recent years, steps have been taken towards more private sector participation, even PPPs. A new 
investment law was enacted in 2006, which allows the usage of long-term contracts, based on the 
decision of a Supreme Investment Council.

There is currently no government institution dedicated to PPPs. However, an investment authority, 
operating under the direction of the Prime Minister’s office was established in 2007. Furthermore, 
several guidelines and evaluations tools for PPPs were prepared according to international standards. 

2.1.8.2 Country-Specific Aspects in the Road Sector 
The Ministry of Transport and the Public Establishment of Road Communications within the Ministry of 
Transport are responsible for all Syrian central roads connecting main cities, ports, airports and border 
crossings. The General Traffic Establishment undertakes the needs-assessment, design, and 
operation of roads. 

The private sector undertakes construction and maintenance tasks, and supports the General Traffic 
Establishment in preparing detailed design. 

The road sector is financed by the general budget. 

The first motorway section which will be subject to toll is currently under construction (Lattakia-
Areha).

As already mentioned, no PPPs have been implemented yet. However, three projects are at an early 
stage of preparation. These projects are: 

Date of Concession 
Signing 

Project Volume 
(investment) 

Contract Period 
(duration) 

Turkish border-Jordanian border  2008 Euro 808 million 40 years 

Tortuous-Iraqi border Highway 2008 Euro 473 million 40 years 

Greater Damascus-bypass n/A n/A n/A 

The mechanisms with which the concessionaires will be able to recover their costs have not been 
decided yet. 

2.1.8.3 Country-Specific Aspects in the Railway Sector 
The General Establishment of Syrian Railway is responsible for the railway sector. There are two 
separate railway networks: the publicly owned Syrian Railways, and the Hijaz Railways, which is 
owned by an Islamic trust, according to the Decree No. 20 of 6 August 1964.  

The Hijaz Railways is a 338 km long narrow gauge railway, which is reportedly being closed.  

The entire railway network has a total length of 2,833 km, of which 2,495 km are standard gauge. All 
railways are single-track, without electrification. 

The sector revenues come from freight and passenger fares and are earmarked for the railways. The 
revenues cover the operating costs, but not the investment expenditures. 

There are no current PPP projects within the railway sector. Also, no projects are under investigation 
and the dominating role of the public sector is not challenged. However, it is a public aim to enhance 
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the railways' performance and to promote competition. Therefore, the possibilities for private sector 
participation in the railway sector are being considered. 

2.1.8.4 Country-Specific Aspects in the Port Sector 
Two port authorities own and operate all port assets and fulfil all regulatory functions. These port 
authorities are: the General Company of Lattakia Port and the The General Company of Tartous Port.

The following revenues are levied by the port authorities: fees for using the port, berth fee, pilotage, 
towage, stevedoring, shore handling, storage and lashing. The revenues from these fees are more 
than enough to cover the expenditures. 

At the port of Tartous, a concession to operate the terminals was awarded in 2006. This is the only 
concession project in Syria. The International Container Terminal Service, a Philippine company, has 
won the 10 year contract with an option of extending it for an additional five years. The concessionaire 
receives payments from the port users to cover the expenditures. The assets of the Tartous container 
terminal are publicly owned. 

2.1.8.5 Country-Specific Aspects in the Airport Sector 
The Syrian airport sector is managed by the General Establishment of Civil Aviation. Syria has three 
international airports in Damascus, Aleppo, and Lattakia. The provision and operation of shopping 
areas within the airports is not separated from the airport infrastructure. 

Several revenues are levied in the sector, such as: 

Landing fees; 

Fees for using the airport; 

Fuel tax; 

Fees for using the airspace; 

Fees for using flight control services; and 

Ticket taxes. 

However, these revenues are not earmarked for the airport sector and do not cover the costs. The 
airport sector is financed by the general budget of the state. 

There are no PPP projects which have been signed or which are under preparation. 

However, the Ministry of Transport is adopting policies to encourage private sector participation 
through joint ventures or through BOT schemes. Private sector participation could include the 
provision of ancillary services, like catering or cleaning, maintenance and repair of airplanes. The 
construction and operation of smaller airports by the private sector could also be an option. 
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2.1.9 Tunisia 

2.1.9.1 General Information 
The Tunisian transport sector is still rather centralised. Transport planning is the responsibility of the 
Ministry of Transport, whereas construction is delegated to the Ministry of Housing and Public Works. 
There are also some agencies responsible for the management and operating of transport sub 
sectors. However, they are governed by decisions of the central administration. 

The involvement of the private sector in the financing, construction, operation and management of 
transport infrastructure and services is only incipient in Tunisia. 

However, a number of projects and initiatives have been announced, which will necessarily lead to a 
review of the current legal and institutional framework. 

Tunisia is keen to encourage the liberalisation and privatisation of the transport sector. Its 
determination to increase its share of world trading has led to ambitious targets regarding the 
improvement of service quality and to the withdrawal of the State from operational management. 

Tunisia does not have concession laws, however draft legislation is currently being developed by the 
Government. 

2.1.9.2 Country-Specific Aspects in the Road Sector 
The road sector is the responsibility of the Technical Agency for Land Transportation.

The Tunisian legislation covering private sector involvement in the road sector is one of the most 
advanced in the Maghreb countries, however no PPP project has yet been implemented.

There are two concession agreements for the construction and operation of motorways. However, the 
concessions are held by the public Tunisie-Autoroutes company. 

2.1.9.3 Country-Specific Aspects in the Railway Sector 
The railway sector is under the authority of the “Société Nationale des Chemins de Fer Tunisiens 
(SNCFT)”. As is the case in all Maghreb countries, the state railway company, SNCFT, still has a 
monopoly on railway operations.  

Internal reorganisation programmes have been introduced to improve SNCFT's organisation and 
productivity, but the separation of the network from operation is not planned.  

The “Railway Act of 1998” does not contain any provisions for private sector involvement in the 
Tunisian railway network. However, a decree of 2001 opens the way for the operation of parts of the 
network by operators other than SNCFT. Such operations have to start either at SNCFT's initiative or 
at the State’s request. 

The legal situation is very ambiguous and it is difficult to assert whether private sector involvement in 
the operation of the country's railway network is allowed. 

2.1.9.4 Country-Specific Aspects in the Port Sector 
The ports are managed by the merchant navy and ports agency (Office de la Marine Marchande et 
des Ports – OMMP) which is also the responsible port authority. Fishing ports are under the authority 
of the Fishing Ports and Installations Agency. 

The port authority is responsible for the protection and conservation of the public land in the ports and 
for safety. It also oversees the compliance of the rules governing the port operations.  

Tunisia has a master plan for port development, which dates back to the 1990s but has not been 
updated since then. There does not seem to be a clear vision of the authorities on how the Tunisian 
port sector shall develop in the future.  

The “Act on Trading Ports” governs the private involvement in the port sector. The law permits the 
award of concessions with a maximum concession period of thirty years, and may be extended by a 
maximum of twenty years. 
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However, the Act does not provide for a regulatory body and it implicitly states that regulation is 
provided by the ministers in charge of transport, finance and trade.  

Consequently, port fees are fixed by a joint decree by the Minister of Transport and by the Minister of 
Finances. However, for certain port services, maximum tariffs and price escalation can be decided by 
joint decree by the Minister of Transport and by the Minister of Trade. 

In 2003, the Tunisian Government decided to initiate the extension of the container terminal at the port 
of Radés under a concession agreement. After a feasibility study was conducted, a prequalification 
was started in early 2006. To date no decision has been taken by the Tunisian authorities. 

Similarly, the Government launched a feasibility study for a deep water port in Enfidha in 2005. The 
study results and the recommendations on the institutional, contractual and financial arrangements are 
currently being analysed and discussed by the authorities. The estimated investment costs are around 
Euro 1.5 billion, more than half of which is needed during the first phase of the project. 

The construction of a new cruise terminal in the port of Tunis-Goulette has reached financial closing 
(meaning that the financing for the investment is agreed and arranged). The concessionaire is 
Princess Holding, a Tunisian company, with support from MSC Cruise, an international cruise ship 
company. 

2.1.9.5 Country-Specific Aspects in the Airport Sector 
Airports come within the remit of the National Agency for Civil Aviation and Airports (Office National de 
l’Aviation Civile et des Aéroports – OACA). The Act on Civil Aviation and its subsidiary legislation give 
the legal framework for private sector involvement. The Act specifically states that the operation of 
airports can be subject to concessions. However, concessions are not foreseen for the financing, 
construction, extension of airports. 

Concession agreements have to be approved by the Minister of Transport, the Minister of Interior and 
Local Development and the Minister of Finance. Tariffs are regulated by the Minister for Civil Aviation. 
The current law does not provide for the creation of an independent regulatory body. 

Despite all the obstacles, two concession agreements were signed in 2007 with TAV. The 
concessions cover the i) upgrading and operation of the Monastir airport; and ii) construction, and 
operation of a new airport at Enfidha. 

2.1.10 Summary 
The evaluation of the questionnaires shows a wide span of development and a different degree of 
private sector involvement in transport projects. Some countries are already using PPPs, while other 
countries prepare for future projects. 

As expected, the majority of the realised PPP projects in the Countries are in the port sector. Some of 
the Countries have already a PPP unit, entrusted with the preparation of special PPPs guidelines. 
Some PPP units are also supporting the governments by advising on special laws governing PPPs. 

The PPP units are located at various ministries, such as the Ministry of Finance or the Ministry of 
Transport. 

In almost all countries, the Ministry of Transport has at least the overall responsibility for the various 
sub-sectors. The Ministries of Transport are supported either by specialised public entities or by local 
public authorities. 

The preconditions for PPPs differ between the Countries; therefore the recommendations for the next 
steps are given separately for each country in the following chapter. 
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2.2 THE RECOMMENDED NEXT STEPS IN THE COUNTRIES

2.2.1 General Aspects 
As mentioned in Section 1, the use of PPPs requires a stable legal and political framework, otherwise 
it is unlikely that the private sector will be willing to enter into a long term contract to provide public 
infrastructure. 

Only if a country's political system is stable and the government reliable wills the investors and 
financiers be assured about their property rights. PPPs also require transparent procedures and rules, 
which are defined before concessions are tendered and awarded. 

Governments sometimes use PPPs in order to reduce significantly the burden for the public budget. 
However, this often assumes that revenues to repay the investments are collected from users, via 
tolls, fees, etc. This requires a certain willingness to pay and sufficiently high traffic volumes. 

However, many of the Countries do not have very high income levels, which make it unlikely that 
users will pay the required fees for the infrastructure usage. Revenues from users in many countries 
will, therefore, not be high enough to repay the investments. 

A large portion of the funds necessary to repay the investors, especially in the road and railway 
sectors, will have to come from the government's budget. Investors will want to have assurance that 
the public authorities will be able to pay shadow tolls, availability fees or subsidies during the 
concession agreement period. 

The interest rates for the loans used to finance the project implementation will depend on the country 
risk and on assurances given that the loan repayments will be forthcoming. In addition, foreign 
investors will also have to deal with currency risks. 

Experience has shown that appropriately equipped PPP units, with direct access to the Ministry of 
Finance, can help with the introduction of PPPs. The tasks of such a PPP unit should be to develop 
guidelines and standardised tools to appraise, deliver and monitor PPP projects. 

2.2.2 Algeria  
The country does not have a PPP law yet and it is recommended that such a law is introduced in order 
to streamline the procedures and to make them more consistent across the different sectors. 

Currently, a private infrastructure investor has to negotiate a PPP project with no less than three 
ministries. In order to streamline the procedures, it recommended installing a central PPP unit in the 
government. Such a unit could prepare legal templates and could assist the line ministries with the 
preparation and implementation of PPPs. 

So far, Algeria was not successful in attracting private financing for the transport sector on a large 
scale.

Some of the projects, like the East-West Highway were too ambitious; other attempted PPPs failed 
because there were no clear government guidelines.  

The port reform initiated in Algeria meets clearly defined objectives, however, to date, the legislation 
and the institutions do not adequately meet the standards and requirements designed to encourage 
private sector involvement in the development of the sector.  

It is, therefore, recommended that the legislation covering port privatisations is reviewed and the port 
authorities are established, as foreseen in the laws. 

In the airport sector it is recommended to implement the findings of the ongoing reform study and to 
establish a regulatory body for the sector. 

In the railway sector, there is an urgent need to separate the regulatory tasks from the National 
Council’s other tasks or to turn the latter into a regulatory body. 
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2.2.3 Egypt 
Although Egypt has PPP experience in the port and airport sectors, only a few tasks are conducted by 
private companies within the road and railway sectors. For example, the majority of road construction, 
road maintenance and road operation are still fulfilled by the General Authority for Roads, Bridges and 
Land Transport.

However, there are many projects under preparation and the private sector might soon play a major 
role in the road and railway sectors. In order to strengthen market forces within these sectors, the 
Egyptian Government should withdraw, step by step, from the construction, maintenance, and 
operation within the two sectors. This does not imply the loss of control over these tasks, nor the loss 
over project definition. 

Initial PPP projects in these sectors could be realised as pilot-projects in order to evaluate and adjust 
the approach if necessary. 

The PPP unit within the Ministry of Finance is responsible for overall PPP regulations and setting up 
the PPP toolkit. The PPP unit in the line ministries, as in Ministry of Transport, is responsible for the 
ministries PPP projects. 

Coordination between the two units happens at various stages of the projects cycle. 

2.2.4 Israel 
Israel has already implemented PPPs in the road sector and is currently implementing PPPs in the 
light rail sector. The PPPs in the road sector are successful examples and it would be beneficial if 
these experiences would be transferred to the other transport sectors. 

It is not clear why no substantial PPPs have taken place in the port or airport sectors. Assuming that it 
is not public policy to prevent private sector participation in these sectors, concessions could be 
awarded to operate port or airport terminals. 

There is no special PPP law in Israel. However, an institution, subordinated to the Ministry of Finance, 
was established in 2000, in order to support the development of PPPs. It might be beneficial to use the 
existing PPPs in the road sector as examples to develop general PPP guidelines which may lead to a 
PPP law. 

2.2.5 Jordan 
Jordan has implemented PPP projects in the airport sector and one project in the railway sector is 
under implementation. Within the road sector, some pre-financing methods have already been 
applied. 

During recent years, the government has enacted several laws concerning private sector participation 
and has established an Executive Privatisation Commission, reporting to the Prime Minister. 
Therefore, the legal and institutional frameworks for PPPs are considered to be in place and 
appropriate. 

As a next step towards PPPs in the road sector, the government should open the market and withdraw 
step-by-step from the fulfilment of operational tasks within the sector. This does not imply the loss of 
control over these tasks, nor the loss over project definition. 

Initial PPP projects in the road sector could be realised as pilot-projects in order to evaluate and adjust 
the approach if necessary. 

The Executive Privatisation Commission could be ordered to prepare standardised documents 
according to international standards, such as guidelines or assessment tools. This could streamline 
the preparation, award and monitoring of PPP projects. 

2.2.6 Lebanon 
Only one PPP-project has been implemented in the country, covering the Port of Beirut. 

During recent years, the main goal of the Lebanese Government has been the privatisation of publicly 
owned companies. 



EuroMed Transport Project – Main Contract 

Micro Study on Public Private Partnerships in the Transport Sector   62 

Therefore, the country only has a privatisation law and a Higher Council for Privatisation, but no PPP 
laws, nor a PPP unit. However, some aspects of the privatisation law and some of the experience 
gained through the privatisation processes can be used for the development of PPP projects. 

As in other countries, the government should open the market and withdraw step-by-step from the 
fulfilment of operational tasks within the sector. This does not imply the loss of control over these 
tasks, nor the loss over project definition. 

International experience shows that the majority of the countries using PPPs have specific PPP laws 
and the government should consider to follow this example. 

The existing Higher Council of Privatisation could be entrusted with the further development of PPPs 
in other transport sectors. Alternatively, the Council could establish a central PPP unit within the 
Ministry of Finance. 

Initial PPP projects in the road and railway sectors, once the railways are operational again, could be 
realised as pilot-projects in order to evaluate and adjust the approach if necessary. 

The Higher Council of Privatisation or a new central PPP unit could be ordered to prepare 
standardised documents according to international standards, such as guidelines or assessment tools. 
This could streamline the preparation, award and monitoring of PPP projects. 

2.2.7 Morocco 
The country does not have a PPP law; however it does have legislation covering privatisation of state 
assets. It is recommended that a PPP law is introduced in order to streamline the procedures and to 
make them more consistent across the different sectors. 

The authorities should establish a central PPP unit, ideally reporting to the Ministry of Finance. 

The current railway legislation de facto prevents the introduction of PPPs in the railway sector. It is 
recommended that the Government reviews this law and allows private sector participation in the 
railways.

As in other countries, the government should open the market for transport infrastructure and withdraw 
step-by-step from the fulfilment of operational tasks within the sectors. This does not imply the loss of 
control over these tasks, nor the loss over project definition. 

Initial PPP projects in the road sector could be realised as pilot-projects in order to evaluate and adjust 
the approach if necessary. 

2.2.8 Palestinian Territories 
One of the prerequisites for PPPs is a stable political and legal framework. The current political 
disputes within in the region are therefore preventing the implementation of PPPs. However, the 
government is willing to develop PPPs in the future, and once the situation is stabilised, PPPs could 
be introduced. 

2.2.9 Syria 
The PPP projects implemented so far all cover private port terminals, although three projects are 
under preparation in the road sector. 

The new investment law of 2006 allows the private sector to enter into long term contracts with public 
authorities. The law also includes some PPP guidelines that were prepared according to international 
standards. Nevertheless, the Syrian Government has not yet established a dedicated PPP institution, 
only an Investment Authority reporting to the Prime Minister has been established. 

As in other countries, the government should open the market for transport infrastructure and withdraw 
step-by-step from the fulfilment of operational tasks within the sectors. This does not imply the loss of 
control over these tasks, nor the loss over project definition. 

The Investment Authority could be entrusted with the further development of PPPs in different 
transport sectors. Alternatively, the Authority could also establish a central PPP unit, reporting to the 
Ministry of Finance. 
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International experience shows that the majority of the countries using PPPs have specific PPP laws 
and the government should consider following this example. 

Initial PPP projects in the road sector could be realised as pilot-projects in order to evaluate and adjust 
the approach if necessary. 

The Investment Authority could be ordered to prepare standardised documents according to 
international standards, such as guidelines or assessment tools. This could streamline the 
preparation, award and monitoring of PPP projects. 

2.2.10 Tunisia 
Since the country does not have a PPP law yet, it is recommended that the draft law currently under 
preparation and review be enacted as soon as possible.  

The port sector's regulatory framework is not in line with best practice and is not adequate to attract 
private sector funding. It is, therefore, recommended that an independent regulatory body is installed 
and that regulatory rules are defined. There is also no up-to-date port development plan and some 
investment proposals seem to be in direct contradiction. It is recommended that the current port 
development plan is reviewed and updated. 

The airport sector's regulatory framework is also not in line with best practice and is not ideally 
equipped to attract private sector funding. It is, therefore, recommended that an independent 
regulatory body be installed and regulatory rules defined.  

Tunisia does not have a coherent concession law, nor a central PPP unit. It is recommended that 
appropriate laws are enacted and a central PPP unit installed at government level. 

As in other countries, the government should open the market in all transport sectors, but specifically 
in road and rail and withdraw step-by-step from the fulfilment of operational tasks within the sectors. 
This does not imply the loss of control over these tasks, nor the loss over project definition. 
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Section 3 Project Analysis in the Countries 

3.1 CRITERIA FOR SUCCESSFUL PROJECTS

Whether a project can be implemented as a PPP depends on many criteria. 

First, the overall country specific framework has to be analysed. This covers the legal, administrative, 
institutional, and economic frameworks which all have to be analysed in detail. The questionnaires, as 
filled in by the Countries, can only be the start of such an analysis. 

The second step is the evaluation of the project-specific criteria. Any project implemented as a PPP 
has to be economically feasible, and economic feasibility studies have to be prepared to evaluate the 
economic viability. A project which shows a satisfactory economic rate of return can, in principle, be 
implemented as PPP, but not necessarily with direct user payments. 

As already mentioned in previous chapters, any uncongested transport infrastructure where direct user 
payments are introduced will become economically less beneficial. The typical example is an un-tolled 
motorway where the introduction of tolls will increase the financial viability, but will reduce the 
economic viability. Some potential users will not be willing to pay the toll and will divert to the 
secondary road network, and will, therefore, not benefit from the higher speeds, increased safety, etc. 
of the motorway.

Governments have to be aware that IFIs will generally only finance projects which have an acceptable 
economic rate of return. A motorway, on which revenue maximising tolls are charged, will often not 
fulfil this criterion. 

Governments will, therefore, often have to find a compromise between either i) increasing the financial 
benefits for the budget by introducing direct user payments; or ii) increasing the economic viability by 
not introducing tolls, but by compensating the concessionaire with shadow tolls or availability 
payments.

Whatever solution the government chooses, the mechanism used to repay the concessionaire for its 
investment is a crucial point in any concession agreement. If concessionaires, and ultimately the 
lenders, are asked to take on traffic and revenue risks, they have to be compensated for this risk. This 
can ultimately make a tolled motorway more expensive for the government than a non-tolled 
motorway.

3.2 PROJECTS LISTED IN THE REGIONAL TRANSPORT ACTION PLAN

The following chapter is based on i) the information provided by the Countries in the questionnaires; ii)
various reports of the Transport Infrastructure Network Contract; and iii) information available in the 
Regional Transport Action Plan. The Study did not have the resources to conduct further surveys or 
studies. 

For most projects, no detailed economic or financial feasibility studies are available. Before 
contemplating further steps towards PPPs, the authorities should ensure that such studies are 
available for the project in question. 

3.2.1 Projects Listed Under Short-term (to start prior to 2010)  

3.2.1.1 Ports 

EG-10 – Multipurpose Platform East Port Said Port in Egypt 
No detailed information about this project is available yet, as the “Port Said East Master Plan” is 
currently under preparation. 

Assuming that the results of the economic analysis are positive, the project could be implemented as a 
PPP. With investment costs of Euro 60 million, the project volume is relatively small and may not 
attract the big international companies, but local companies will be able to implement the project. 

The forthcoming feasibility study should not only investigate the economic and financial possibilities, 
but should also suggest a regulatory framework within which the infrastructure will operate. The 
landlord port model could be suitable for this project, implying that the port authority will own the basic 
infrastructure, with the land leased to operators on a long-term concession basis.  
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All commercial operations would be conducted by private operators. The port authority would retain all 
regulatory functions. 

Port of Tartous in Syria 
In November 2006, the International Container Terminal Services Inc. (ICTSI) of the Philippines 
entered into a 10 year agreement to operate the Tartous Container Terminal with an option to extend it 
for five additional years. A wholly owned Syrian registered company, Tartous International Container 
Terminal (TICT) was set up to conduct and manage the agreement on behalf of ICTS. 

TICT took over operations in October 2007 and is currently seeking funding to raise the capacity of the 
terminal.

Capacity increase (phase I) of port of Aqaba in Jordan 
There is no completed feasibility study available to the consultants. It is, therefore, not possible to 
comment on the project's suitability for a PPP. However, the Government of Jordan is interested in 
developing PPPs, and one can suppose that the project could legally be implemented with private 
sector participation. 

It is assumed that the project covers only a part of the port of Aqaba. The landlord port model could, 
therefore, be suitable. The port authority would own the basic infrastructure and the land, which would 
be leased to operators on a long-term concession basis. All terminal investments and commercial 
operations would be conducted by private operators, but the port authority would retain all regulatory 
functions. 

Deep water port in Enfidha in Tunisia 
No detailed information about this project is available to the consultants, but it is assumed that the 
suggested investment sum of Euro 1,400 million will cover a new port. 

If this were the case, the port could be built, on a BOT basis, by private investors with the obligation to 
operate the facilities on an open access basis. If the project is viable, the planned investment sum 
could attract big international port operators. 

Port of Djen-Djen in Algeria 
Negations for a concession agreement to implement the project as BOT scheme are currently 
ongoing. 

Container terminal at Mohamedia port in Morocco 
A pre-feasibility study exists for this project and it is estimated that the project will have an Economic 
Internal Rate of Return of 14.1 per cent and a Financial Internal Rate of Return of 28.4 per cent. 

The study suggests to implement the project on a BOT basis where the government would be 
responsible for financing the breakwaters, dredging and reclamation, and additional works outside of 
the port. The concessionaire would be responsible for financing the berths, surfacing and equipment. 

Based on this information, it is suggested that the Moroccan authorities start conducting a market test 
to find out whether there is national and international interest in implementing this project with 
estimated investment costs of Euro 224 million. 

3.2.1.2 Railways 

Ha’emek railway (from Haifa to the Israeli/Jordanian border) 
A traffic study was recently completed for this project, which is part of a link from the port of Haifa in 
Israel to Iraq, via Jordan. The main objective of this railway is the transport of freight from the port of 
Haifa to the hinterland and further to Iraq. However, the planned single railway line is also supposed to 
be used to transport passengers. 

Total investment costs for the entire link to Iraq are estimated at around Euro 9 billion. The new 
railway line in Israel alone would cost Euro 360 million. 

One major problem for the Haifa-Iraq link would be the fact that it would pass through three countries 
located in a politically sensitive region. Before any further studies about the feasibility are undertaken, 
it is strongly suggested to make sure that the project is supported by all three countries. Such support 
could be demonstrated by signing a Memorandum of Understanding by the three countries. 



  67  

Construction of a single track railway line in Israel has been approved by the Israeli Government. The 
state railways could tender for the construction and maintenance, but not necessarily the financing, of 
the new railway line. It is assumed that the state railways will integrate the new line into their network 
and that direct user payments would not cover the repayment of the investment costs. Payments from 
the government would be required. 

High-speed railway line from Casablanca to Marrakech (phase I) in Morocco 
No information is available about this 250 km long railway line. However, if economically justified the 
project could be implemented as a PPP, where the private sector designs, implements and operates 
the new railway connection. The repayment of the investment costs would most likely have to come 
from public sources. 

3.2.1.3 Roads 

Road upgrading from the border with Turkey to the border with Jordan, including branch 
Tartous-Homs in Syria 
The feasibility study for this road upgrading project was completed in July 2008. International 
consultants also prepared tender documents for the project which is implemented as a PPP project.  

Irdib ring road in Jordan 
No feasibility study for this project is available and it is not known whether the project is viable. 

The name of the project suggests that the road is a ring road around a city. Therefore, special care 
should be taken about the mechanism used for the repayment of the investments. From an economic 
perspective, tolls should normally not be charged on by-passes or ring roads, as this would deter 
potential users from using the road. This would counteract the main objective of such roads, to reduce 
traffic in the town with all its associated negative external impacts. 

Payment mechanisms like availability fees or shadow tolls might have to be used for the project. 

Road upgrading from Alexandria via Cairo and Suez to Taba in Egypt 
This project proposal comprises one of the largest road projects listed in the Regional Transport Action 
Plan. The route includes 3 sections. 

 Alexandria/Cairo: the first segment (100 km) of this section was contracted and the work has 
already started. The Ministry of Transport plans to complete the road upgrade within 24 months. Other 
segments of the section are scheduled as PPP projects. Implementation should start at the end of 
2008.

 Cairo/Suez: the upgrading of this section to motorway standard is foreseen in the five year plan 
2007/2012.

 Suez/Taba: the study Sinai Transportation Master Plan concluded that the road upgrade will be 
feasible if appropriate traffic volumes can be achieved.  

Road upgrading from Ismailia to East Port Said in Egypt 
The road is located on the west bank of the Suez Canal. The road will be a toll road, and its upgrading 
is committed in the five year plan 2007/2012 for the road link 10

th
 of Ramadan/Ismailia/Port-Said.  

A long-term concession could be awarded to a private company to design, rehabilitate, upgrade, 
maintain and operate the road. The payment to the concessionaire could be a combination of real tolls 
and either availability fees or shadow tolls. 

Worldwide, many countries have found this type of project very beneficial. With estimated construction 
costs of Euro 71 million, the project could either be implemented by local firms or by a cooperation 
between local and foreign firms. 

Upgrading of road from Casablanca to Rabat in Morocco 
A detailed study is currently being conducted by international consultants. 

Upgrading of road Fes-Oujda in Morocco 
No further information about the project is available; however this type of project is often very suitable 
to be implemented as a PPP. 
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A long-term concession could be awarded to a private company to design, rehabilitate, upgrade, 
maintain and operate the road. The payment to the concessionaire could be either availability fees or 
shadow tolls. 

As the project costs are estimated at around Euro 700 million the project may have to be split into 
different phases. An economic feasibility study will suggest which phases should be implemented on a 
priority basis. 

3.2.2 Long-term (to start after 2010)  

3.2.2.1 Ports 

Capacity increase (phase II) of port of Aqaba in Jordan 
The investment would be the second phase of a project that is expected to be implemented in the near 
future. It is suggested to wait for the outcome of phase I and to start implementing phase II once that 
phase is completed. 

Extension of existing breakwater and new platform of the El Dekhela Port in Egypt 
No detailed information about this project is available at the moment. The project's feasibility will be 
analysed within the “Alexandria Middle Port Master Plan” which is currently in preparation. This study 
should reflect the general economic development in Egypt, the development of trade in the 
Mediterranean and the extension of other ports in the area. 

As the project would cover an extension of an existing port, it might be useful to contemplate the 
landlord port model. The port authority would own the basic infrastructure and the land, which would 
be leased to operators on a long-term concession basis. All commercial operations would be 
conducted by private operators, but the port authority would retain all regulatory functions. 

According to this model, the breakwater extension would be financed by the port authority, whereas 
the private sector would finance the terminals and similar investments. 

3.2.2.2 Inland Waterways 

Upgrading transport through the river Nile (up to Cairo) in Egypt 
The implementation of the project is ongoing. 

3.2.2.3 Railways 

Construction of railway line between the Syrian borders via Amman to Aqaba in Jordan 
This project comprises two sections, both starting in Amman. 

One section would connect Amman with the border to Syria, the other would connect Amman with 
Aqaba on the coast. 

International experience shows that only very few new railway lines are financially viable without 
significant contributions from the state budget. Nevertheless, the authorities should investigate the 
options to involve the private sector in all project phases, including the operation of the completed 
railway line. Various options to repay the private concessionaire are available, involving different 
degrees of traffic risk for the private operators. 

A detailed study could suggest the most appropriate solution for the Jordanian authorities. 

Signalling system and station infrastructure from Beni Suef to El Minya and Asyut in Egypt 
This project is unique in the list of proposed projects, since it comprises only the signalling system and 
not the railway track. Signalling systems are a very important component of the railway infrastructure, 
interfacing with the railway track and the rolling stock. 

If the project were to be implemented as a PPP with the concessionaire being repaid via availability 
fees, this could cause significant difficulties in defining the necessary specifications. Especially to 
describe every eventuality of the various interfaces would be difficult and comprehensive. 
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Fixed Gibraltar connection in Morocco 
If the Governments of Morocco and Spain are interested in pursuing this project, it is suggested to 
conduct a detailed feasibility to establish the technical and economic viability of such a link. 

If this large project were to go ahead, it would need significant financial contributions from the 
Governments of Morocco, Spain and possibly the European Union. 

High-speed railway line from Marrakech to Agadir in Morocco 
No information is available about this 200 km long railway line. However, if economically justified, the 
project could be implemented as a PPP, where the private sector designs, implements and operates 
the new railway connection. The repayment of the investment costs would most likely have to come 
from public sources. 

Doubling and electrification of the railway line from Fes to Oujda in Morocco 
No information about this project is available; however, international experience shows that the 
electrification and doubling of railway lines are often economically not justified. It is suggested to 
conduct a feasibility study to establish whether the proposed investment is warranted. 

3.2.2.4 Roads 

Road connection from Homs to Tanf and Iraqi border in Syria 
The feasibility study for this road upgrading project was completed in July 2008. International 
consultants also prepared tender documents for the project which is implemented as a PPP project. 

Road construction from Amman to Iraqi border in Jordan 
No information is available about this project and it is not known whether it is economically justified. 
With planned investment costs of Euro 50 million the project is rather small. 

If the project were to be implemented and the government would decided to use a PPP structure, it is 
unlikely that any private investor would take traffic and revenue risks, given the current situation in Iraq 
and the fact that traffic will depend on the situation in Iraq. 

As in other similar projects, a PPP concession using availability fees and shadow tolls seem to be the 
most appropriate way to repay the potential private investor. 

3.2.3 Other Projects of Regional or National Interest 

3.2.3.1 Railways 

Electrification of from Shebin El Qanater to Damietta railway line in Egypt 
The project comprises the electrification of the signalling system of the railway line. An evaluation of 
the line within the overall Egyptian railway network has not been conducted yet.  

If the Egyptian authorities were to decide to go ahead with this project and implement it as a PPP, it 
could use the example of the HSL South line in the Netherlands. In this project a private consortium 
was responsible for the design, financing and installation of the electric superstructure and receives 
regular payments from the national railways. 

Railway line from Bir Al Abd to Rafah in Egypt 
A detailed feasibility study from 2005 concluded that the segment from Bir Al Abd to Arish (100 km) 
has an Economic Internal Rate of Return of only 3.4% and a Financial Internal Rate of Return of 2.5%. 

The study covered all transport generated from Rafah, Arish and the North of Sinai. 

3.2.3.2 Roads 

Upgrading of coastal road from Rafah via Damietta and Alexandria to El Saloum in Egypt 
This project will cover the whole coastal road along the Mediterranean Sea. The road stretches a 
distance of more than 1,000 km from the Israeli border in the East to the Libyan border in the West. 

The project is listed as a future PPP scheme in the five year plan 2007/2012. 
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The five year plan includes the section Port Said/Damietta/Alexandria/Matrouh with a length of 575 
km.  

The section could be funded using direct user payments and via availability fees or shadow tolls. 

Burg Al Arab to Aswan Western desert road in Egypt 
The project has been cancelled by the Egyptian Authorities.  

3.2.3.3 Airports 

Airport – supporting air cargo in Jordan 
The project is located at the Queen Alia International Airport near Amman. Consultants prepared a 
feasibility study and concluded that "under the assumption that demand develops in accordance with 
the medium growth scenario, the floor space of the existing cargo terminal building is sufficient to 
handle growth until 2024." 

Therefore, further short and medium-term investments do not seem to be justified. 

Airport – expansions, rehabilitation and modernisation in Jordan 
This project comprises two passenger terminals at the airports of Amman and Marka, and the cargo 
facilities at the airport of Marka. 

The Jordanian authorities could consider amalgamating the two terminals in Marka into one project 
and to implement the terminal in Amman as a separate project. 

The authorities should prepare feasibility studies and conduct market tests to verify investor appetite. If 
investors are interested, the authorities should start tender procedures for the projects to be 
implemented as PPPs. 

Development of logistics zones in Tunisia 
It is understood that the EIB financed a feasibility study which investigated the viability of implementing 
a series of logistics centres in the Countries. 

The outcome of this study is not known to the consultants, but internationally, such logistics centres 
are typically implemented as PPPs with the public sector financing the infrastructure components, like 
rail and road access, while the private sector implements the warehouses, cranes, and similar 
facilities.
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Appendix 1: Analysis of Infrastructure Sectors 

A1.1 GENERAL APPROACH

Many countries worldwide have gained considerable experience with PPPs in the transport sector. 
This experience shows that the specific project approach has to be tailor-made, according to: 

country-specific needs and conditions; 

sector and sub-sector specific needs and conditions; and 

project specific needs and conditions. 

The previous chapters concentrated on the general descriptions of PPPs. However, the various 
transport sub-sectors show considerable differences concerning: 

their characteristics, organisation and stakeholders; 

their value chain; 

their sources of finance; 

their general aptitude for privatisation and PPPs; and 

the different contractual models used in the context of PPPs. 

Therefore, the aim of this Appendix is to describe the specific aspects of the various sub-sectors.  

The Appendix gives a general overview over the sub-sector and shows examples of PPPs in selected 
countries. The countries have used various models for the provision of infrastructure and services 
within the different transport sectors. The case studies show the organisation of each sector in the 
selected countries, the framework for PPPs and the applied contract-models. Reasons for success or 
failure, as well as lessons learned are pointed out. 

The sub-sectors considered are: 

Roads; 

Railways; 

Airports; and 

Ports 
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A1.2 ROADS

A1.2.1 Country I – South Africa 

A1.2.1.1 Description of the Road Sector in South Africa  
With a national road network of about 754,600 km of paved and gravel roads, South Africa has the 
longest road network of any country in Africa. The network includes 1,437 km dual-carriage freeways, 
440 km single-carriage freeways, and 56,967 km single carriage roads with unlimited access. Toll 
roads, which are serviced by 32 mainline toll plazas, cover about 2,800 km. Table 5 summarises the 
length of the road network. 

Table 5: Road Network in South Africa 

Road Category Length (km) 

Surfaced national toll and toll-free roads 9,600 

Surfaced provincial roads 56,000 

Gravel provincial roads 300,000 

Surfaced and unsurfaced urban roads 168,000 

Unclassified roads 221,000 

Total 754.600 

The South African road network is the responsibility of the national, the nine provincial and the local 
governments. At national level, the National Department of Transport ("NDoT") is responsible for 
setting the policy which is implemented by the South African National Roads Agency Ltd. ("NRA" or 
"SANRAL"). The Provincial Governments are responsible for provincial roads, although, due to lack of 
capacity, SANRAL assists with the planning and building of strategic provincial roads. Local 
governments and the Department of Public Works are responsible for rural roads. 

SANRAL was established in 1998
6
 via the National Roads Act to manage national roads on behalf of 

the NDoT. SANRAL is an independent, statutory company, owned by the South African Government. 
The agency reports to NDoT, which must approve its annual business and financial plan and enters 
into a performance agreement with the agency. SANRAL is responsible for the design, construction, 
management and maintenance of South Africa’s national road network, including toll and toll-free 
roads. It finances its activities mainly with funding from the national budget and the collection of tolls. 

Toll roads were already introduced in South Africa during the early 1980s in order to provide additional 
revenues for road construction. State and agency toll roads are funded through loans, backed by 
government guarantees and repaid through toll revenues. Toll-free roads are financed through 
appropriated funds transferred to SANRAL. Concession toll roads are constructed and operated by the 
private sector through PPP arrangements. 

SANRAL has the right, with approval of the Minister of Transport, to declare any national road as a toll 
road. Furthermore, section 26 (c) of the SANRAL and National Roads Act declares that SANRAL has 
the right to appoint private partners in order to perform work on behalf of SANRAL, including planning, 
design, construction, operation, management, maintenance or rehabilitation of a national road. 
Moreover, the act rules that SANRAL can authorise other legal persons to levy and collect tolls on 
behalf of the agency or for its own account. 

The amount of toll that may be levied, any discounts, and any increase or reduction is determined by 
the Minister of Transport on the recommendation of the agency and must be published. 

Tariffs can only be increased in accordance with consumer price inflation. This presents a substantial 
risk, as construction price increases can differ substantially from the consumer price inflation. 

Besides tolls which are all payable to the agency, SANRAL is funded, among others, by: 

                                                

6
 Simultaneously, the South African Roads Board was disbanded. SANRAL was established to continue its work. 
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fuel levies on petrol; 

loans raised by the agency; 

interest on the agency’s cash balances or on moneys invested by it; 

income earned from the agency’s participation in joint ventures; and 

income derived from the sale of the agency’s assets. 

In July 2000, a PPP Unit was established within the National Treasury (the South African Ministry of 
Finance) whose task it is to regulate PPPs in accordance with constitutional and statutory 
requirements. This PPP Unit also assists all national and provincial departments in preparing, 
procuring and implementing PPPs through the provision of technical and financial advice throughout 
the PPP project cycle. 

A “PPP Manual” and “Standardised PPP Provisions” were published in 2004 by the PPP Unit and offer 
detailed instructions and guidelines. The various modules of both documents are issued as “Treasury 
PPP Practice Notes”. 

Municipal PPPs are governed by the “Municipal Finance Management Act”, which aims to put in place 
a sound financial governance framework by clarifying roles and responsibilities at municipal level and 
to modernise budget, accounting and financial management practices. PPP regulations were issued in 
March 2005 and “Guidelines for Municipal PPPs” are currently being prepared by the PPP Unit. 

A1.2.1.2 Types of PPP Schemes Applied in the South African Road Sector 
The current network of toll roads comprises about 2,800 km. Approximately 1,500 km of them are 
managed by SANRAL; the remainder has been awarded as concessions to private investors. 

SANRAL is promoting PPPs on a BOT basis. The “Model Concession Agreement” foresees a 30 year 
concession period and describes the regulatory framework. The model contract helps to reduce 
uncertainties and splits risks and rewards between public and private partners. So far, SANRAL has 
used only this BOT model. 

Table 6 shows three concession-projects realised by private partners on behalf of SANRAL. 

Table 6: Some PPP Roads in South Africa 

Project Concessionaire 
Project length 

(km)

Capital
expenditures 
(Euro million) 

Annual operating 
expenditures 
(Euro million) 

N3 Cedara – Heidelberg N3 Toll Concessions  429 139 32 

N4 Pretoria - Maputo 
Trans African 
Concessions (TRAC) 

563 250 16 

N1/N4 Platinum 
Bakwena Platinum 
Concession 

382 322 17 

TOTAL 1,374 711 75

 (assumed average exchange rate: 1 Euro = 6 Rand) 

The N4 Pretoria – Maputo motorway links Witbank, near Pretoria, in South Africa with Maputo in 
Mozambique. It is one of the few border-crossing toll roads realised on a PPP basis. The concession 
was awarded by a joint body set up by the Governments of South Africa and Mozambique. 

In 1996, Trans African Concessions ("TRAC") was awarded the concession. The implementation of 
the project included the rehabilitation and widening of the existing road, the construction of a new 
road, and the construction of five toll plazas and other facilities along the route. 
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A1.2.1.3 The Different Stakeholders in the South African Road PPP Projects 
The main public parties in South African transport are i) the NDoT; ii) the Department of Public 
Enterprises; iii) Transnet (a public company with several divisions, covering especially the rail and port 
sectors); and iv) a range of government agencies, including SANRAL. 

Private investors and sponsors are mainly construction companies (for example, the company Murray 
& Roberts participates in all three concessions listed above). 

Domestic banks
7
 are also involved in the financing of South African PPPs. Development banks like the 

Development Bank of South Africa, the IFC, the African Development Bank ("AfDB"), or the EIB are 
also frequently involved. 

Figure 2 shows the organisational structure of the N4 motorway, one of the few cross-border toll 
motorways. It is worthwhile to note that the Governments of South Africa and Mozambique provided 
guarantees for the project. As is typical for such a type of project, 80 per cent of funding was provided 
by bank loans. The construction companies, which implemented the project, are all shareholders of 
the SPV company. 

                                                

7
 South Africa has always had a very strong local banking industry. ABSA (which is owned by Barclays of the UK), First National 

Bank, Standard Bank are experienced banks with international operations. 
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Figure 2: Structure of the N4 Pretoria – Maputo Motorway Project 

A1.2.1.4 Legal Framework for Road PPPs in South Africa 
In South Africa, PPPs on national and provincial levels are regulated by the “Public Finance 
Management Act of 1999” ("PFMA"), which is part of a broader strategy to improve financial 
management in the public sector. 

PPPs in particular are regulated by “Treasury Regulation 16”, which was issued in the framework of 
the PFMA and forms the legal basis for all PPPs. It contains various definitions and prescribes the 
PPP cycle from the inception to contracting the PPP agreement. It also covers the management of 
PPPs, as well as the amendment and variation of PPP agreements. 

A1.2.1.5 Decision Making Procedures in South African PPPs 
South Africa has a well-defined framework to implement PPPs and each phase of the process is 
prescribed and has to follow strict rules and regulations. 

Once an institution identifies a project that may be realised as a PPP, it commences the inception-
phase by registering it at the relevant treasury department (see Figure 3: PPP Project Cycle in South 
Africa). The Treasury may request that a transaction advisor be already appointed at this stage. 
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Figure 3: PPP Project Cycle in South Africa 

A1.2.1.6 Procurement Rules and Procedures for South African PPPs 
The PPP procurement is regulated in subsections 5 and 6 of “Treasury Regulation 16”. The 
procurement process has to be a fair, equitable, transparent, competitive and cost-effective and must 
show a preference for persons who are disadvantaged by discrimination, in compliance with relevant 
legislation. 

The “PPP Manual” describes how to proceed through the prescribed procurement stages (pre-
qualification, request for proposals, best and final offer, negotiations, financial closing) (see Figure 3: 
PPP Project Cycle in South Africa).  

At first, in order to select technically and financially qualified bidders, which are also eligible in terms of 
Black Economic Empowerment ("BEE") and which have sufficient experience and reliability, the 
Request for Qualification ("RFQ") takes place. 
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The evaluation criteria, which vary from project to project, must be included in the RFQ. The RFQ 
ensures that the successful bidder will have the qualifications as well as the capacity to execute the 
project. Three or four pre-qualified bidders are allowed to participate in the second stage, the Request 
for Proposal ("RFP"). 

The bids are evaluated in a third stage which chooses one preferred bidder with whom negotiations 
will be conducted and one or more reserve bidders. If bids are too similar, or if no bid meets the 
defined objectives, it may happen that a preferred bidder cannot be clearly identified. In that case a 
best and final offer process must be entered. 

Before announcing the preferred bidder, the so-called "value-for-money" report has to be carried out. 
This report has to be accomplished according to paragraph 5.4 of “Treasury Regulation 16” and 
comprises items like affordability, value-for-money and risk transfer assessments and a negotiation 
plan/strategy. It is, therefore, similar to the PSC used in other countries. Only after the report has 
obtained treasury approval, the preferred bidder may be announced and the fourth stage, the 
negotiation process, can start. 

Because it is one of the few cross-border PPPs, the major milestones of the N4 Pretoria – Maputo 
project are shown in Table 7. 

Table 7: Milestones of the N4 Pretoria – Maputo Project 

Milestones of the N4 Pretoria - Maputo 

03/1996 
Invitation to tender was issued (by the Implementing Authority, a joint body set up by both 
Governments)

06/1996 Three short-listed consortia submitted initial bids 

Detailed process of validation 

08/1996 Implementing Authority announced TRAC as one of two consortia to enter into negotiations 

11/1996 Best and final offers were submitted 

12/1996 
TRAC was announced as the preferred tenderer and was invited to negotiate the concession 
contract with the Implementing Authority 

05/1997 
Signing of the concession contract for the Maputo Corridor Toll Road Project between the 
Republic of Mozambique, the Republic of South Africa, the South African Roads Board and 
TRAC 

03/2001 Initial construction completed 

During 2004 
An additional contract was signed adding the section of the N4 from Balmoral to the Hans 
Strydom off-ramp in Pretoria to TRAC’S responsibilities. It included the Diamond Hill Plaza as 
well as eight ramp plazas 

A1.2.1.7 Instruments and Evaluation Criteria for South African Road PPPs 
A feasibility study has to be undertaken which includes a comparative assessment between a risk-
adjusted model of conventional public sector procurement and the PPP alternative, similar to a PSC. 
Cost estimates, proposed project structure and sources of funding as well as the payment mechanism 
for the PPP model have to be defined. 

An initial value-for-money test also has to be undertaken during the feasibility study, but the final 
value-for-money report, taking into account the bidder’s offer, is carried out at the end of the 
procurement phase, before the preferred bidder is announced. If any fact differs materially from the 
original assumptions, a review of the feasibility study is required. 

Evaluation criteria must be based on the information requested from the bidders and must be included 
in the RFQ to focus private party responses and eliminate unnecessary information. The criteria vary 
from project to project. The evaluation process is carried out by evaluation teams which concentrate 
on the financial, technical, legal, and BEE capacity of bidders. 
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As described in the “Treasury Regulation 16” and pictured in the National Treasury’s “PPP Manual”, 
there are six consecutive phases a South African PPP has to pass. All PPPs need four Treasury 
approvals, without which the project cannot proceed. 

A1.2.1.8 Payment Mechanism and Risk Allocation in South African Road PPPs 
According to the PFMA, tender documents for PPPs must clearly set out the envisaged payment 
mechanism. Three revenue types are possible: i) payments from a public institution; ii) user fees, or iii)
a combination of the two. 

All three concession projects mentioned above have been implemented solely using toll revenues. 

The risks associated with the performance of the project reside with the private party. The successful 
risk allocation is seen as largely dependent on the clarity of the output specifications and the private 
parties’ co-operation. Tolls can only be increased in line with consumer price inflation. This presents a 
substantial risk for the concessionaires, as construction price increases can be much higher than 
consumer price inflation. 

A1.2.1.9 Dispute Resolution Mechanism in South African Road PPPs 
According to the standardised PPP provisions, each PPP agreement (concession contract) must 
specify a procedure for handling disputes under the terms of the PPP agreement. A particular 
responsibility, which is also a requirement of the standardised PPP provisions, is the appointment of a 
liaison officer by each of the parties. 

A1.2.2 Country II - Germany 

A1.2.2.1 Description of the Road Sector in Germany 
Germany is a federal country. The public administrative framework consists of, in descending order, 
the federal level, state level and municipal level. The basic principles and public sector responsibilities 
for road infrastructure are defined under the “German Constitution Act” ("GCA"). 

In general, the basic responsibility for road infrastructure rests with the state (Länder) governments. 
Article 90 of GCA makes an exception, stating that certain major roads are under the Federal 
Government’s responsibility (so called Bundesfernstraßen). These roads are divided into two major 
categories – the federal motorways (Bundesautobahnen) and federal roads (Bundesstraßen).

The Federal Government has full responsibility for both categories. Due to the fact that the Federal 
Government has no staff to operate the roads, it delegates the tasks back to the state governments. 
The operational structure at the state level is defined by the GCA. However, the division of tasks 
between the Federal Government and the state governments is often criticised, due to the fact that a 
conflict of interests originates through the principal-agent relationship. 

The states have the legislative powers for the non-federal road infrastructure. Each department of road 
transport at state and municipal level is responsible for planning, construction, expansion and 
operation of the road assets under its jurisdiction. 

In general, the operation & maintenance ("O&M") depots in the various states are owned by the states 
or, in the case of municipal roads, by the municipalities. However, the State of Thuringia privatised the 
former state-owned O&M depots in 2002. 

Germany wide, construction and heavy maintenance is traditionally provided by private companies, 
following public tenders. 

The length of the entire German road network is around 632,000 km. As shown in Table 8, municipal 
roads make up the biggest part of road infrastructure with 63 per cent, whereas federal motorways and 
federal roads make up only eight per cent. 
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Table 8: Classification and Length of the Road Networks in Germany 

Category Length (km) Ownership Finance Construction O&M

Municipal roads 400,000 

County roads 91,600 
Local 

Government

Local Government 
+

State Government 

Local 
Government

Local Government 
+

State Government 

State roads 86,700 State Government 

Federal roads 41,000 

Motorways 12,200 
Federal Government State Government 

Total 631,500 

Almost the entire German road infrastructure is financed through the general federal budget. There 
are, however, road user charges, collected through the general budget. There are only two road 
sections, both implemented as PPPs, where users have to pay cash tolls in Germany (see below). 

Most road user charge revenues come from the fuel tax. Other major charges are the vehicle 
ownership tax and the heavy goods vehicle ("HGV") toll, which is a charged on all HGVs with a weight 
above 12 tonnes using the motorways.  

Normally, HGV-toll is limited to the federal motorway network, however in places were large diversions 
to the secondary road network occur, the HGV-toll is also collected on the secondary road. The HGV 
toll is collected, via satellite, by a private company, Toll Collect, on behalf of the authorities. The 
revenues are transferred to the federal budget - however, they are ring-fenced for the road sector. 
Only these revenues are dedicated to the road sector. 

Since 2001, Germany has set up a network of PPP task forces at state and federal level. The objective 
is to standardise the processes and to develop guidelines for identifying, developing and implementing 
PPP projects. The first PPP task force was established in North Rhine-Westphalia. Since then, many 
other PPP competence centres have been created at state level, as well as a federal PPP Task Force. 

In 2003, the “Transport Infrastructure Financing Company Act” was put into place. With this act, the 
Verkehrsinfrastrukturfinanzierungsgesellschaft ("VIFG") was established as a limited liability company 
under the ownership of the Federal Government. 

The VIFG is authorised to finance the construction, extension, maintenance and operation of the 
federal motorway network and the federal waterway network, on behalf of the Federal Government. In 
order to fulfil these tasks, the VIFG receives the income from the HGV toll. 

Furthermore, the VIFG also took on the responsibility as the federal PPP task force, covering road 
projects. 

So far, four road PPP projects have been developed, using two different models: 

In the so-called A-Model (two projects implemented yet) users do not pay cash tolls, the 
concessionaire is reimbursed via revenues from the HGV-toll. 

In the F-Model (two projects implemented yet) all users have to pay cash tolls. These revenues 
are used to repay the concessionaires. 

A1.2.2.2 Types of PPP Schemes Applied in the German Road Sector 
Both the A-Model and the F-Model transfer the responsibility for and risks of planning, construction, 
financing and operation to a private partner. The models only differ in the way in which traffic risk is 
handled and the way the private partner is remunerated. 

Both models transfer revenue risk to the private companies, however, in the A-Model, the company 
receives revenues from the HGV tolls (see above), whereas in the F-Model, the private company itself 
collects tolls from all users and keeps the revenues to repay the loans. 
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The F-Model is legally limited to road sections and cannot be applied to the entire network. The F-
Model is comparable to the BOT concession model used in other European countries. In addition to 
toll revenues, the private concession company can receive upfront payments from the public authority. 

Construction works for the first project implemented using the F-Model, the “Warnow-Crossing” in 
Rostock started on 1

st
 December in 1999. Four years later, the tunnel was opened to traffic. 

Construction works for the second F-Model project, the “Herrentunnel” near Lübeck, started in October 
2001 and took also four years. 

Both projects were originally designed for a concession period of 30 years. However, because traffic in 
both tunnels is much lower than forecast, the concession periods for both projects were extended. 
This enabled the refinancing of both concessions. 

The A-Model, developed in 2002, also referred to as the “extension model”, is only applicable for the 
rehabilitation and upgrading of existing road sections within the federal motorway network. In this 
model, the traffic risk is reduced and the concessionaire does not bear the enforcement risks. Until 
now, two projects using the A-Model were awarded to private concessionaires. It is expected that in 
2008 two further projects will follow. Table 9 shows the two A-Model road PPPs already implemented 
and the two projects under preparation. 

Table 9: PPP Road Projects in Germany, Using the A-Model 

Section of federal 
motorway 

Length (km) 
Investments  

(Euro million) 
Start of 

construction 
Concession 

period (years) 

A8 / A99: Augsburg -
Munich/Allach 

51 240 May 2007 30 

A4: Gotha - border of 
Thuringia and Hessen 

42 180 October 2007 30 

A1: Buchholz –Bremen 72 380 Mid 2008 30 

A5: Baden-Baden – 
Offenburg

60 300 Early 2009 30 

A1.2.2.3 The Different Stakeholders in the German Road PPP Projects 
The stakeholders differ from project to project. Since both realised F-Model projects are urban roads, 
the clients are cities (Rostock and Lübeck). As the concessionaires levy tolls, it became also 
necessary to regulate the tolls. This is the responsibility of the Federal Government. The permitted toll 
levels consider the costs of construction, operation, maintenance and financing. 

Figure 4 shows the stakeholders in a typical F-Model project (the Herrentunnel in Lübeck). 
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Figure 4: Stakeholders in a Typical F-Model Project 

The structure of an A-Model is different from the F-Model because the A-Models' clients are the states 
on behalf of the Federal Government. There is also no direct link between the users and the 
concessionaire in the A-Models as there are no direct tolls. 

However, the concessionaires in the A-Models have a contractual link with Toll Collect, which collects 
the HGV tolls and passes some of the revenues to the concessionaire. There is no need for the 
Federal Government to regulate the tolls, as the HGV toll rates per kilometre are standard for the 
entire motorway network. 

Both concession models have in common that the shareholders are mainly contractors and/or 
operators. Only in the case of the "Warnow Querung" in Rostock an infrastructure fund became one of 
the shareholders. 

A1.2.2.4 Legal Framework for German Road PPP Projects 
In Germany, there is no law and/or regulation, preventing the transfer of public tasks to a private 
company. 

By enacting the "Trunk Road Construction - Private Financing Act" in 1994, the Federal Government 
took the first step towards more private sector involvement in the road sector. The Act allows the 
transfer of financing, construction, maintenance and operation of road infrastructure to a private 
partner. The Act also gives the private partner the right to levy tolls, but the tolls have to be set by the 
public authority. 
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Although, no new law was necessary, some changes to existing laws were made in order to improve 
the framework for private sector involvements. 

The “PPP Acceleration Law”, was enacted in August 2005 and superseded existing laws. It removed 
some obstacles and barriers, and focussed more on the general legal, institutional and organisational 
framework, rather then on sector specific issues. Currently a second acceleration law, the so called 
“PPP Simplification Law” is in preparation. 

A1.2.2.5 Decision Making Procedures in German Road PPP Projects 
A long term “Federal Transport Investment Plan” ("FTIP") exists at the level of federal roads and 
federal motorways. The states can submit projects for construction and extension of federal roads and 
motorways to become part of the FTIP. The Federal Government evaluates these projects on the 
basis of a cost-benefit analysis and, if they pass the projects become part of the FTIP. 

Projects declared as "Urgently Needed", have a good chance for realisation and of being financed by 
the Federal Government. 

The FTIP also recommends which project could be realised as a PPP. However, feasibility studies and 
value for money assessments will still be necessary. If a project can be implemented as a PPP, the 
tender process begins. 

Only a few municipalities and some states have plans for PPPs for the secondary road network. 

A1.2.2.6 Procurement Rules and Procedures for German Road PPP Projects 
In Germany either a negotiated procedure or a competitive dialogue have to be used for the award of 
complex PPPs projects. 

However, in practice the negotiated procedure is used more frequently. The draft contracts and the 
project specifications are already prepared at the beginning of the negotiation phase. 

Table 10 shows the progression of the F-Model project Herrentunnel in Lübeck. This project is 
interesting as the private concessionaire proposed and implemented a completely different technical 
solution to the one originally foreseen by the public authorities. Instead of constructing a bridge as 
planned, the eventual winner suggested, and implemented, a tunnel. 
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Table 10: Milestones of the F-Model Project Herrentunnel in Lübeck 

Year Step

1992 
City engineers find out that the existing road bridge through Lübeck needs replacing in the coming 
years 

1994 Enacting of the “Federal Trunk Road Construction –Private Financing Act” 

1995 The replacement of the bridge is now urgent 

1996 Preliminary decision to replace the bridge  

1997 EU-wide announcement of the project as PPP 

1998 
Submitting of bids and selection of the “Preferred Bidder”. 

Selected bidder suggests a tunnel, instead of bridge, this becomes the favourite solution 

1999 Signing of the concession agreement, establishment of the SPV 

1999 Submission of the documents for the official approval by the City of Lübeck 

2000 Petition for the official approval of the plans by the City of Lübeck 

2000 Public hearing and consultations 

2001 Official approval of the plans 

2001 Financial closing 

2001 Construction begins 

2005 Commencement of operation / opening to the traffic 

2035 The tunnel will be handed to the City of Lübeck 

A1.2.2.7 Instruments and Evaluation Criteria for German Road PPPs 
The PPP procurement process is divided into four steps, as shown in Table 11. The steps enable the 
structuring of the PPP project and the cancellation of the entire process if the PPP model is not the 
most economically suitable procurement method for the specific project. 

In the first phase of the PPP procurement process, the public authority has to declare that the project 
is required and necessary. At this stage, it is not important whether the project can be realised as a 
PPP, it is only stated that the project is needed. In the second part of the first phase, the suitability of 
the project as a PPP has to be investigated. Only if this basic test is positive, the process continues to 
the second phase. 

The second phase is the most extensive of the process. The conventional procurement method and 
the PPP procurement method are compared. For this, the costs of the conventional procurement 
method over the whole lifecycle have to be estimated. 

In the “Interim Value for Money Assessment”, the German version of a PSC, the costs of the 
conventional procurement method, including the costs of risk allocation, and the estimated PPP costs 
are compared. If this comparison prefers the PPP, then the PPP tender process can start. If not, the 
PPP procurement process has to be cancelled, or the project modified. 

The costs of the conventional procurement method also determine the maximum costs the public 
authority will pay from its budget. 

In the third phase, the “Final Value for Money Assessment” has to be conducted. For this, the costs of 
the PPP, estimated during the “Interim Value for Money Assessment”, are replaced by the real costs of 
the bids. If this comparison still prefers the PPP, the project is awarded to the winning bidder. If not, 
the PPP procurement process has to be cancelled or the project modified. 

Once the PPP is procured, the project implementation and operation is monitored by the public 
authority.
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Table 11: PPP Procurement Process in Germany 

Phase of the PPP Procurement 
Process 

Steps of the PPP “Value for 
Money Assessment” 

Comment

Declaration of demand, test 
whether the public budget can 
finance the project Phase 1 

PPP Suitability Test 
Preliminary Decision for or against 
the PPP Model 

Estimation of Public Sector 
Comparator (PSC) 

Interim Value for Money 
Assessment

Preliminary Decision for or against 
the public announcement as PPP 

Phase 2 

Estimation of the maximum costs 
for the public budget 

Public announcement  

Phase 3 Final Value for Money Assessment 
Decision whether to accept the bid 
and signing of PPP contract 

Phase 4 Project monitoring  

A1.2.2.8 Payment Mechanism and Risk Allocation in German Road PPPs 
As already described above, two different payment mechanisms are used for German road PPPs. 

The A-Model uses HGV-tolls, centrally collected by the firm Toll Collect. 

In the F-Model direct payments from all users apply. The traffic risk transferred to the 
concessionaires is higher than in the A-Model and the concessionaires also carry the enforcement 
risk (the risk that users do not pay the toll, although they are legally obliged). 

In both models the concessionaire bears most of the risks concerning financing, construction, 
operation and maintenance. 

For the secondary road network, such as state or municipal roads, no direct tolls are allowed. 
Therefore, the PPP eventually realised at this level would have to use availability payments. 

The usage of availability payments is also possible for future projects at the federal level. 

A1.2.2.9 Dispute Resolution Mechanism in German Road PPPs 
Since PPP contracts cover a long period (up to 30 years in Germany), not all circumstances can be 
foreseen in concession agreements. 

Therefore, the concession agreements have to contain clauses dealing with disputes between the 
public authority and the private partner. The dispute can be caused by several circumstances, such as 
interpretation of the concession agreement or the premature cancellation of the agreement. 

In addition to the often used arbitration clauses, where a dispute resolution is achieved outside the 
courts, the standard concession contracts for the A-Model and the F-Model foresee the establishment 
of a mediation commission whose task it is to solve disputes and to find an amicable solution for both 
parties. 

The concessionaire and the public authority both send a representative to the mediation commission, 
which has an independent chairman. The relevant clauses of the model-contract specify that the 
mediation commission has to be established at the beginning of the contract period. 

Besides contacting the mediation commission, both parties are free to contact a public court, but only 
after the mediation commission has failed to solve the dispute. 
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A1.2.3 Country III - Mexico 

A1.2.3.1 Description of the Road Sector in Mexico 
The Mexican land transport network is one of the most extensive in Latin America. Mexico’s road 
network forms the backbone of the country’s transport system and comprises about 342,200 km of 
federal, regional and rural roads. 

With 98 per cent of passenger transport and 80 per cent of freight transport, road transport has the 
largest share of the domestic transport market. 

The road network is divided into the following categories: 

47,500 km of federal roads, mainly operated by the “Ministry of Communications and Transport” 
("SCT"), including about 6,000 km of toll roads; 

68,200 km of regional roads (networks of 31 states); and 

226,500 km of rural roads. 

About 120,000 km of these roads are paved. 

SCT, with its “Sub-Secretariat of Infrastructure”, is the agency in charge of the federal road network. It 
is responsible for the formulation and implementation of policies, plans and programs aimed at the 
development of the transport sector. 

More than 4,000 km of toll roads have been built through private concessions within an ambitious road 
concession programme launched by the Federal Government in the early 1990s. Originally awarded 
under BOT concession schemes, many of these private highways have since been rescued from 
bankruptcy by government take-overs. 

A1.2.3.2 Types of PPP Schemes Applied in the Mexican Road Sector 
In the late 1980s, Mexico launched an ambitious toll-road programme whose financial failure forms an 
important example of what can go wrong with large scale infrastructure PPP initiatives. After the 
financial collapse of the first wave of private toll roads, no concessions were awarded to the private 
sector for a decade. 

However, SCT has now reopened the possibility of private participation in road infrastructure
development in Mexico. It developed two new models for private sector involvement in roads. One 
model is used for toll roads, the other for toll-free roads. Both models make use of the experience 
gathered in the “first wave” projects. 

The new model used for toll roads takes into account the Mexican and international experience of the 
last 15 years and has been designed by SCT and the “National Bank of Public Works and Services” 
(Banco Nacional de Obras y Servicios Públicos - BANOBRAS

8
).

Characteristic for this toll road model is the fact that SCT prepares and provides the final design of the 
project. SCT also provides a traffic study to the bidders. The concessions have a duration of 30 years, 
which is the maximum allowed by law

9
, and are granted after public bids. 

Ten toll road concessions have already been awarded using this new scheme, (see Table 12), three 
tenders are in progress and a further three projects are in preparation. 

                                                

8
 BANOBRAS is the Mexican Development Bank and deals with transport budgeting and also serves as the conduit for loans 

and grants from the World Bank and Inter-American Development Bank. 

9
 Concession terms are generally limited to a maximum of 30 years (for new road projects) or 20 years (for operating assets). 

Under certain conditions, the term can be doubled. 



  87  

Table 12: Awarded Toll Road Concessions in Mexico, Using the New Model 

Project Length (km) 

Matehuala Bypass 14.2 

Mexicali Bypass 41.0 

Amozoc – Perote 103.0 

Tepic – Villa Unión 152.0 

Morelia – Salamanca 83.0 

Tecpan Bypass 4.0 

Northern Bypass of Mexico City 222.0 

Monterrey – Saltillo and Saltillo Bypass 92.0 

Reynosa – McAllen "Anzaldúas" International Bridge 10.0 

Arriaga – Ocozocoautla  93.0 

A different model, the “Service Provision Contract”, is applied to projects that improve federal toll-free 
roads.

Characteristic for this model is the fact that private firms provide road construction and maintenance 
services in exchange for periodic payments, which are based on the availability of the road and its 
traffic (shadow tolls). The road remains toll-free. The contract is awarded after a public bidding 
process. The result is a joint venture between SCT and the private partner to design, finance, build, 
maintain, and operate the road. Such “Service Provision Contracts” have a fixed duration between 15 
and 30 years. 

Six “Service Provision Contracts” have already been awarded (see Table 13), two tenders are 
currently being processed and a further five projects are in preparation. 

Table 13: Awarded Toll-Free Road Concessions  
(“Service Provision Contracts”) in Mexico, Using the New Model 

Project Length (km) 

Irapuato – La Piedad 75.0 

Querétaro – Irapuato 93.0 

Tapachula – Talismán with branch to Hidalgo City 45.0 

Nuevo Necaxa – Tihuatlán 85.0 

Rioverde – Cidudad Valles 112.0 

Nueva Italia – Apatzingán 32.0 

A1.2.3.3 The Different Stakeholders in Mexican Road PPP Projects 
SCT promotes and procures the projects, but the Ministry of Finance (Secretaría de Hacienda y 
Crédito Público) prepares the cost benefit analysis and gives the economic and financial 
authorisations. 

The concessionaires are generally construction companies. 

Banks and financial institutions finance the project via long-term debt. 

Bidders are typically joint ventures between local and international construction companies, financing 
institutions, and specialist toll road operators. In the case of the Mexico City – Northern Bypass toll 
road, 22 groups requested bidding documents. 

Concessions can be awarded to federal states, municipalities, private Mexican persons, companies 
organised under Mexican law, or foreign investors through Mexican companies. 
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A1.2.3.4 Legal Framework for Mexican Road PPPs 
The Mexican constitution enables the Federal Government to grant concessions for the provision of 
public services, including toll roads. 

The “Law of Roads, Bridges and Federal Autotransport” (Ley de Caminos, Puentes y Autotransporte 
Federal, 1993) governs toll road concessions. 

There are several references in other legal regulations, which are also applicable, such as in the “Law 
of Acquisitions, Rents and Public Sector Services” (Ley de Adquisiciones, Arrendamientos y Servicios 
del Sector Público y Acuerdo).

This legislation only concerns the federal level and some states have passed their own PPP laws or 
adapted existing legislation. If the SCT has a “Coordination Agreement” for a PPP on a state level, 
federal legislation must be applied. 

Therefore, SCT is the main regulatory and coordinating organisation for all public and private transport 
activities. Its Sub-Secretariat of Infrastructure has four general directions: 

Direction General de Desarrollo Carretero - Planning process for toll and toll-free roads, PPP 
programme and the monitoring of existing PPP roads; 

Direction General de Carreteras – Development, design, new construction and modernisation of 
toll-free federal roads; 

Direction General de Conservación de Carreteras - Maintenance and operation of toll-free federal 
roads; and 

Direction General de Servicios Técnicos - Technical studies, advisory and engineering for roads. 

The Dirección General de Desarrollo Carretero constitutes the PPP taskforce. It carries out the 
preliminary studies, the bidding process, the concession awards, the implementation and supervision 
of the PPP projects. 

A1.2.3.5 Decision Making Procedures in Mexican Road PPPs 
At the beginning of each government term, the Federal Government establishes priorities regarding 
highway infrastructure and transport in the National Development Plan. The current plan is the Plan
Nacional de Desarrollo 2007-2012. Under the previous plan (2001-2006), the SCT developed the two 
new PPP models. 

Since SCT is responsible for the federal road network, it decides which roads may be financed through 
PPP models. It analyses the payment capacity of the projects and decides which model or 
combinations of them to apply. 

The SCT uses the following main criteria in selecting the road sections to be improved via PPPs: 

Number of users who will benefit; 

Regional and state relevance of the road; 

Availability of alternative sources of funds; and 

Potential to support the development of specific regions. 

A1.2.3.6 Procurement Rules and Procedures for Mexican Road PPPs 
Calls for tenders have to be published in the official publication Diario Oficial de la Federación, in
Compranet

10
, in a national newspaper and in a newspaper of the state where the project is located. 

The bidding documents are designed according to the “Law of Roads, Bridges and Federal Auto-
Transport”, which forms the legal basis for procurement of concessions. 

                                                

10
 Sistema Electrònico de Contraciones Gubernamentales, http://web.compranet.gob.mx/ 
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The bidding process is divided into two stages. In the first stage, the technical aspects of the project 
are evaluated, and only the proposals that meet these technical requirements are admitted to the 
second stage in which the financial issues are considered. 

Each bidder has to provide a Letter of Credit as proof of the seriousness of the offer, a bond in favour 
of SCT, worth three per cent of the investment to cover concession obligations, and a bond worth 17 
per cent of the investment in favour of Fideicomiso de Inversion en Infraestructura (FINFRA

11
), to 

cover construction risk. The concessionaire is requested to have funds available for maintenance 
works in accordance with the programme it proposes. 

The Mexican Government can contribute financial support through FINFRA. Two different 
contributions are provided by FINFRA: 

Initial contribution; and 

Ongoing contribution during the operation of the road. 

The concession for a toll road is awarded to the bidder that satisfies the technical, economic and legal 
conditions and who requests the lowest sum of initial government contribution and the minimum Net 
Present Value of revenue guarantees. This Net Present Value is calculated using a discount rate 
decided by the SCT at the beginning of the procurement process. 

If there is a tie, the concession is awarded to the tenderer offering the lowest construction costs and 
the highest risk capital contribution. 

Such a situation happened at the tender for the concession for the 83 km Morelia - Salamanca toll 
road project which was tendered in early 2005. After the first phase a tie was determined, as two 
groups did not request any initial contribution. Therefore, according to the tender agreements, the 
concession was awarded to the company offering the lowest construction cost. 

The bidder with the second best offer is designated to replace the winning bidder if it is unable to fulfil 
the terms of the concession. 

Concessions for toll-free roads are awarded to the bidder that not only complies with technical, legal 
and financial requirements, but also requires the smallest Net Present Value of the future periodic 
payments. Again, the Net Present Value is calculated using a discount rate decided by the SCT at the 
beginning of the procurement process. 

The winning bidder has to create a dedicated trust to manage concession revenues and to repay to 
SCT certain expenses incurred for the preparation of the project. 

Because SCT provides the technical design for concession projects, the bidding process for Mexican 
PPP projects is rather short. On average, the period from call for tenders until concession award is 
about one year. 

If SCT does not provide the design, the bidders present a conceptual project at tender phase and if 
they are awarded the project, they have at least six months to deliver the final design. 

Table 14 shows the structure and development phases of the Querétaro – Irapuat Project, which was 
implemented as “Service Provision Contracts”. 

                                                

11
 Finfra (Fondo de Infraestructura), is a trust in BANOBRAS which receives resources from the SCT and is used for studies and 

project elaboration, initial support for PPPs or construction of new highway sections. 
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Table 14: Timetable of the Querétaro – Irapuat Toll-Free Road Project in Mexico 

Phase 
Allocated Time 

(months) 
Key Activities 

Tender process, evaluation and award 8 
Site visit, prequalification, bid preparation, 
request for financing, bid evaluation and award 

Design phase 3 Preparation of project design, financial closing 

Improvement works 17 
Road improvement works, supervision by 
public authority 

Maintenance and operation 220 
Road maintenance, monitoring by public 
authority 

Preparations start to hand over the 
road to public sector 

60 months before 
contract expires 

Inspections, programme design, etc. 

A1.2.3.7 Instruments and Evaluation Criteria for Mexican Road PPPs 
Guidelines, evaluation tools and PSC for concessions are standardised by the Ministry of Finance and 
are published on the internet. 

The cost benefit analysis for each project includes at least i) a diagnosis of the current situation and 
possible solutions for the services to be provided; and ii) a description of the project if procured under 
traditional procurement methods and if developed under a PPP model. Each analysis includes also a 
sensitivity analysis. 

Concessions are granted to the bidder that, besides meeting technical, financial, economic, and legal 
requirements, also needs the minimum public subsidy or the lowest annual payments. 

A1.2.3.8 Payment Mechanism and Risk Allocation in Mexican Road PPPs 
For toll road concessions, the revenue source is the user payments. SCT sets a maximum average toll 
and establishes terms for toll regulation. Toll rates are updated annually. 

The Federal Government provides an initial contribution with public funds paid through FINFRA and 
provides also a minimum revenue guarantee. If project revenues are insufficient to service the debt, 
the Federal Government provides, through FINFRA, an amount requested by the concessionaire in its 
bid.

The concessionaire pays the government 0.5 per cent of its annual gross revenues as concession 
fees. Furthermore, if the concession performs above expectations, excess revenues will be shared 
between the concessionaire and FINFRA. 

For toll-free roads, periodic payments are paid from SCT's annual budget. These periodic payments 
are based on the availability of the road and its traffic (shadow tolls). 

Each bidder requests a periodic payment determined as a function of: 

Construction, maintenance and operating costs; 

Rate of return on equity, including financial costs; 

Estimated annual traffic; and 

Duration of contract. 

For toll roads, the traffic risk is transferred to the concessionaire, but the government offers a minimum 
revenue guarantee. Force Majeure is covered by insurance, contracted by the concessionaire. If the 
cost of the remedial action exceeds the insurance coverage, the remainder is paid through a 
contingency fund established in FINFRA. 

For toll-free roads, only a small part of traffic risk is transferred to the private partner, via the shadow 
toll. Risks resulting from design, construction, productivity, hidden faults, operation and financing are 
transferred to and managed by the private partner. Risks due to Force Majeure, archaeological 
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findings and inflation are shared and managed by both parties. Risks that remain with and are 
managed by the government are planning and permits, regulatory changes, and certain demand risks. 

Table 15 compares the models for toll roads and toll-free roads. 

Table 15: Comparison of Tolled and Toll-Free Road PPP Projects in Mexico 

Item Toll Roads Toll-Free Roads 

Revenue Source Road users Periodic availability fees 

Government Support 
Initial contribution and revenue 

guarantees 
None 

Traffic Risk Transferred to concessionaire Small part transferred to concessionaire 

Project design Delivered by SCT 
SCT provides conceptual design and list of 

requirements 

Equity requirements Minimum equity required No minimum set 

Legal documents Concession contract Concession contract and service contract 

A1.2.3.9 Dispute Resolution Mechanism in Mexican Road PPPs 
Controversies arising from authority actions will be handled according to the provisions of federal law. 
If controversies arise because of technical and/or economic arguments, they will be dealt with by a 
committee of experts. 

If the parties do not agree, a referee will be engaged according to the rules of the Commerce Code. 

A1.2.3.10  Other Specific Aspects of the Mexican Road PPPs 

The “old model”- lessons from history 
In the late 1980s and early 1990s, Mexico launched an ambitious toll road programme during which 
more than 50 toll road concessions were awarded and the national toll road network more than 
doubled (from 4,500 km in 1989 to 9,900 km in 1994). 

However, the programme collapsed and its demise forms an important example of large scale 
infrastructure concession failures. The reasons for the financial failures of several of these first 
Mexican highway concessions are numerous: 

The tendering process and concession design was inadequate, as was the financial discipline of 
government-owned commercial banks, which provided funds to projects which were not viable. 

The scope of the programme exceeded the technical and administrative capacity of the local 
construction industry, the liquidity of domestic financial markets and the institutional capabilities of 
regulatory officials. 

Underestimation of investment costs and overestimation of operating income caused serious 
financial problems and led to unsustainable operating conditions. 

The financing system of the entire toll road sector was destabilised by the 1994 Mexican currency 
crisis. 

As a result of all those problems, the government was forced to reorganise the sector. 

In doing so, 20 concessions were nationalised, which meant that about 40 per cent of the programme 
was taken over by the public sector. The outstanding bank loans were assumed by a newly created 
government entity, Fideicomiso de Apoyo al Rescate de Autopistas Concesionadas, domiciled at 
BANOBRAS. 

No compensation was provided to equity holders and under government control toll tariffs were 
significantly reduced to promote the usage of the motorways and to increase revenues. 

The terms of the remaining 32 concessions, which stayed under private control, were extended (on 
average by 20 years). This gave lenders and investors the opportunity to recover their original 
investments over longer periods of time. 
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For example, the Mexico - Toluca highway concession, originally granted in 1989, was amended 
frequently in order to extend its term. The original concession contract only covered the construction 
and operation of the toll road for about two and a half years (probably one of the shortest concession 
periods ever anywhere). Reconsidering the revenue-cost relationship, this term was extended to 11 
years in 1991. In 2002, it was extended by another 11 years, in compensation for additional 
construction works. In 2006, the concession period was extended to 2031, in compensation for a 
negotiated tariff reduction. 

A1.2.4 Summary of Best Practice and other Aspects in the Road Sector 

A1.2.4.1 Characteristics of the Road Sector 

Organisation of the Sector 
Nationwide, most road sectors comprise a network with sub-networks of regional and municipal roads. 
In Germany, for example, the network is divided into i) federal roads, representing the national 
network; and ii) the secondary network of state and municipal roads. 

In order to represent the different network layers, several public authorities are responsible for the 
road sector. A governmental organisation, or an organisation operating on behalf of the government, is 
generally responsible for the national network, such as federal highways or national roads. Public 
organisations located in the regions are responsible for the secondary network. 

For example, in Germany the Federal Ministry of Transport, Building and Urban Affairs is responsible 
for the federal road network. However, the implementation of the operational tasks is delegated to the 
states.

In contrast, SANRAL in South Africa operates more or less independent from the National Department 
of Transport and manages the national roads itself. 

In most countries, organisational structures in the sector are based on: 

regional aspects and corresponding road classifications; 

life cycle phases, such as need assessment, design and supervision, tendering, maintenance and 
operation;

special functions such as financing, legal aspects, safety, technical standards, economical 
aspects, traffic counting and forecast, etc. 

Physical assets of the network (the infrastructure) are nearly always, even in PPP projects, publicly 
owned and represent a substantial value. 

A1.2.4.2 Value Chain in the Road Sector 
The main tasks in the road sector are as follows: 

development of a road project; 

design of the project; 

construction of the road; 

financing of investments, operation and maintenance; and 

operation and maintenance of the road. 

When introducing the private sector, this value chain has to be unbundled and the public authority has 
to decide which tasks the private sector should implement. 

For example, in Germany construction and maintenance are undertaken by the private sector, 
whereas the operation of roads is fulfilled by public entities. 

In South Africa, especially on national roads, SANRAL fulfils all maintenance works, in addition to 
operation.
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Almost all tasks in the road sector can be implemented by the private sector - the only tasks that have 
to stay in the public domain are policy setting and regulation. 

A1.2.4.3 Types of Revenues in the Road Sector 

Sources of Revenues 
Traditionally, road infrastructure has been financed from the general budget with general taxes and/or 
indirect user payments as main source of revenues. 

In most countries, the amount of indirect user payments ("road user charges"), like fuel tax and vehicle 
tax, would be enough to finance the construction and maintenance of road infrastructure. 

However, road user charges are usually not ear-marked, but become part of the general budget, 
where they are used for other purposes. Many countries worldwide have experienced that ear-marking 
of road revenues is only accepted by the Ministry of Finance if revenues are collected as direct user 
payments, such as tolls or vignettes. Most Ministries of Finance do not accept ear-marking of other 
road user charges, like fuel tax, etc. 

As a result, the road sector in many countries does not receive enough revenues and suffers from 
underfunding. Therefore, many countries have introduced direct user charges, such as tolls. For 
example, in the European Union, Finland is the only country that does not collect distance related tolls 
or time related vignettes. 

Tolls are also the most obvious revenue source for road PPPs, as they are directly paid by the users. 
But tolls are neither the cheapest, nor the economically most efficient way to charge drivers for using 
the roads (see discussion of "public goods" above). 

Direct user charges can be limited to certain vehicle categories and the tariffs can vary according to 
the number of axles, the frequency of usage, the time of usage etc. 

The extent of tolled roads differs from country to country. As shown above, Germany only collects tolls 
from HGVs on federal motorways. In rare cases, where PPPs are used in Germany, tolls are levied on 
all users. In the UK, almost all motorways are toll-free, even those implemented as PPPs. 

In South Africa, Mexico, France, Italy and other countries, a large part of the high-level road network is 
tolled.

Use of Road Sector Revenues in PPPs 
Tolls collected by the concession company can either be kept by the company for its own use, or can 
be passed on to the government. In this case, the PPP company will be reimbursed by the public 
authority via shadow tolls or availability payments. The advantage of this scheme is that the PPP 
company does not take on the traffic risk. 

In many instances road user charges are collected by the government, but are then used to pay 
private partners. The following solutions are possible: 

The concessionaire receives the amount collected on the road section operated by it. 

This is the case at the German A-Model. HGVs pay toll on the entire German motorway network. 
The toll is collected by the company Toll Collect, which transfers all revenues to a public agency. 
The amount collected on the motorway section subject to the PPP is then transferred to the 
concessionaire. The payment for the PPP company does not come from the general budget, but 
from the road users. 

The concessionaire receives a regular fee in form of a performance or availability payment. This 
is, for example, the case in Norway or some PPPs in the UK, were the payments are taken from 
the general budget and not from the road users. 

The concessionaire receives shadow tolls from the public sector. Examples are some PPPs in the 
UK, Portugal or Finland. Such payments are traffic related, but avoid the diverting effect of real 
tolls, as they are not collected from the users, but taken from the general budget. 

Table 16 gives an overview of some different direct and indirect road user charges. 
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Table 16: Advantages and Disadvantages of Different Road User Charges 

Advantage Disadvantages 

Direct road user charges 

Tolls 

 Direct relationship to usage, flexible 
(different tolls for different daytimes, etc 
possible) 

 Easy to ear-mark 
 Economically beneficial on congested 

roads

 Can be costly to implement 
 Can be politically difficult to accept 
 Because of diversions, economic 

benefits of road are reduced, if road is 
not congested 

Vignette 
 Easy to implement 
 Easy to ear-mark 
 Cheap to implement 

 No direct relationship to usage 

Indirect road user charges 

Fuel tax  Easy to implement, cheap to collect 
 Direct relationship to road usage only 

via fuel consumption 
 Earmarking politically difficult  

Vehicle ownership 
tax 

 Easy to implement, cheap to collect 
 No relationship to road usage 
 Earmarking politically difficult 

It is important to note that shadow tolls are not a method of raising new funds, it is only a method of 
distributing money to concessionaires. The funds can either come from road user charges (such as 
fuel taxes) or the general budget. The same applies to availability fees. 

Direct tolls are attractive because they generate additional income. However, direct tolls should only 
be used for projects with high traffic; otherwise the income will be too low to cover investment and 
operating costs. 

This happened in Mexico, where most of the projects of the first wave of concessions had to be taken 
over by the Federal Government, or in the case of Germany, where the duration of concession 
agreements had to be prolonged. 

In order to reduce this traffic risk, shadow tolls or availability payments are used in some countries. 

A1.2.4.4 Types of Privatisation and Contractual Models in the Roads & Highway Sector 
Even if international experience produced some failures, the road sector is generally well-suited for 
privatisation measures. However, PPP models (particularly if they transfer traffic risks to the private 
concessionaire) have to be carefully structured and implemented. 

In addition to the already mentioned general conditions required for the successful implementation of 
PPPs, some specific aspects for the road sector are: 

the acceptance of user charges like tolls and the existing possibilities of enforcement; 

the toll levels in relation to the purchasing power and the willingness to pay; 

the uncertainty of traffic forecasts (forecasts for new roads are much more uncertain than 
forecasts for widening or extension of existing roads); 

costs and efficiency of toll collection systems; and 

the availability of public sector payments to close existing financial gaps (for example, the 
concessionaires in Germany’s A-Models receive transfer payments of up to 50 per cent, in the F-
Model of up to 20 per cent of total costs, depending on individual characteristics). 

When trying to bring private sector efficiency into the road system, different countries used different 
strategies. 

In some countries, the supervision over the whole motorway system has been outsourced to one 
100 per cent publicly owned company under private law. Examples are SANRAL in South Africa, 
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SCT in Mexico, ASFINAG in Austria, the Highways Agency in UK, or BRISA Auto-Estradas de 
Portugal SA in Portugal. 

BRISA Auto-Estradas de Portugal SA was privatised in the late 1990s when 86 per cent of the 
equity was listed at the stock exchange and sold to national and international strategic investors. 
All the countries listed above have also implemented PPPs in the road sector. 

Countries like Italy, France or Spain have sold parts of their national motorway network to private 
or public concession companies. 

Other countries use PPP’s for single infrastructure assets like certain roads, bridges, tunnels or 
mountain passes. Examples for such a solution are Germany and Russia which is currently 
tendering a series of roads concessions. 
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A1.3 RAILWAYS

A1.3.1 Country I – United Kingdom 

A1.3.1.1 Background of the PPP Sector in the United Kingdom 
The United Kingdom was one of the first countries to embrace private capital for the financing of public 
tasks. The Private Finance Initiative ("PFI") was started by the conservative government in 1992. The 
public infrastructure in Britain had suffered from severe under-investment since about 1950 and the 
government wanted to increase investments without increasing public debt. 

The labour government which took office in 1997 did not only continue the PFI programme, but made 
it a landmark initiative, using mostly PPPs, although the individual projects are also called PFI 
projects. 

The government has published detailed guidelines to specify requirements for PFI projects. So far, 
590 PFI deals have been signed, with a combined capital value of about Pounds sterling 53 billion 
(Euro 70 billion). Projects in nearly all areas of public activities (health, education, transport, defence) 
have been executed under the PFI programme. 

The British PPP sector is very mature. The public authorities have acquired experience in procuring, 
awarding and monitoring contracts, and the industry has built up knowledge and established 
specialised PPP advisors. 

A1.3.1.2 Types of Privatisation and PPP Schemes Applied in the UK Railway Sector 
The United Kingdom is one of the few countries that have experience with full privatisation of railway 
services and railway infrastructure, and with PPPs. 

Privatisation 
Until 1994, railway services and railway infrastructure were only provided by British Railways, which 
was a vertically–integrated, state-owned railway company. It also had the monopoly over the carriage 
of passengers and goods by rail. 

The reorganisation of the railway industry started in 1993 when a new “Railways Act” was enacted by 
parliament. The main objectives of the Act were to: i) reduce the level of government subsidies for rail 
transport over the long term; ii) open the transport sector to competition to improve services; iii)
increase railway productivity; and iv) respond better to market needs, thereby meeting demand and 
improving financial results. 

In 1994, British Railways was broken up into more than 100 separate entities, all of which were 
privatised between 1995 and 1997. The reforms resulted in the i) separation of transport operation 
from railway infrastructure; ii) introduction of a franchise system for regulated passenger rail transport; 
iii) privatisation of the freight rail transport business; and iii) privatisation of the infrastructure. 

The following companies were established 

1. a new infrastructure manager, Railtrack, became the sole owner and manager for the entire 
railway infrastructure including tracks, signalling, electrification, stations, depots and shops; 

2. 25 private train operating companies with franchises to run passenger operations; 

3. four freight train operators; 

4. three rolling stock leasing companies; and 

5. more than 70 other companies connected with various aspects of railway engineering and 
operation.

While the passenger train operating companies were regulated franchises, freight business was 
completely privatised through the establishment of private companies. These companies, which had to 
buy operating licences, own their own rolling stock and operate in a competitive market environment. 
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The major player resulting from the railway reform was Railtrack, a private company listed on the 
London stock exchange. 

However, there were flaws in the way Railtrack managed the infrastructure. This caused three serious 
train accidents. In order to maximise return to shareholders, Railtrack had cut costs and tried to get the 
most out of the assets and deferred maintenance. As a result of this deferred maintenance, Railtrack 
had to replace hundreds of kilometres of damaged track and had to pay compensation to train 
operators

This exacerbated a brewing financial crisis and Railtrack declared bankruptcy on 7
th
 October 2001. As 

a result, the government placed it under administration. 

In March 2002, Network Rail, a not-for-profit company limited by state guarantee, was established. On 
3

rd
 October 2002, Network Rail acquired the shares of Railtrack for Pounds sterling 510 million (Euro 

660 million) and took over the ownership and management of the rail infrastructure. 

The railway infrastructure in the UK is de facto nationalised again. 

PPPs - Channel Tunnel Rail Link 
So far, the UK has implemented one mainline railway PPP, with mixed success. 

In 1996, the UK Government awarded a contract to build the Channel Tunnel Rail Link (“CTRL”), 
linking the Channel Tunnel with London, and to run the UK section of the Eurostar train service 
between London and Paris/Brussels. The contract was awarded to a consortium called London & 
Continental Railways Limited (“LCR”). 

The PPP contract envisaged that LCR would finance, build and operate CTRL. Its revenues were to 
come primarily from Eurostar and from use of the CTRL by domestic train services. 

For the construction of the CTRL and its use by domestic train services, the UK Government agreed to 
provide LCR direct grants totalling Pounds sterling 1.7 billion (Euro 2.2 billion). It was expected that 
construction would start in 1998 and that CTRL would open in 2003. 

However, at the end of 1997 it had become clear that overly optimistic forecasts for the operating 
performance of Eurostar had undermined LCR's efforts to raise the money it needed from private 
investors to build the Link. 

Therefore, in January 1998, LCR asked for an additional Pounds sterling 1.2 billion (Euro 1.6 billion) in 
direct grants from the UK Government. Following negotiations a solution was agreed between the 
Government and LCR, which did not involve a material increase in direct grants. However, it did 
involve a radical restructuring of the project. 

It was decided, that apart from direct grants, the finance would come from two sources: 

1. funds borrowed from commercial banks and guaranteed by the Government
12

; and 

2. a bond issue which carries a Government guarantee. 

Overall, CTRL cannot be considered a private project anymore as the main risks are with the 
Government. The only risks remaining with the private sector are the design, construction and 
maintenance risks. LCRT opened for commercial traffic on 14

th
 November 2007. 

PPPs - operations 
All passenger railway traffic in the UK is operated by private companies that own franchises for a 
limited time period. The franchises are regularly re-tendered and some are monopolies for certain 
connections, whereas others, especially long distance traffic, are not monopolised. 

The tariffs during the peak hours are regulated, as is the timetable. Franchise holders are free to set 
off-peak fares and may choose to reduce the train frequency during off-peak. 

                                                

12
 The guarantee was originally given by Railtrack, but when Raitrack was nationalised, the guarantee become de facto a 
Government guarantee. 
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Most franchises are subsidised by the public authorities. Originally, concessions were awarded to the 
tenderer offering the best service, like the densest timetable, or the most modern rolling stock. But this 
has changed recently, with the requested subsidy rapidly becoming the major evaluation criteria during 
the tender phase. 

PPPs in Light Rail 
Light Rail was one of the early applications of PPPs in the UK. Tramways were completely abandoned 
in English cities in the 1960s. However, since the 1980s, a number of light rail projects have been 
completed on a PPP basis. 

The first light rail projects were the Docklands Light Rail (first route opened 1987, with subsequent 
extensions), Manchester Metrolink (first route opened 1992) and Sheffield Supertram (opened in 
1994/95).  

The projects which were implemented later share similar contractual structures: Midland Metro, 
opened 1999; Croydon Tramlink, opened 2000; and Nottingham Express opened 2004. In those three 
projects, the private sector provides part of the financing and takes on the entire cost risk for the 
construction period. None of the projects covers its costs via farebox revenues alone and the public 
sector has to contribute to them. The concessionaires take part of the revenue risk, as the payment is 
partly linked to farebox revenue. The remaining payments come from availability fees. 

The latest major transport PPP in the UK rail industry is the London Underground rehabilitation, whose 
set-up is completely different: the concessionaires do not take traffic risk, however do take on 
engineering risk. This reflects the concern about the mixed outcome of previous PPPs in the rail 
sector. It also reflects the latest insight about which responsibilities should be transferred to the private 
sector. 

However, one of the companies that took over the rehabilitation and maintenance of parts of the 
underground network faced serious financial problems and the public authorities had to take over the 
entire company.  

A1.3.1.3 The Different Stakeholders in the UK Railway Sector 
The main public sector stakeholders are the Department of Transport, the Treasury and the local 
authorities. 

Network Rail, is responsible for the entire railway infrastructure and various private companies provide 
passenger and freight services. The sector is supervised by public regulators, which are independent 
from the ministries. 

The UK has a well developed PPP industry comprising advisory firms, contractors, equipment 
suppliers and contractors. Almost all the big European, American and Australian equipment suppliers 
and contractors are active in the UK. 

The users are represented by various institutions such as different passenger councils or the Chamber 
of Commerce and Industry. 

In light rail schemes, public transport authorities, established on a local or regional level, play a vital 
role. These authorities, under the control of city or regional councils, develop and promote light rail 
systems. 

Upfront finance is provided by central government grants, although regional and local authorities 
contribute as well. 

Funding is provided by the local banks and frequently by the EIB. 

A1.3.1.4 Legal Framework for Railway PPPs in the UK 
There is no obstacle in principle for public authorities in Britain to set up contracts as PPPs. Certain 
projects were already set up using PPP structures, long before the PFI was formally launched. 

Since the formal introduction of PFI as a cornerstone of government policy, the Treasury, the National 
Audit Office and other authorities set up criteria, guidelines and review procedures for PFI projects. 
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General procurement rules are set by parliament, such as “The Public Contracts Regulations 2006”. 
These regulations stipulate open tendering processes with public notices. In certain specifically 
described cases, other procedures (restricted tender, negotiation procedure, and competitive dialogue 
procedure) are permitted. The award has to be based on the lowest price or other criteria for the most 
economically advantageous bid. In this case, the tendering authority has to publish those criteria and 
its weighing in advance. Tender results have to be published and all bidders have to be notified about 
the award. In addition, each procurement process has to comply with European Union legislation. 

The rules also demand that before a PPP procurement process is started, a “value for money” test, 
using the Public Sector Comparator, has to be made. This test establishes whether to use PPP or 
conventional procurement.  

There are additional guidelines for specific aspects of PPPs (financial aspects, inflation risk, 
recommendations for the process etc.) and for certain sectors. For some sectors, standardised PFI 
contracts are available. These rules are not legally binding for the purchasing authorities, unless the 
central government provides funding for a project. 

For light rail systems, the entire planning and approval process is specified in the “Transport and 
Works Act” from 1992. This Act regulates construction and operation of railways, light rail systems and 
similar schemes. Under the Act, local authorities may apply to the Minister of Transport for an order. 
Once this order is granted, the local authorities will have broad powers to execute the project, 
including compulsory land acquisition. People whose property or business is affected may object. If 
there are many objections or the case raises complicated questions, the Minister is likely to appoint an 
independent inspector to hold a public inquiry. So far, no light rail project has been rejected following 
this public inquiry. 

Government funding is granted for individual projects by parliament. Local authorities have to apply for 
grants and once the project is reviewed, including the business plan, and commented on by the 
Treasury, the project is presented to parliament for decision. 

The Treasury and the National Audit Office provide “guidance” on how business plans have to be 
prepared in order to be accepted. Safety aspects are to be approved by the Health and Safety 
Executive.

A1.3.1.5 Institutional Set-Up in the UK Railway PPP Sector 
So far, the UK has only implemented one mainline railway PPP, the CTRL. It is likely that more railway 
PPPs will follow, but this will take time as the political decision making process can be long and 
cumbersome. 

Local light rail schemes can be promoted by the respective local councils or transport authorities. 
Planning has to be executed under the framework of the “Transport and Works Act 1992”. The local 
authorities submit their proposals and the Ministry of Transport will appoint an independent inspector 
to review and finally approve (or cancel) the schemes. 

When applying for government grants, the sponsors have to submit business plans for the project to 
the Ministry for Transport. These business plans indicate the institutional set up as a PPP project. 

As the business plan will foresee loans and grants, the next step is a negotiation between the local 
authorities (which want the money) and the Treasury (which has to provide the funds). 

Through the project development and implementation phases, all parties have to comply with the 
checklists and guidance notes provided by the Treasury, the National Audit Office and the Office of 
Government Commerce. 

A1.3.1.6 Procurement Rules and Procedures for Railway PPPs in the UK 
Britain has clear and strict rules on public procurement. All evaluation criteria are public and if the 
evaluation is not solely based on price, the other criteria have to be specified in advance of the 
procurement process. The National Audit Office has the right, and frequently exercises its right, to 
review tender processes and to monitor project implementation. 

The UK Parliament has an influential Transport Sub-committee, which has the right to question any 
person involved in transport projects. This includes ministers, civil servants, advisors and private 
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sector partners. The hearings are mostly public, and, especially if they cover a controversial topic, are 
transmitted on TV. 

A1.3.1.7 Instruments and Evaluation Criteria for UK Railway PPPs 
As part of the grant-seeking process for a project, all options to implement the project have to be 
explored. This means that for each project that the sponsors and/or grantors want to implement as a 
PPP, it has to be proven that a PPP structure is the most advantageous option. As part of this 
process, the distribution of risks and rewards has to be reviewed as well. 

The method to calculate the PSC for UK PPP projects has been in doubt recently, claiming that the 
rules show a bias towards PPPs. The PSC results are not published, but they include items such as 
construction cost overruns, reduced traffic and revenue figures, etc, which could prefer the PPP 
options. 

A1.3.1.8 Payment Mechanism and Risk Allocation for UK Railway PPPs 
Although the CTRL and many light rail projects were implemented as PPPs, the majority of funds 
necessary to implement the projects came from the public sector. Table 17 shows the funding 
structure of three light rail projects in the UK. All projects have been financed by a combination of 
public funding and money provided by the sponsors. However, in two projects, less than ten per cent 
of the original funding came from the sponsors. 

Table 17: Funding Structure for Three Light Rail Projects in the UK  
(Million Pounds) 

Project 

Midland Croydon Nottingham 

Central government grant 40 125 167 

Central government loan 40 - - 

European Union grant 17 - - 

Public funds local 22 - - 

Consortia equity and private loans 11 75 13 

Total 130 200 180

The contract term varies from 20 years in the Midlands, to 27 years in Nottingham, and 99 years in 
Croydon (excluding construction period). 

Construction risks have to be fully born by the concession companies. The project in Nottingham 
opened according to schedule. The Croydon project was delayed because of problems with the 
electrification, and the Midland Metro was late due to problems in vehicle delivery and acceptance. All 
three projects have been completed within budget. 

None of the UK railway PPPs is able to cover its operating costs and loan repayments solely via 
passenger revenues. All projects receive, to a different extend, ongoing payments from the public 
sector. 

With all projects, one of the major problems was how to integrate them into existing transport systems. 
When integrated with other modes of transport, the concession company can benefit from joint 
marketing and coordinated planning, but it loses its autonomy to set prices. 

Because of an optimistic belief in market forces, the first light rail systems in Manchester and Sheffield 
did not make any provisions for coordination of routes, timetables, fares or marketing. 

This approach has since been found to be unsuccessful. Particularly the Sheffield Supertram light rail 
had serious financial problems as it was opened at the same time as bus transport was fully liberalised 
in the UK. As a result, the light rail system had to compete with buses and it achieved only half its 
forecast passenger revenues. 
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However, the Croydon light rail system, opened one year later than Midland Metro, is fully integrated in 
the planning, marketing and fare system of London Transport. 

The concession company, Tramlink Croydon receives revenue from sales of specific light rail-only 
tickets. However, 70 per cent of ridership comes from area-wide season tickets, whose income is 
pooled by the public authority and allocated according to passenger surveys. There are specific 
compensation arrangements for fare increases above or below inflation. 

Although the Croydon light rail system is integrated in the wider transport network, it has not yet 
achieved its business plan and is operating at a loss. 

Nottingham, the most recently opened light rail system, is seen as a big success. Figure 5 shows the 
structure of the organisational set up. 

Figure 5: Organisational Structure of Nottingham Light Rail 

The project took 16 years from concept to the start of revenue service, as shown in Table 18. 

Table 18: Time Table of the Nottingham Light Rail 

1988 
Nottingham City Council and Nottinghamshire County Council develop the idea for a light rail 
system 

1991 UK Parliament is asked for the powers to build and run the light rail system 

1994 Approval by Parliament 

1996 Approval by British Government 

1997 Selection of Arrow consortium as preferred bidder 

1998 Government approves funding 

May 2000 Financial closing 

June 2000 Construction works start 

Sep 2003 Trial runs start 

Mar 2004 Revenue service start 
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One of the most important success factors in Nottingham was the decision to integrate the new light 
rail system with the bus network. The bus network has been changed, and buses feed the light rail 
system. Through-tickets and season tickets are valid on buses and the light rail. 

However, integration between buses and the light rail system was easier in Nottingham than in other 
cases, as the main local bus company is majority owned by the city council and is also the majority 
shareowner of the light rail's operating company. The concession company receives a share of the 
farebox revenues, but the majority of its revenues come from availability payments. Unusually for light 
rail systems, revenue forecasts have been exceeded in Nottingham. 

Overall, the success of the light rail systems in England is mixed: Projects have mainly been delivered 
on budget and on time. However, most systems fell short of their ridership expectations, at least at the 
beginning of the concession period. 

Manchester and Nottingham are seen as very successful, and Manchester even secured funds for 
further network extensions. 

Sheffield was hit by the liberalisation of the bus market at the time of opening. The system has since 
been sold to another operator, with the public sector incurring significant losses. 

Midland Metro had problems because of late delivery and poor performance of rolling stock. It also 
lacked integration with other modes of transport, which has since been improved. 

Croydon fell short of revenue expectations, it has also suffered safety concerns and a tense 
relationship with the public authority, which wanted to take the system over and transfer ownership 
into public hands. 

In 2004, the UK’s National Audit Office ("NAO") published a report highlighting general problems with 
light rail systems. As a result of the previous problems, the government has since been reluctant to 
support new schemes. Projects in Leeds, Liverpool, and South Hampshire have been halted. 

The critical points in the NAO report were mostly unrelated to the fact that the projects were set up as 
PPPs, but concerned light rail systems in general. The NAO has recommended the following: 

Ensure integration with other modes of transport (bus, rail, park & ride schemes); 

Ensure a clear technical framework and approval procedures for light rail; 

Avoid driving construction cost up through expensive technical regulations; and 

Provide appropriate resources for public decision-making and approval. 

Although the critique was mainly concentrated on light rail systems, they are also applicable to 
mainline railways. 

A1.3.1.9 Dispute Resolution Mechanism in UK Railway PPPs 
The United Kingdom has an efficient legal system. Claims among the contracting parties are either 
settled in court or by an adjudicator. 

The light rail system in Croydon is a recent example of a project that used the court system, whereas 
the concession contract in Nottingham stipulates the appointment of an adjudicator for resolving 
disputes. However, at a recent claim that arose in Nottingham, both parties rejected the adjudicator's 
ruling and the dispute is subject to further litigation. 

A1.3.2 Country II - Malaysia 

A1.3.2.1 Description of the Railway Sector in Malaysia 
Malaysia has a railway network of more than 2,400 km, which is predominantly 1,000 mm gauge, and 
only 57 km of standard gauge. The network covers most states in Peninsular Malaysia and there are 
international connections to Thailand in the North and Singapore in the South, as well as several 
branch lines. 
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The Malaysian rail network dates back to the British colonial era when it was built to transport tin, and 
has been taken over by Malaysia after its independence. Keretapi Tanah Melayu Berhad ("KTMB"), 
formerly known as the Malayan Railway Administration, controls most of the Malaysian Network. 

The Malayan Railway Administration was renamed KTMB after the government-led corporatisation in 
1992 under the Railways Act 1991. Although still wholly-owned by the government and reporting to the 
Land Division of the Ministry of Transport, KTMB currently operates as a commercial organisation, 
responsible for its own revenue and operations. It operates the assets under a lease agreement. 

KTMB operates passenger trains on both main lines and the Bukit Mertajam-Butterworth branch. It is 
also the main operator of freight trains in Malaysia. The infrastructure is officially owned by Sharikan 
Prasarana Negara Berhad, which reports to the Ministry of Finance. 

There are several railway lines which are not under the control of KTMB. This includes the Kuantan - 
Kerteh line, owned by the national oil company Petronas, and the Sabah State Railway line from 
Tenom to Tanjung Aru (Kota Kinabalu) in the state of Sabah (Borneo). The funicular Penang Hill 
Railway also does not come under KTMB's control. There are also a couple of PPP projects. 

A1.3.2.2 Types of PPP Schemes Applied in Malaysian Railway PPPs – Project Description 
In the early 1980s, Malaysia faced unsustainable fiscal deficits and growing failures and inefficiencies 
of state-owned enterprises and government agencies. This ultimately resulted in a change of policy 
that emphasised privatisation and private sector-led growth. 

The great attention given to private development of transport and other infrastructure was an integral 
part of the government’s strategy to overcome inherited inequalities and make the country 
internationally competitive. 

The railway investments undertaken in Malaysia in the 1990s were intended to meet mainly the needs 
of the capital, Kuala Lumpur. About 130 km of railway line were built in Kuala Lumpur as BOT projects: 

56 km of two light-rail transit networks (so called STAR and PUTRA) with the STAR system as the 
first urban rail BOT project in Malaysia. Both the STAR and PUTRA contracts were not tendered, 
but simply awarded. Due to serious financial difficulties, both projects have been handed over to 
the government-owned national infrastructure company, Syarikat Prasarana Negara Berhad, 
which subsequently leased back the operations to the management of PUTRA and STAR at 
discounts after the nationalisation. 

The 57-km double-track Express Rail Link between the City Air Terminal and Kuala Lumpur 
International Airport. The 57 km city-airport connection consists of two operating modes: KLIA 
Ekspres with direct routing and KLIA Transit, a commuter rail system with three intermediate 
stations. KLIA Ekspres commenced operation on 14th April 2002, KLIA Transit first started 
operation on 1st June 2002. 

The company ERLSB has been awarded a concession for 30 years (with an option to extend the 
concession by a further 30 years) to finance, design, construct, operate and maintain the KLIA 
Ekspres and KLIA Transit and other ancillary activities related to railway services, such as 
provisioning of retail and advertising spaces on trains, stations, etc.. The concession agreement 
was signed between ERLSB and the Ministry of Transport in 1997. Land acquisition for the 
scheme was undertaken by the Malaysian Government. 

A 16-km, 12-station monorail serving the city’s central business district. The construction of KL 
Monorail was originally initiated by Hitachi, Ltd., but the 1997 East Asian financial crisis led to 
cessation of work in December 1997. When work was resumed in July 1998, MTrans Holdings 
took over. When the line was opened in 2003, it was agreed that the owner of the KL Monorail, KL 
Infrastructure Group, would hold a 40-year concession to operate the monorail. 

The latter two projects were built and are still operated by their original private concessionaires. 

A1.3.2.3 The Different Stakeholders in Malaysian Railway PPP Projects 
The main public participant in rail transport is the National Ministry of Transport, especially its 
Department of Railways. 
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For the projects described above, equity was provided either by Renong Berhad, a major Malaysian 
conglomerate (in the case of PUTRA), the foreign Taylor/Woodrow/AEG consortium (for the STAR 
project), or KL Infrastructure Group Berhad, an investment holding company (for the Monorail project). 

Domestic and foreign banks, as well as Malaysian pension funds, provided also financing for the 
investments. 

Figure 6 shows the project structure for the Express Rail Link between City Air Terminal and Kuala 
Lumpur International Airport. 

Figure 6: Organisational Structure for the Express Rail Link 

The structure is a conventional PPP structure where the concessionaire ERLSB signed a concession 
agreement with the Ministry of Transport. ERLSB is owned by three shareholders. Typically for PPP 
projects in the railway sector, a large part of the initial funding comes from the government. Because 
the German conglomerate Siemens is part of the turnkey contractor, 50 per cent of the funding comes 
from German banks. 

A1.3.2.4 Legal Framework for Malaysian Railway PPPs 
The government first announced privatisation as a national policy in 1983 to fulfil the following 
objectives: 

facilitate private sector-led growth of the economy; 

relieve the government’s financial and administration burden; 

reduce the government’s presence in the economy; 

trim both the level and scope of public spending; 

allow market forces to govern economic activities and improve efficiency and productivity in line 
with the National Development Policy; and 

promote active participation by Bumiputeras (indigenous inhabitants of Malaysia) in the corporate 
sector to correct imbalances in wealth distribution and corporate sector participation. 

The privatisation policy was incorporated into the framework for national development, the Malaysian 
five-year-plans and the privatisation masterplan. Completed in 1991, this plan identified 176 state-
owned enterprises to be privatised over the next five years and another 70 in the longer term. Under 
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the current Ninth Malaysia Plan, the government allocated approximately Euro 4 billion under a Private 
Financial Initiative to be spent in the plan period. 

While there is currently no framework for PPPs, the relevant Ninth Malaysia Plan indicates as main 
features for a successful PPP (based on UK and Singapore experiences) the following aspects: 

Selection of PFI projects via tender (contrary to direct appointment); 

Tender evaluation will be undertaken by a special PFI unit; 

During the tender period, emphasis will be placed on the bidders’ experience; and 

Key performance indicators ("KPIs") will be implemented to measure the quality of service 
delivery. KPIs will be defined pre-construction (as targets/output) as well as post-construction (as 
a reward-penalty system) where the private sector’s payment must be proportional to the 
achievement of the KPIs. 

A1.3.2.5 Institutional Set-up in the Malaysian Railway PPP Sector 
As stated in the Railways Act 1991, any person who intends to build a railway must submit an 
application to the Department of Railways of the Transport Ministry through the submission of a 
railway scheme containing information as follows: 

Type of railway system; 

Route alignment and terminals; 

Safety aspects; 

Fare structure and freight charges; and 

Other aspects that could assist the department to evaluate the system. 

The Department of Railways will examine and verify the application through a committee headed by 
the Department and comprising various government agencies. The Department of Railways then 
submits the Railway Scheme and any additional submission to the Minister of Transport for 
recommendation of conditional approval. Upon approval, the Department of Railways notifies the 
developer officially that it may proceed with the development and construction of the railway system. 
After a public display of the planned scheme for three months, the Minister takes a decision on final 
approval.

A1.3.2.6 Procurement Rules and Procedures for Malaysian Railway PPPs 
The legal framework for public procurement in Malaysia consists of the “Financial Procedure Act”, the 
“Government Contract Act 1949”, “Treasury Instructions” and “Treasury Circular Letters”. These 
measures apply to procurement by all federal and state governments and also semi-governmental 
agencies, but not state-owned enterprises. 

The following procurement methods and procedures apply: 

A tender board is appointed in each procuring agency to administer specific procurements. 

Open tendering is used for procurements above US$ 54,000. 

For tenders that target local suppliers, the bidding period is 21 days, for international tenders (only 
for goods and services that are not available locally) the bidding period is 56 days. 

For each procurement process, the procuring agency sets up a technical committee to determine 
the technical specifications of the tender. 

Local tenders must be advertised in at least one local newspaper in the Malay language, 
international tenders must be published in at least one Malay-language newspaper and one 
English-language newspaper. All tenders are posted on the websites of the procuring agencies 
and the central procurement website of the Malaysian government. 
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A tender opening committee opens and records all bids in a register. Two other committees 
evaluate the technical and financial aspects of the bids according to a scoring system. 

The evaluation committees report to the tender board or the Ministry of Finance, which makes the 
final selection. 

Price and non-price factors are considered in the decision. 

In practice, the tendering system is opaque. Contracts are often given to an elite group of 
businessmen without open and competitive tendering. 

Therefore, attempts are being made by the administration to institute competitive bidding or open 
tender for government projects or contracts. 

A1.3.2.7 Instruments and Evaluation Criteria for Malaysian Railway PPPs 
Under the planned PFI guidelines, the evaluation of proposals will be different from the previous 
process. 

The selection of concessionaires will be through a bidding process and all proposals will be evaluated 
on the basis of value for money rather than lowest cost. The proposal will then be compared against 
the PSC of each project. Ultimately, the private sector proposal must offer better value for money than 
public sector projects could offer. 

A1.3.2.8 Payment Mechanism and Risk Allocation for Malaysian Railway PPPs 
The existing concession agreements include mechanisms that allow scheduled increases in tariffs. If 
the concessionaire abstains from increasing the tariffs, the government has to pay compensation. This 
is a major issue for the government and attempts are now being made to re-negotiate these terms and 
also to find an optimal balance in risk sharing. 

A central PFI unit comprising the Ministry of Finance, the Economic Planning Unit and the National 
Implementation Directorate has been formed to develop a framework and guidelines, which should 
ensure fair distribution of risks and rewards between the public and the private sectors. 

According to the planned PFI rules, the private sector’s revenue must correspond to the quality of 
services it provides. This was not always the case in past privatisation projects. 

In the case of the Express Rail Link between the City Air Terminal and Kuala Lumpur International 
Airport, the concession contract places the traffic and inflation risk with the concessionaire, but 
provides for an automatic five per cent fare increase per year, with adjustments every five years. 

A1.3.2.9 Dispute Resolution Mechanism in the Malaysian Railway PPPs 
There is no general resolution mechanism. The instruments to resolve project disputes are defined 
individually in each concession contract. 

A1.3.3 Country III - Chile 

A1.3.3.1 Description of the PPP sector in Chile 
In the early 1990’s, the Government of Chile estimated the backlog of infrastructure investments at 
around US$ 11 billion with annual losses, due to lack of competitiveness, of US$ 1.7 billion. The 
government also recognised that the public sector did not have the resources to carry out the major 
investments required. 

To meet the challenge, the Chilean Government first invited the private sector to take part in the 
building, maintenance and operation of major roads. The Chilean concession system was introduced, 
which allows the private sector to finance financially profitable projects and recover their investments 
mainly through direct user charges. 

In subsequent years, the concession programme has expanded both in terms of sectors and design. 
Chile now has one of the world’s most extensive concession programmes for roads, ports, railroads, 
bridges, tunnels, reservoirs and canals. 

Additional projects to be implemented as PPPs include hospitals, prisons, public plazas and sports 
stadiums. The tenders are based on least capital value and the lowest rate of subsidy requirements. 
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Generally, the concession programme was a success. Without these PPPs, the infrastructure deficit 
would not have been reduced over the past decade. 

A1.3.3.2 Types of PPP Schemes Applied in the Chilean Railway Sector 
Chile’s approach to privatisation in the railroad sector is rather unusual because it was not caused by 
a large subsidy burden. 

The military government had stopped all subsidy payments to the railway in 1979, deliberately allowing 
the system to decline. As a result, freight volumes fell from 14.7 million tonnes in 1980 to 6.6 million 
tonnes in 1990. Also, the railroad was overstaffed and inefficient. 

Private sector participation began by deciding to concession off and to vertically separate the freight 
services, while keeping the infrastructure and passenger services in public hands. The state railway, 
Empresa Ferrocarril del Estado, is still responsible for the infrastructure of the main network serving 
central Chile, but services are provided by the private sector. 

In 1995, the operation of the southern part of the railway operations in Chile was partly divested 
(56.3 per cent) to Ferrocarril del Pacifico ("FEPASA"). The concession period for the 3,000 km network 
comprises 20 years of operation and a 10 year renewal period. FEPASA was originally created in 
1993 by the state railway company to take over the freight services. One year later, the state railways 
sold 51 per cent of FEPASA to the private sector consortium Transportes del Pacifico S.A. (TdP) 
through a public bid for US$ 30 million (in 2003, FEPASA was taken over by another company). 
FEPASA pays an annual franchise fee plus a fixed and variable fee, based on track usage, to the 
national railway company. 

In 1997, the 2,200 km north-south railroad in Northern Chile, Ferrocarril del Norte, was concessioned 
as a vertically integrated concession and divested completely via a public tender for US$ 13 million to 
a consortium comprising U.S.-based RailAmerica and its Chilean partner Andres Pirozzli y Cia Ltda
("APCO"). Later on, RailAmerica sold its shares and the principal owner of Ferrocarril del Norte is now 
APCO.

Also in 1997, the Chilean section of the Arica-La Paz railway was leased for a 25-year period to a 
consortium of mainly Bolivian companies. The concession was not publicly tendered. Due to financial 
constraints of the concession's owner, the 206-km railway line is in poor condition. However, before 
the planned retendering of the operations in 2008, the section has to be rehabilitated by the current 
concessionaire. 

Additionally, in September 2006, the Chilean Government published a tender for the Chilean part of 
the planned Central TransAndean Railway between Los Andes in central Chile and Mendoza in 
western Argentina. The Chilean part of the railway was divided into two concessions: Los Andes – Rio 
Blanco and Rio Blanco – la Frontera. 

The contracts worth US$ 140 million would have included repairs to the existing tracks and the 
operation of freight services. However, because companies were not interested in the concessions, 
and due to increased cost estimates, the project was shelved in June 2007. 

A1.3.3.3 The Different Stakeholders in Chilean Railway PPP Projects 
The privatisation affected only freight business, but the mining industry, which is very important for the 
Chilean economy, was affected as well. 

Privatisation supervisor and monitoring agency for the FEPASA concession was the state railway 
company, whereas the Ferrocarril del Norte concession is supervised and monitored by the Chilean 
Economic Development Agency. 

The concessionaires for the railway lines are both Chilean and foreign companies. 

A1.3.3.4 Legal Framework, Procurement Rules, and Procedures for the Chilean Railway PPPs 
The legal regulations for providing public infrastructure through the Chilean Concession Programme 
are mainly specified in the “Concession Law” and its accompanying regulations. The regulations cover 
items like adjudication, execution, repair and maintenance of state public assets and public tasks. 
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The tender process can be initiated either through a direct call for bids, or by a process of pre-
qualification. Before publishing a call for bids, the Ministry of Public Works can invite bidders to pre-
qualify in cases where the work and tasks to be awarded are particularly complex, large or expensive. 

Before tendering, each project is analysed by the Ministries of Public Works and Finance, and other 
public agencies. 

Through advertisements in the official gazette (Diario Oficial) and national press, bids are publicly 
invited. Once the bids have been received and evaluated and the project has been awarded, the 
Chilean parliament passes a decree officially awarding the concession. 

The concession contract sets out the rights and powers of the parties during the concession period. 

The following factors are to be considered during the tender evaluation: 

Proposed tariff structure; 

State subsidy required; 

State-guarantees required; 

Length of proposed concession period; 

Payment offered to the public authority for existing infrastructure; 

Degree of risk assumed; 

Quality of the technical bid (basic engineering and concept); 

Offer to make extra payments to state, or to cut tariffs, if the return on capital exceeds the 
contractual rate; and 

Qualification on other services. 

A1.3.3.5 Institutional Set-Up in the Chilean Railway PPP Sector 
As in many Latin-American countries, rail transport in Chile is not as important as in other parts of the 
world. Plans to franchise or privatise passenger rail services have been discussed for years, but never 
implemented. 

Instead, the government started to invest heavily in infrastructure and passenger rolling stock in 2001. 
However, the state-run passenger transport company is losing money and there is no clear strategy on 
how to deal with the problem. 

What is unusual in the Chilean railway sector is that the incumbent state-owned operator is allowed to 
participate in the privatisation process. The sale of the FEPASA freight concession and the negotiation 
of track access charges have been conducted by the state owned railway company. No successive 
problems have been reported about this apparent conflict of interest. 

Commercially, the concessions have been successful, even though not all data have been made 
public. Freight volumes on the railways are up, tariffs have been cut. When RailAmerica sold its 
shares in Ferrocarril del Norte in 2004, the value of its shares was about three times the amount 
RailAmerica had paid eight years previously. 

In order to resolve any future disputes concerning concessions, Chile created a special settlement 
mechanism, using an arbitration panel. Further details are included in the individual concession 
agreements. 

A1.3.4 Summary of Best Practice and other Aspects in the Railway Sector 

A1.3.4.1 Characteristics and General Aspects of the Railway Sector 
Railway systems consist of the following sub-systems: 

Infrastructure; 
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Service facilities (stations, freight handling terminals etc.); and 

Operation (passenger and freight) 

traction and rolling stock 

train operation and sales (passenger and freight transport and handling). 

Due to the technical, organisational and economical interfaces between the subsystems, railways 
used to be vertically integrated and to be operated by one single organisation, responsible for all 
functions and services. 

In many countries this is still the case today. In many instances, this vertically integrated entity is 100 
per cent state owned. Reasons quoted by the governments are mainly the character of a natural 
monopoly, safety and often social aspects. 

But private participation in railway infrastructure development and operation has a long history. For 
example, in the 19

th
 century, private companies built many European, Australian, North American or 

sub-Sahara African railways. Later, in the 20
th
 century, many of the railway transport systems were 

nationalised by the governments. Nevertheless, the North American freight railways are still vertically 
integrated private companies. Most other railways depend upon public subsidies to cover revenue 
shortfalls, which are often substantial. 

However, for years there has been a worldwide tendency to increase efficiency within railway systems 
and to make them more independent from the public budget. This has cleared the way for a separation 
of the functions without increasing safety risks or raising operational concerns. 

The separation between infrastructure and operation allows for the introduction of competition in the 
system and consequently also privatisation measures. Thus, different new organisational forms of the 
railway sector have emerged, trying to unbundle the functions and place them under separate 
responsibilities.

Models exist where public or private infrastructure providers offer their track to train operators, which 
also use stations or freight terminals owned yet again by other public or private developers. This is the 
situation in the UK where many different companies use the infrastructure and provide services. 

In Germany, for example, the Federal Government is the only shareholder of the railway company, 
Deutsche Bahn AG, which operates the infrastructure on behalf of the Federal Government. In parallel 
to this, Deutsche Bahn AG as operator is in competition with other private providers of passenger and 
freight transport services. 

Because of the following reasons, privatisation of railways is more complex than in other forms of 
transport: 

The multi-product nature of the activity: passenger and freight transport, as well as long-distance 
and regional services use the same infrastructure but serve different markets. In some countries 
high-speed services use the same infrastructure as well; 

The system is technically and organisational complex; 

The railways have a particular cost and revenue structure; 

The tariff setting, as well as network development, can be influenced by social aspects; 

The railway industry is very capital intensive and the capital stock can only be expanded in steps, 
however, demand can change in smaller steps; 

Railway development was, and still is, regarded as an engine for economic development and as a 
symbol for industrialisation; and 

Railways have significant environmental and safety advantages. 

General prerequisites for the success of railway privatisation models are: 



EuroMed Transport Project – Main Contract 

Micro Study on Public Private Partnerships in the Transport Sector   110 

Unbundling of functions, allowing several providers to be in competition; 

The privatised areas, be it in infrastructure or operation, must be financially viable, however, this 
does exclude subsidies; 

Efficiency gains must compensate possible disadvantages, such as reduced economies of scale 
or increased coordination costs between the various privatised companies; and 

Programmes and projects have to be carefully designed and intensive market testing has to be 
done before starting with the implementation. 

A considerable number of privatisation programmes in the railway sector have proven to be failures. In 
none of the cases has there been a single reason and the main causes are: 

A public monopoly is replaced by a private monopoly - this is the worst mistake; 

There is no adequate cost recovery - this is the most frequent reason. This does not, however, 
preclude subsidies in order to make the project feasible; 

Unclear description of obligations and/or interfaces when transferring responsibility to the private 
sector. This was an important reason for the problems which plagued the privatisation of railway 
infrastructure in the UK (Railtrack); 

Optimism bias during project preparation - this leads to overestimation of traffic and revenues and 
to an underestimation of costs. This is a very frequent problem which happens for PPPs in all 
sectors; 

Unbalanced and sometimes unclear risk allocation. For example, the unclear responsibilities for 
engineering and design lead to large cost overruns of the Channel Tunnel project; and 

Legal uncertainties and political risks. 

A1.3.4.2 Value Chain in the Railways Sector 
As already mentioned, in the past it was considered that railway transport had to be vertically 
integrated in one company. Some experts still prefer integrated companies, but others see a potential 
for competition in the railway industry if the operation and infrastructure are unbundled. 

The following organisational forms are possible in the rail sector: 

Vertical (and horizontal) integration: the typical national railway; 

Vertical integration with competitive access to the infrastructure: this is the case in Germany 
where Deutsche Bahn is an integrated company, but private companies are allowed to use the 
infrastructure; 

Vertical separation: this is the case in the UK; and 

Vertically integrated, but horizontally separated: this is the case in the USA freight railway industry. 

All these options allow the private sector to participate in the railway industry. Indeed, the countries 
with the highest shares of private railway companies, the USA and Australia, have vertical integration. 

However, if it is not possible (or advantageous) to privatise an entire railway company, rail 
infrastructure should be separated from operations. The World Bank defines separation as follows: 

 “Infrastructure separation means that the operators of transport services work at arm’s length from the 
provider of the fixed facilities. In railways separation can begin with merely keeping the accounts for 
infrastructure and operations separate, but it can extend to having different entities to own, provide, 
and control the infrastructure, and an entirely independent set of operators

13
“.

                                                

13
 World Bank, Public Policy for Private Sector Nr. 135, The Benefits of Separating Rail Infrastructure from Operations 
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Besides preparation for further privatisation steps, immediate benefits of separation are: 

Reduction of unit costs: the more traffic a rail line carries, the lower the unit costs. An 
infrastructure provider can allow a new operator on the line at a charge higher than its own 
marginal costs, but far lower than the cost of the incumbent operator; 

Creation of intra-rail competition; 

Improved focus on services provided (passenger, cargo); and 

Clarification of public policy: In Sweden, for example, the government wanted to pinpoint its 
support for social objectives and to ensure a competitive balance in public support for transport. 
By separating rail infrastructure from operations, the government was able to find out the true 
costs of transport services. 

Infrastructure separation is no panacea, and because of the complexities involved, it may offer little 
advantage. But for more complex railways in countries with market-driven transport sectors, 
infrastructure separation may be the only alternative. 

Vertical separation can only be successful when all vertical units are unbundled (and ultimately 
privatised) and made to work efficiently. However, there are also disadvantages, which have to be 
taken into consideration when undertaking a vertical separation: 

Potential loss of economies of scale; 

Possibly less attractive to the user than an integrated system (if badly managed); 

High quality regulatory body required; 

High transaction costs; and 

If there are only few (sometimes only one) operators, then the investment incentives are small for 
the infrastructure provider, because the operator will bargain away the benefits of new 
infrastructure due to its strong bargaining power. 

As pointed out earlier, one of the most important prerequisites for privatisation is competition, which 
can also be created with other traffic modes like road and air transport. Such intermodal competition 
can sometimes be more effective than inter-rail competition. 

A1.3.4.3 Types of Revenues for Railway PPPs 
Railway operating costs can be divided into four main categories: 

Train costs: theses costs include provision of transport services (fuel, crew, maintenance and 
depreciation of rolling stock); 

Track and signalling cost: these costs include the operation, maintenance and depreciation of 
infrastructure; 

Terminal and station costs; and 

Administration costs. 

The main types of user revenues available to cover these costs are: 

Passenger fees;  

Freight fees; and 

Subsidies/compensation for public service obligations. 

Sometimes there are additional revenues from various commercial activities in stations and terminals 
(retail, restaurants, parking, freight handling etc.). 
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In vertically and horizontally integrated systems, there is one income stream from the users to the 
(integrated) railway company. Consequently, establishing a relationship between revenues and costs 
incurred by subsystems is difficult and there is always the danger of undiscovered cross subsidies. 

In vertically and/or horizontally separated systems, the diversified (internal) flow of funds between the 
different subsystems can provide more cost transparency. Some costs and charges will become more 
obvious, allowing the customisation of charges like: 

Track access fees (fees the train operators pay to infrastructure operators); 

Station and terminal fees (fees the train operators pay to station/terminal operators); or 

Concessions and licence (fees the concessionaires pay to train or station/terminal operators); etc. 

In either model, the end-user payments often do not cover all cost occurred by the system. In many 
countries, fares are subsidised and user payments only cover a fraction of the costs. The revenue 
shortfall has to be covered by public contributions. 

In countries where railway infrastructure and operations are separated, the problem of adequate 
access charges arises. Because railways are a natural monopoly and public goods, the customer 
payments (the payments from the train operator to the infrastructure company) would not cover the full 
costs, were the payments calculated according to an economic optimum. 

Therefore, different countries have developed different tariff models for access charges that can be 
classified into three basic types: 

German model with two components: 
The access charge is calculated according to a: 

Constant component per train, related to speed, type of traffic (passenger, freight, express, etc.) 
and track demand; and 

Variable component per train- km, depending on speed, track demand, and schedule accuracy. 

French model with three components: 
The access charge is calculated according to a: 

Access component (this is very disadvantageous to new market entrants); 

Reservation component, per train-km, to be paid even when track path is not used; and 

Circulation component based on factors such as distance, departure time, track condition, etc. 

British model with two components: 
The access charge is calculated according to a: 

Fixed charge, which is allocated irrespective of traffic level; and 

Marginal costs allocated in relation to actual traffic. 

In theory, Germany and the UK both use pricing models where railway infrastructure revenues and 
expenses are balanced. In practice, however, various forms of state aid and subsidies comprise about 
35 per cent of railway infrastructure expenses in Germany. 

In the UK, revenues are supposed to cover 106 per cent (100 per cent expenses + 6 per cent profit) of 
expenses. But since such a model would not be viable for train operators, the government provides 
subsidies to the operators. 

As shown in Table 19, the level of subsidies to railway infrastructure companies in Europe is 
substantial.
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Table 19: Subsidies to Infrastructure Railway Companies  
in Europe, as Percentage of Total Revenues 

Switzerland 70%

Italy 40%

France 30%

Sweden 15%

A1.3.4.4 Types of Privatisation and Contractual Models in the Railway Sector 

Infrastructure 
Various models for private sector participation exist in the railway sector. For the infrastructure, they 
are very similar to the situation in the road sector. 

Various isolated tasks of the value chain can be outsourced, and the construction and maintenance of 
new lines can be implemented as PPPs. Such an example is the new HSL South line in the 
Netherlands, where the infrastructure construction was subdivided into the i) sub-structure (track, 
bridges etc), which was ordered and financed by the government; and ii) super-structure (catenary, 
etc), which is provided by a private consortium. 

In addition, the entire network or single routes can be privatised, as was the case in the UK and is 
currently discussed in Germany. 

One of the key-factors for any form of private sector involvement is the separation of the regulator from 
the operator. This is very important in cases where a public company owns the infrastructure and 
competes in the market for the train operation, alongside private operators. 

Train Operation 
In many countries, the operation of freight trains is completely privatised and private companies 
operate in the market and no regulation is necessary (for example in the UK). 

Passenger traffic, however, is almost always regulated and receives public financial support, even in 
the USA or Australia. In most short distance traffic, the competition is for the market and not in the 
market. Private companies have concessions with defined tariffs and timetable. 

In some long distance traffic, the competition happens in the market, where more companies compete 
for the same traffic. 

Stations, Terminals, Rolling Stock 
In some countries, stations and/or terminals are managed separately from the track. They are 
provided by private developers, recouping their investments by fees from the train operators and by 
commercial rent from shops, offices, etc. Financially, they are structured like conventional real estate 
deals. 

Rolling stock is often owned by dedicated leasing companies, which rent or lease the equipment to the 
operating companies. Because of tax reasons, such investments are often structured as cross-border 
leasing deals. 
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A1.4 AIRPORTS

A1.4.1 Country I - Albania 

A1.4.1.1 Description of the Airport Sector in Albania 
As a country in transformation, Albania is seeking to overcome 40 years of communist dictatorship in 
the centre of a politically unstable region. Since the first democratic elections, there have been several 
setbacks, such as the breakdown of the governmental institutions, which resulted in riots in 1997, or 
the impact of the war in Kosovo in 1998/1999. 

As a result, the institutional set-up of the Albanian economy is still a "work in progress" and a strong 
institutional framework is still lacking. However, basic conditions for market solutions have already 
been implemented. 

Industries and the banking system have been privatised, but there is still a strong public involvement in 
the transport sector (e.g. railways, ports, metropolitan bus lines).

The economic transformation process, together with the emigration of many Albanians who regularly 
visit their home country, has resulted in a substantial growth in air transport. 

In total, Albania has 11 airports and airfields, of which only three have a paved runway. By far the 
most important airport is the airport in Tirana. 

Since the early 1990s, the upgrading of the existing airport infrastructure was at the forefront of 
political attention. The Albanian Ministry of Transport is in charge of planning airport infrastructure. 
Originally, airport infrastructure was improved with soft loans from various donor organisations, but 
eventually it was decided to involve the private sector with the upgrading of the airport in Tirana. 

A1.4.1.2 Types of PPP Schemes Applied in Albanian Airport PPPs 
Tirana International Airport, Nene Tereza, is Albania’s only international airport. It is located 
25 kilometres outside the Albanian capital. Since the 1990s, airport traffic has grown substantially, with 
passenger numbers increasing by 14 per cent annually between 1998 and 2006. In 2006, it was used 
by more than 900,000 passengers. 

In 2004, the airport was privatised, using a Build-Own-Operate-Transfer (BOOT) scheme, and an 
airport company, “Tirana International Airport SHPK”, was established. Tirana is the first airport in the 
region to be 100 per cent privatised. 

The private airport company has managed the airport since its privatisation and has been working 
profitably since then. During the first half of 2007, traffic grew by 22 per cent. 

Under the concession agreement, the private company will operate the airport until 2025, when 
ownership will be transferred to the government. The concession agreement foresees the construction 
of:

a new passenger terminal; 

a new cargo terminal; 

parking areas; and 

a new access road. 

The airport underwent a complete refurbishment and extension in 2007. A new passenger terminal 
was built with a capacity to process more than one million passengers a year. 

All in all, the total investment volume of the project amounts to about US$ 308 million. No subsidies 
are available, except in the form of a state guarantee for the new access road. So far, the BOOT 
project is considered to be a great success. 
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The payment mechanism between the government and the operator guarantees that all revenues from 
the airport services belong to the private company. This includes aviation as well as non-aviation 
charges. The government receives a fixed amount of concession fees from the operator. 

A1.4.1.3 The Different Stakeholders in the Tirana Airport PPP Project 
The Albanian Government initiated the Tirana Airport PPP because of a strong determination to 
improve airport infrastructure. There was a strong political will to realise the upgrading of the airport 
infrastructure via a PPP project. As a result, the private operator was well supported by the 
government during the implementation phase. 

Shareholders of the private operator are: 

Hochtief AirPort (47 per cent of the equity), one of the world’s biggest private airport managers; 

Deutsche Investitions- und Entwicklungsgesellschaft (31.7 per cent), a member of Kreditanstalt für 
Wiederaufbau (KfW), a financing and consulting group of the German Government that supports 
development projects; 

Albanian-American Enterprise Fund (21.3 per cent), an US-American company established to 
encourage and develop private sector activities in East European democracies. 

The two financial partners have wide experience in Southeast Europe, whereas Hochtief has 
experience in implementing and operating airport projects. 

Funding for the project came from the European Bank for Reconstruction and Development (EBRD) 
and commercial banks. 

A1.4.1.4 Legal Framework for Albanian PPP Projects 
There is no special legal framework for PPPs in Albania. The project was implemented using the 
standard commercial laws of the country. 

A1.4.1.5 Procurement Rules and Procedures for Albanian PPP Projects 
The Albanian procurement rules are still developing. Although the country has made significant efforts 
to fight corruption by implementing more transparent procurement rules, the country's procurement 
procedures and their implementation still need further improvements. 

The core of the Albanian legal framework on procurement is The Law on Public Procurement, which 
became effective in 1996. It applies to all government procurement, at both state and local 
governmental level. It offers a range of different procurement methods, like open tendering, restricted 
tendering, two-stage tendering, etc. 

Since the Tirana airport project was partly financed by the EBRD, the government and the concession 
company had to follow the strict EBRD guidelines on Financing of Private Parties to Concessions.

The steps of the procurement phase of the project were as follows: 

Bidding process: submission of three bids in December 2003; 

Selection of the winner’s consortium as preferred bidder in January 2004; 

Negotiations between the government and the consortium until June 2004; 

Signing of concession agreement in October 2004; and 

Start of 20-year concession in April 2005. 

A1.4.1.6 Payment Mechanism and Risk Allocation in the Tirana Airport PPP Project 
The payment mechanism, as agreed in the concession agreement between the government and the 
operator, guarantees that all revenues from the airport services belong to the private partner. This 
includes aviation and non-aviation charges. 
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A1.4.1.7 Dispute Resolution Mechanism for the Tirana Airport PPP Project 
The dispute resolution mechanism is included in the concession agreement. There are no other 
mechanisms defined in the Albanian legislation. 

A1.4.2 Country II - Philippines 

A1.4.2.1 Description of the Sector in the Philippines 
As a rapidly growing country, the Philippines faces enormous challenges regarding its competitiveness 
and how to meet growth and poverty reduction targets. Reforms envisioned for the ports, airports and 
rail sector have not been realised yet. 

A lack of know-how in planning, preparing and execution of projects, combined with highly politicised 
decision making, increases the uncertainties and risks for foreign private investors, who are reluctant 
to get involved in the country's transport sector. 

Air transport is an important and integrating factor for the island economy of the Philippines. Airports 
are an essential instrument in transporting goods and people to major economic centres in the 
country. Therefore, the Philippines have 85 airports, four of them are international airports, four other 
airports are international alternate airports. 

In 1990, the Philippine Department of Transport and Communication ("DOTC") recommended that the 
Ninoy Aquino International Airport ("NAIA") in Manila should be the country's future main international 
airport, with a new terminal to be constructed for international traffic. As a result, a group of local 
business leaders submitted an unsolicited proposal for the construction and operation of a new 
Terminal 3. 

As a consequence, another consortium, Philippine Air Terminals Co. Inc. ("PIATCO"), also submitted a 
proposal. In 1997, the government awarded a 25-year concession to PIATCO to construct and operate 
a 13-million passenger terminal. 

The main reason to award PIATCO the concession was the involvement of Fraport, the operator of 
Frankfurt Airport. As an international company with experience in the management of other airports of 
international relevance, Fraport was seen as a "safe pair of hands" in the development of NAIA's 
Terminal 3. 

So far, NAIA's Passenger Terminal 3 has been the only major transport project financed by the private 
sector in the Philippines. Although there are other PPP projects, the main transport investments are 
mainly financed via development assistance programmes. 

NAIA's Passenger Terminal 3 project was an integral part of the Philippines' transport strategy, and 
should have served as a catalyst for the development of the airport site and of surrounding areas. High 
political priority was given to the development of a new international passenger terminal, responding to 
the needs of the increasing air traffic and economic integration opportunities. 

A1.4.2.2 Types of PPP Schemes Applied in the Philippine's Airport Sector– Project Description 
In 1997, the BOT contract for the NAIA Terminal 3 project was awarded to PIATCO, a consortium of 
Philippino, German, Japanese and Singaporean companies. 

Under the concession contract, PIATCO was supposed to construct a new Terminal 3 by 2002, and to 
operate the new facilities during the 25-year concession period. That period could have been 
prolonged at the government’s request for a further 25 years. It was agreed by all parties that 
international traffic would be exclusively handled at the new Terminal 3. 

The concession included the construction of: 

New Terminal 3, capable of handling 13 million passengers annually, including a 20,000-sq m 
shopping centre, 140 check-in counters, 118 immigration counters, 40 customs counters, and nine 
moving walkways; 

one 2,000-car covered car park and one 1,200-car outdoor car park; and 

additional facilities, such as a 4-storey shopping mall, duty free shops, conference facilities, etc. 
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PIATCO, which was a 100 per cent private company, committed to invest US$ 420 million in physical 
assets and to pay US$ 100 million during the concession period in concession payments to the 
government. 

The concession payments should have commenced with the appointed start of the operation phase. In 
turn, PIATCO would have had access to all revenues from the terminal’s operation. If PIATCO could 
not meet the appointed date of the initial start-up, its lenders would have had the right to transfer the 
terminal to the government, which in turn would have to compensate PIATCO. 

However, the concession came under heavy political pressure and the Philippines' president was 
leading a campaign against the activities of Fraport. Eventually, the concession agreement was legally 
contested and, in early 2003, the Supreme Court of the Philippines rendered it null and void. 

The Supreme Court declared that the concession agreement violated certain provisions of Philippine 
commercial law. There were also serious allegations of bribery and corruption. 

By that time, the construction of the NAIA International Terminal 3 was almost complete, but as a 
result of the court ruling, the government expropriated the project in 2004. 

In 2007, PIATCO filed an arbitration case against the Philippine Government at the International 
Centre for Settlement of Investment Disputes ("ICSID", part of the World Bank Group), requesting 
US$ 400 million in compensation payments from the Government of the Philippines. 

In autumn 2007, ICSID rejected Fraport's claim. However in early December 2007, Fraport asked for 
an annulment of this decision. The final decision is, therefore, still outstanding. 

The construction of the terminal is almost completed, but the operation has not started. 

A1.4.2.3 The Different Stakeholders in the Philippines Airport PPP Project 
The following parties are stakeholders in the NAIA's Passenger Terminal 3 project: 

The Government of the Philippines. The concession agreement was signed under the then current 
government in 1997. However, the succeeding government did not accept this contract and 
pursued the expropriation. 

PIATCO: The concessionaire, incorporated according to Philippine law, in 1997. The initial 
shareholders were: 

Fraport AG: 30 per cent; and 

Other companies, such as People’s Air Cargo & Warehousing, Philippine Airport 
Ground Services Terminal, Security Bank Airport Investment, Nissho Iwai 
Corporation: 70 per cent. 

Manila International Airport Authority, as regulating body with the main task to formulate and 
monitor airport standards according to international benchmarks. 

A1.4.2.4 Legal Framework for Airport PPPs in the Philippines 
In 1994, the Philippines passed a new BOT-law to regulate concessions and their bidding procedures. 

The law, which aimed to encourage further private investments in infrastructure, allows government 
departments to implement infrastructure projects with private investments. 

The law also allows the introduction of direct user charges and determines the framework within which 
a BOT project can be implemented. In addition, the law permits the government to contribute 
financially to projects, and to contribute equity or performance guarantees. 

In practice, all PPPs have to be implemented by Philippine companies, as the country's constitution 
requires that all concessionaries are least 60 per cent owned by Philippine companies. 

A1.4.2.5 Institutional Set-Up on the Philippine PPP Sector 
Private sector participation efforts have been made in the Philippines since 1989, when a government-
led organisation was established to promote private sector participation in projects and to attract the 
help of multinational assistance programmes. 
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By 1999, this organisation had developed into the “Coordinating Council for Private Sector 
Participation”. In 2002, the organisation was reorganised and renamed the “BOT Centre”. The BOT 
Centre’s Executive Director reports directly to the Secretary of Trade and Industry. Its purpose is to 
foster the implementation of BOT infrastructure projects by providing technical, financial, institutional 
and contractual support through agencies and local governments. The BOT Centre is organised in two 
groups, one devoted to project development, the other group with a strong focus on programme 
operations. Their major tasks are to: 

Act as resource centre; 

Prepare PPP guidance material; 

Advise on specific projects; 

Fund PPP preparation; 

Monitor concession contracts; and 

Approve PPPs. 

Between 1991 and 2002, the BOT Centre and its predecessor helped to complete 42 infrastructure 
projects, mainly outside the transport sector, with approximately US$ 16 billion of private capital. In 
2003, the BOT Centre supported the preparation of 20 transport projects, at various stages of 
development, with a total investment value of US$ 6 billion. 

A1.4.2.6 Procurement Rules and Procedures for PPPs in the Philippines 
According to the Philippines Procurement Act, competitive bidding procedures are the standard 
procurement method. A number of exceptions to this standard method exist, which are specified in the 
law.

Procuring agencies are required to publish tenders at least twice in nationwide media. Internet media 
publishing is already widely used for the announcement of tenders, and will be further expanded in the 
future. Other aspects enhancing transparency of procurement mechanisms are standardised public 
bidding procedures, and standardised contract documents. 

The BOT-law provides as criteria for awarding concessions: 

Matching the minimum technical, financial, organisational, and legal standards according to the 
prescribed minimum design and performance standards; and  

Lowest bid and most favourable terms, based on the Net Present Value of proposed tolls, fees, 
rentals, and charges over the concession term.  

A1.4.2.7 Payment Mechanism and Risk Allocation for the Manila Airport PPP 
According to the concession agreement, PIATCO would have had access to all revenues from the 
terminal’s operation. In return, PIATCO would have to take full traffic risk. 

A1.4.2.8 Dispute Resolution Mechanism used at the Manila Airport PPP 
Once the disputes over the concession agreement started, local Philippine courts got involved and the 
Supreme Court of the Philippines eventually rendered the concession contract as null and void. 

PIATCO then filed for arbitration and took the case to the ICSID. It is not unusual for parties to file 
arbitration outside the host country, especially if they believe that they cannot get justice in the 
country. 

A1.4.3 Country III – Argentina 

A1.4.3.1 Description of the Airport Sector in Argentina 
Argentina has 1,272 airports and aerodromes, of which 154 airports have paved runways. More than 
20 airports serve international traffic. The two airports in Buenos Aires, Ezeiza (international) and 
Aeroparque (domestic), account for two-thirds of the total number of passenger in Argentina. 
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Until 1997, most of the principal airports were under direct ownership, regulation and control of the 
state-owned Air Regions Command of the Argentine Air Force. This agency was established in 1968 
to deal with civil and military aviation services. It still owns air traffic control facilities. Its original tasks 
were: air navigation services, weather forecasting, aircraft and pilot registration, accident investigation, 
air communications and regulation of airport and air navigation services charges. 

Since 1990, in the course of a comprehensive privatisation policy, almost all public sector services in 
Argentina have been converted into monopolistic or oligopolistic markets. More than 120 infrastructure 
companies, covering all sectors, have been privatised. The state did not only transfer assets to the 
private sector, but essentially transferred also its steering capacity. 

In 1997, the government started to award concessions, instead of selling assets, and the National 
Airport System, including 57 airports located throughout Argentina was created. 

The National Airport System has three subdivisions: 

Group A: includes 33 airports, which were concessioned in 1998 to Aeropuertos Argentinas 2000 
SA, a private multinational company, for a period of 20 years with an option for ten additional 
years;

Group B: includes three airports, operated by provincial or municipal governments, and three 
airports, which are all licensed to London Supply SA; and 

Airports, which are not operated under a concession: 21 airports and 378 non-regulated small 
airports and aerodromes (for private use, ambulance, fumigation etc.) are under state control. 

A1.4.3.2 Types of PPP Schemes Applied in the Argentinean Airport Sector 

Long-Term Concession Agreement with Aeropuertos Argentinas 2000 SA: 
When the government started to award concessions for the 57 airports operated by the National 
Airport System, it seemed necessary to award all airports in one concession to a single company, as 
estimates indicated that only a maximum of eight airports were profitable, while many others would 
need cross-subsidies. 

However, some shareholding provincial governments enforced a reduction of the number of airports in 
the tender package to 33. All major airports, accounting for 90 per cent of passenger movements in 
Argentina, were included in the concession package. 

The concession agreement includes all facilities needed for aeronautical and non-aeronautical 
services. However, air traffic control and meteorological services remained with the Argentine Air 
Force.

The concession also does not include ground-handling services, duty free shops and bonded 
warehouses, which were concessioned earlier. 

The concession is based on a BOT model and runs for a period of 20 years with an option for ten 
additional years. The concessionaire committed to invest US$ 2.2 billion over the concession period 
and to pay US$ 171 million in annual license fees. 

Investments have been concentrated on the new terminal of Ezeiza Airport (Buenos Aires), the 
enlargement of Bariloche Airport and the construction of a new passenger terminal at Cordoba Airport. 

Due to an arrear of concession fee payments of US$ 80 million, there have been serious disputes 
between the concessionaire and the Argentinean government. As a result of the disagreements, a 
new 25-year contract with the same company was signed in 2003. 

This new contract includes a variable concession fee, related to the level of traffic, but obliges the 
consortium to invest US$ 2.6 billion. The government also called for a change in the ownership 
structure of the consortium, which resulted in the restructuring of the shareholdings. In 2006, the state 
acquired 20 per cent of the concessionaire's shares for cancelling parts of the debts, which the 
consortium owed to the government. 
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Long-term Concession agreement with London Supply S.A.:
In February 1997, the government started to award several concessions to the private company 
London Supply S.A. for administering, maintaining and commercialising airport services. The 
concession includes three airports which were awarded in 1997, 2000 and 2001. 

The concession agreement is also based on a BOT model and runs for a period of 20 years, with an 
option for ten additional years. 

The concession includes the airport of Ushuaia, which was the first airport in Argentina to be 
privatised. It is the world’s southern-most airport with international traffic. London Supply S.A. started a 
US$ 6 million investment programme in July 2007. The investments for the expansion work will be 
recovered by an increase in landing and handling fees. The 20-year-concession to operate the airport 
has been extended by another ten years. 

A1.4.3.3 The Different Stakeholders in the Argentinean Airport PPP Projects 

The state, which holds 20 per cent of the shares of Aeropuertos Argentina 2000 SA; 

Organismo Regulador del Sistema Nacional de Aeropuertos, a state-owned regulation body for 
the 57 airports, part of the Department of Economy and Infrastructure. The agency has the tasks 
of regulating the privatised airports and managing the public airports. 

The private multinational consortium Aeropuertos Argentina 2000 SA, based in Buenos Aires. The 
company is owned by Grupo Corporación América (89 per cent), Societa Per Azioni Esercizi 
Aeroportuali (operator of Milan airports, ten per cent), and Riva S.A.(one per cent); 

The private Argentinean company London Supply S.A.; and 

The airlines as users of the airports. 

Airlines can ask for the mediation of Organismo Regulador del Sistema Nacional de Aeropuertos if
they have differences with the airport operators. 

A1.4.3.4 Legal Framework of the Argentinean Airport PPP Projects 
In 1997, the National Airport System was created by a government decree, which also announced the 
transfer of the operation and administration of 33 airports to a single private entity through a 
concession. The concession is subject to regulation by Organismo Regulador del Sistema Nacional de 
Aeropuertos, also created by the above mentioned decree. 

A single till tariff regulation system is applied in Argentina, which considers the income generated by 
aeronautical and non-aeronautical services when calculating the allowed rate of return. This enables 
unregulated non-aeronautical services, such as shops, to subsidise aeronautical services. 

The regulation of the concessioned airports owned by provincial governments and municipalities is the 
responsibility of the authorities granting the concessions.

A1.4.3.5 Institutional Set-Up in the Argentinean Airport PPP Projects 
Organismo Regulador del Sistema Nacional de Aeropuertos awards, regulates and monitors private 
concessions to operate, improve and maintain the main airports in Argentina. 

The other, smaller airports are regulated and maintained by the provincial governments and 
municipalities. 

A1.4.3.6 Procurement Rules and Procedures for Argentinean Airport PPP Projects 
When awarding the concessions, the Argentinean Government decided to allow unsolicited proposals. 
The key challenge was how to develop and promote private sector participation during the project 
concept stage, without losing the benefits of increased transparency and efficiency that are associated 
with a competitive bidding process. 

The approach chosen by the government contains elements of Best and Final Offer, and allows 
bidders to make improved offers for a project proposed by other bidders. The original proponent then 
has the right to come up with a superior offer. At the end of the tender phase, the winning bidder must 
compensate the original proponent for project development costs. 
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The “Decree 966 from 2005” regulates the process for unsolicited proposals. According to the law, 
project presentations have to comply with minimum requirements in order to be considered by the 
government. 

The system requires an up-front commitment, together with project details, feasibility studies, 
estimated investment amounts, financing sources and references. Within 60 days, the administration 
is supposed to conduct the primary assessment. If there is interest in the proposal and the project 
serves the public interest, then the proponent is invited to present a detailed proposal. At this stage, 
the administration lists all legal, financial, and environmental studies that the proponent will be 
required to conduct. 

Other bidders can improve the original offer, but 

If the difference between the new bid and the original proponent’s bid is less than five per cent, 
then the original proponent’s bid is selected. 

If the difference between the best bid and the original proponent’s bid is more than five per cent 
but less than 20 per cent, then the best bidder and the original proponent will be invited to re-
submit best and final offers. 

The fact that one company holds a concession over the 33 main Argentinean airports, which in total 
account for 90 per cent of passenger movements leads to two main problems: i) limitation of 
competition between airports; and ii) anticipation of cross-subsidies between airports, therefore 
reducing efforts to increase efficiency. Careful regulation is necessary to deal with those problems. 

A1.4.3.7 Instruments and Evaluation Criteria for Argentinean Airport PPP Projects 
See above the Procurement Rules and Procedures for Argentinean Airport PPP Projects. 

A1.4.3.8 Payment Mechanism and Risk Allocation for Argentinean Airport PPP Projects 
As is common in airport projects, the concessionaires assume the traffic risk but keep all airport 
revenues. The airside fees are regulated and the concessionaire has to pay an annual concession fee 
to the government. 

A1.4.3.9 Dispute Resolution Mechanism 
Sometimes, disputes about landing fees and other dues arise between airlines and the airport 
operators. If this is the case, airlines can ask for the mediation of the Organismo Regulador del 
Sistema Nacional de Aeropuertos.

The concession contracts contain detailed mechanisms which aim to resolve outstanding issues 
between the concessionaires and the public authorities. 

A1.4.4 Supplement: The Privatised Airport Sector in Turkey 
Turkey, which is part of the EuroMed region but not covered by the Study, has awarded a couple of 
concessions to rehabilitate existing or to construct new airport terminals, and to operate them on a 
BOT basis. 

In 1997, the Turkish Government awarded a contract for the new Istanbul Atatürk Airport International 
Terminal. The project was one of the first examples of airport projects in the world using the BOT 
model. The concessionaire is TAV, a consortium led by two leading Turkish construction groups. 

Before the construction of the new international terminal, domestic and international traffic were 
handled in one crowded terminal. After the new international terminal was completed, the old terminal 
became the domestic terminal. The new international terminal covers an area of 264,000 square 
meters, and was opened in January 2000. Additional facilities became operational in 2004 and the 
annual passenger capacity rose from 14 million to 20 million. 

On 3
rd

 July 2005 the national terminal was also included in the BOT concession. TAV rehabilitated this 
old terminal and has been operating it since then. TAV is now operating the entire Istanbul Atatürk 
Airport under an operating lease. The concession period is 15.5 years. Total investment costs were 
about Euro 420 million. 
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In 2005, TAV also won the BOT concession to build and operate the new Ankara Esenbo a Airport.
The new airport cost around Euro 215 million to build and was opened in 2006. Esenbo a Airport 
includes national and international terminals, and will be operated by TAV for the next 17 years.  

In 2005, the Turkish government also awarded the BOT concession to build and operate a new 
international terminal of zmir Adnan Menderes Airport. The terminal has a capacity of five million 
passengers and cost around Euro 150 million to build. The concessionaire is again TAV. 

In 2007, the concession to build a new international terminal at the Sabiha Gokcen International 
Airport (Istanbul’s second airport) was awarded to an international consortium. The capacity of the 
new terminal will be ten million passengers per year and the construction period 30 months. The 
concession will be valid for 20 years and includes the operation of the new terminal and the existing 
terminal, which will be converted into the new domestic terminal. The concession fee for the entire 
concession period will be Euro 1.9 billion, payable to the government’s authorities.

A1.4.5 Summary of Best Practice and other Aspects in the Airport Sector 

A1.4.5.1 Characteristics and General Aspects of the Airport Sector 
Airports form an integral part of the air transport system. They provide airlines with infrastructure and 
associated services which, in turn, allow them to provide air transport services to customers and 
passengers. The demand for airport infrastructure and services is, therefore, derived from demand for 
air transport services. 

Capacity of and charges for airports are usually often decided at a political level. By deciding capacity, 
governments or other decision makers, not only make decisions based on transport economics, but 
also try to meet further aims, like connecting the country’s (or a region’s) capital “to the world”, or to 
boost economic growth through induced transport. 

Although airports were once considered to be public utilities, because they are natural monopolies, 
more and more are tending to be privatised. However, some countries regard airports still as military 
infrastructure, thereby complicating privatisation procedures. 

In general, there are two types of airports, i) origin-destination airports and ii) hub-/transfer airports. 

Hub-airports often depend on one airline (for example: Frankfurt: Lufthansa, Helsinki: Finnair, 
Dallas/Ft. Worth: American Airlines). Usually, hub-airports are much larger than O/D-airports. 

A1.4.5.2 Value Chain in the Airport Sector 
The different services of an airport can be divided into four categories: 

Infrastructure: Provision and maintenance of runways, taxiways and parking facilities for airplanes; 

Ground handling services at the terminal and airfield: such as check-in, security checks, loading 
and unloading, fuel supply, etc.; 

Commercial services: Provision and operation of commercial units, such as shops, restaurants, 
car parks, etc.; and 

Further services: administrative services, etc. 

The private sector can be involved in all these areas. In some airports, one company is responsible for 
many or all aspects, while in other cases, different companies undertake individual tasks. 

A1.4.5.3 Types of Revenues in the Airport Sector 
The different types of airport revenues are closely linked to the different services mentioned above. 
The possibilities for recovering private sector investments are directly related to the chosen privatised 
services. 

Because of this direct link, it is relatively easy to privatise airports or to award concessions for their 
operation.

Traditionally, airport operators derived their revenues from airport charges, paid by the airlines, to 
cover the costs for providing airport services. These airport charges include: 
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Take-off or landing charges, usually based on aircraft size or weight (sometimes based on number 
of passengers); 

Apron or parking charges, based on aircraft size or weight, and the duration of stay; and 

Passenger handling charges, a fee for each departing or arriving passenger, sometimes 
differentiated between domestic and international flights. 

Departure taxes do not benefit the airport operator, because they are usually directly paid to the 
government. 

Over the years, airport operators increased the portion of revenues from non-aviation commercial 
activities (rents for retail stores, catering, car parking, etc.). At some hub-airports, these non-aviation 
revenues can amount to more than 20 per cent of total revenues. At origin/destination airports, these 
revenues are mostly significantly smaller. 

A recent analysis showed that non-aviation, commercial revenues at private airports are almost three 
times as high as at government owned airports. 

A1.4.5.4 Types of Privatisation and Contractual Models in the Airport Sector 
As in other transport sectors, various types of private sector participation have emerged and are 
described as follows. 

Management contract: A contract for the management of an entire airport or parts of it (such as 
terminals) is granted to the private sector with the aim increasing managerial capacities and 
efficiency. No infrastructure assets are transferred and few commercial risks are normally 
assigned to the private sector. Management contracts are often let in parallel to the corporatisation 
of airports. 

Leasing: Airport assets (like terminals, parking lot, etc.) are leased to a private operator. Again, 
little or no investment is required by the private operator. Commercial risks are transferred to the 
private operator, who will try to improve quality of services and managerial capacities. 

BOT/BOOT: Major capital investments for and operation of new airports or new terminals are 
undertaken by a special purpose company, usually based on a concession. After the concession 
period, the assets are transferred to the public sector. Examples are the airports in Tirana, Manila 
and in Turkey. 

Operating concession: A concession to manage and operate an entire airport or parts of it, for a 
limited period of time, is awarded to a private company. Examples are the airport concession in 
Argentina. 

Privatisation: An airport is formally privatised and sold to a private company. The company can 
also be listed on the stock exchange. An example is the Airport Vienna. 

Privatisation of airports through management buy-outs, where the management acquires the 
company, is usually not feasible, due to high capital costs. However, an example of such a buy-out is 
the privatisation of Belfast International Airport in 1997. 
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A1.5 PORTS

A1.5.1 Country I – South Africa 

A1.5.1.1 Description of the Port Sector in South Africa 
Commercial ports play an essential role in South Africa’s transport, logistics and socio-economic 
development. They also play an important role in the supply chains of many countries in the southern 
African region. 

The Transnet National Ports Authority ("NPA") owns and manages South Africa’s eight commercial 
ports, which are each characterised by their natural hinterland. The hinterland of each port defines its 
market and determines to a large degree the nature and types of cargo handled. 

Containers and higher value products are predominantly handled in Durban, Cape Town and Port 
Elizabeth. The ports of Saldanha and Richards Bay are focused on minerals. Mossel Bay handles bulk 
liquids, such as petroleum and East London specialises on containers, bulk cargo and cars. 

The new port at Ngqura is being developed with facilities to handle containers, dry bulk and bulk 
liquids. The first commercial ships are expected to dock in the port in late 2008.  

Table 20 shows the summary of the turnover of the major ports in South Africa. 

Table 20: Transhipped Cargo through the Main South African Ports 

Total cargo handled in 
2006/2007 [t] 

Gross tonnage during 
2006/2007 [m

3
]

Ships handled during 
2006/2007 

Richards Bay 83,019,810 57,150,235 1,575 

Durban 41,483,950 97,453,430 4,545 

East London 1,543,061 8,177,018 316 

Port Elizabeth 5,142,668 28,182,888 1,647 

Mossel Bay 1,755,588 3,017,627 2,506 

Cape Town 3,848,493 47,208,292 3,003 

Saldanha 41,219,634 25,863,229 502 

TOTAL 178,013,204 267,052,719 14,094 

The port of Richards Bay is South Africa’s leading port in terms of cargo volumes and handled about 
83 million tonnes of cargo during the financial year 2006/2007. The port hosts five cargo-handling 
terminals, of which two (Dry Bulk Terminal and Multi-Purpose Terminal) are operated by the public 
South African Port Operations; the remaining three terminals are privately operated. 

These terminals are the Richards Bay Coal Terminal, the Island View Storage Terminal, which 
handles bulk liquids and liquefied gases, and Richards Bay Bunker Terminal, which handles bunker 
fuel.

The coal terminal was funded and built by several South African mine operators and serves their 
export business. The terminal has no public service obligation and handles the traffic of its 
shareholder-customers on a priority basis. 

The port of Durban is a full-service general cargo and container port and handles the greatest volume 
of sea-going traffic of all southern African ports (about 65 per cent of South African containerised 
traffic). In 2006/2007, it handled more than 4,500 ships with a gross tonnage of more than 97 million 
tonnes. Durban’s 57 berths are serviced by 20 terminals. The container, motor vehicle, break bulk and 
timber terminals are operated by the South African Port Operations, while the coal, paper, grain, 
sugar, citrus, liquid bulk and dry bulk terminals are all privately operated. 

The port of Cape Town is the second South Africa sea hub and handles the largest amount of fresh 
fruit. In 2006/2007, Cape Town handled about 3,000 vessels with a gross tonnage of 47 million. Total 
cargo handled at the port (excluding containers) reached almost four million tonnes. 
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A1.5.1.2 Types of PPP Schemes Applied in the South African Port Sector 
The largest ports in South Africa are owned by NPA, which awards concessions for some terminals to 
private companies. 

The concession agreements are based on commercial leases, setting out lease conditions, such as 
length of the lease, lease payments, rights and obligations, areas covered, etc. 

A1.5.1.3 The Different Stakeholders in the South African Port Projects 
The South African port sector is administrated by two state owned enterprises, i) NPA; and ii) Transnet 
Port Terminals. The regulatory and landlord function is performed by NPA, while most terminals are 
operated by Transnet Port Terminals.

NPA's core services are the planning, provision, maintenance and improvement of port 
infrastructure (including railways, sewerage etc.), as well as the provision or coordination of 
marine-related services (pilotage, tug services and berthing) and of port services (management of 
port activities and the port regulatory function at all South African ports). 

The NPA also has control and regulatory functions, which include: 

providing vessel-traffic control and navigational aids; 

licensing and leasing terminals to operators; 

monitoring the performance of port operators; and 

ensuring the orderly, efficient and reliable transfer of cargo and passengers between 
sea and land. 

Transnet Port Terminals is responsible for handling cargo operations at 15 terminals situated in six 
commercial ports. It is the dominant terminal operator in each of these ports. The company's 
operations are divided into four cargo sectors: container, dry bulk, break-bulk and automotive. 

There are also several private terminal operators. 

A1.5.1.4 Legal Framework for the South African Port Projects 
The separation between landlord function (NPA) and operation (Transnet Port Terminals) was the first 
step towards granting of concessions to private companies to operate entire ports. 

Since the infrastructure is owned by NPA, but there is one public and various private operators, South 
Africa’s port model constitutes a mixed model, were private and public operators work side by side. 

A new “National Ports Act” came into effect in 2006. This law provides that NPA may encourage and 
facilitate private investments and participation in the provision of port services and facilities. 

Furthermore, the Act provides that NPA may authorise a person to design, construct, rehabilitate, 
develop, finance, maintain and operate a port terminal or port facility. 

A1.5.1.5 Procurement Rules and Procedures for the South African Port Projects 
Before starting new concession contracts or investment programmes, NPA has to prepare an internal 
feasibility report, which is be submitted to its board for approval. If approval is obtained, NPA will follow 
the process set out in the feasibility report and the guidelines. 

NPA’s intention to enter into a concession agreement does not have to be published in the 
Government Gazette, but must be made known in media and at venues promising to achieve the best 
possible response. This can also mean advertising internationally. 

NPA may only enter into concession agreements with private operators if it follows a "fair, equitable, 
transparent, competitive and cost-effective" procurement procedure. 

If it is necessary to determine the extent of interest in a project, a call for Expressions of Interest can 
be used. The Request for Pre-Qualification takes place in order to select technically and financially 
qualified bidders, who are also qualified in terms of Black Economic Empowerment (see also the 
chapter covering the South African road sector) and who have sufficient experience and reliability. 
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The pre-qualification criteria are specified in the Request for Pre-Qualification and vary from project to 
project. 

Table 21 shows an example of pre-qualification criteria. For each of the criteria, a set of weightings 
(points) will be assigned in order to score each interested party. 

Table 21: Main Evaluation Criteria for Prequalification for South African Port Concessions 

Main Criteria Secondary Criteria 

Capability 

 Proposed composition and structure of the bidder 
 Skill and experience of personnel and subcontractors 
 Advisors 
 Suppliers 
 Quality of suggested contracts with subcontractors, lenders and between members of 

a consortium 
 Financial and market standing and ability to raise debt and equity 

Black Economic 
Empowerment 

 Contribution to Black Economic Empowerment 

Deliverability 

 Ability to meet project timetable 
 Project management capability 
 Current work load 
 Risk management quality 

Project awareness 
 Demonstration of understanding of key project elements and project aims 
 Project approach  

Generally, the procurement process proceeds as follows: 

Pre-qualified bidders are invited to comment on a draft Request for Proposals before it is finalised 
and distributed. The Request for Proposals includes formal regulations, general information and 
specifications about the project and its framework. Additionally, the required content of the 
business plan is set out, including, among other things, an operations plan, proposed tariffs and 
proposed payments to the authority. 

The criteria for the evaluation, including the formulae that will be used to compare the bids, will be 
provided, as well as the requirements of the technical, the Black Economic Empowerment, and the 
financial proposals that must be submitted by each registered bidder. 

Each pre-qualified bidder is issued with a set of bidding documents, after payment of a bid bond to 
NPA. This bond is later returned to all unsuccessful bidders. Non-South African companies are 
required to incorporate an entity under the South African Companies Act to operate the facility if 
their bid is successful. 

Attendance at a pre-bid inspection visit to the particular port terminal or facility and a pre-bid 
conference are generally compulsory. The pre-bid visit or conference also gives an opportunity to 
raise questions. In addition, queries concerning the Request for Proposals may be sent via e-mail. 
The summarised queries and responses are distributed to all registered bidders. 

The authority may, at any time prior to the deadline for submission of the bids, modify the Request 
for Proposals, by issuing an addendum, which is binding for all registered bidders. If necessary, 
the deadline for the submission of bids is extended in order to afford registered bidders a 
reasonable amount of time to take the addendum into account. Each bidder is required to submit a 
firm offer, which is valid and open for the prescribed period after closing day. 

During the bid evaluation process, the acceptability of the bid is determined. Bids that are 
compliant with the formal requirements are further evaluated; bids that do not satisfy the 
requirements (non-responsive bids) are rejected. A bid is rejected if it i) is improperly lodged (e.g. 
not received by specified date/time or not paid-up); ii) is materially defective (for example, the 
proposal was not submitted in prescribed format, not valid for prescribed period or not signed); or 
iii) fails to meet the essential criteria (financial, legal, technical, Black Economic Empowerment, 
and additional mandatory requirements, including tax clearance certificates). 
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In general, a non-responsive bid cannot be made responsive by the correction or withdrawal of 
non-conforming deviations or reservations. 

Following the evaluation of the acceptability of the bids, all responsive bids are evaluated 
according to their technical, Black Economic Empowerment and financial proposal. 

The technical proposals are evaluated in terms of a set of weighted criteria. Typical technical 
evaluation criteria are the quality of business plan, of designs, the robustness of cost estimates 
and of the bidder structures, the capacity for investment, the extent to which performance targets 
exceed minimum specifications and the quality of proposed services to end-users. In addition, 
deliverability and meeting of time schedules, integration of design, development and operations 
with a clear commissioning programme are possible technical criteria. 

After the technical bids have been evaluated, the Black Economic Empowerment bids are 
assessed. The points to be allocated for Black Economic Empowerment are indicated in the 
Request for Proposals. 

Thereafter, the financial bids are processed. In general, the financial proposals are scored on the 
basis of the Net Present Value of the cash flow to the authority over the concession period. 

If negotiations with the preferred bidder do not result in a contractual agreement within the 
prescribed number of days, the authority may start negotiations with the reserve bidder. 

A1.5.1.6 Instruments and Evaluation Criteria for the South African Port Projects 
As already mentioned above, an internal feasibility report for each facility to be put up for tender has to 
be carried out by the NPA. This report has to contain the authority’s motivation to realise the project, 
and should also specify the future evaluation criteria, and the income to be obtained for the authority. 

A1.5.1.7 Payment Mechanism and Risk Allocation for South African Port Projects 
Similar to airports, it is relatively easy to establish a direct link between port services and payments. 
This makes port services and port infrastructure often the first transport infrastructure to be privatised 
in a country. 

In South Africa, the port authority generally requires from terminal concessionaires an initial fee to be 
paid when the contract is signed, an annual or monthly fee for port infrastructure, and a fee per unit of 
service provided. 

Private terminal operators raise revenue by charging terminal handling fees. Cargo dues, port dues, 
and berth dues are raised by the port owner to maintain and to develop port infrastructure. 

NPA as port owner has the obligation to monitor and annually review the performance of 
concessioned terminals and facilities, and to monitor the performance standard, specified in the 
concession agreement. 

A1.5.1.8 Dispute Resolution Mechanism for South African Port Projects 
Each concession contract includes specifications for informal dispute resolution, terminal operator 
default, authority default, and force majeure.

A1.5.2 Country II - Germany 

A1.5.2.1 Description of the Port Sector in Germany 
Germany has 2,389 km of coastline and the ports along the coast act as gateways for maritime traffic. 
They also serve as maritime service centres and industrial sites with great regional and economic 
significance. 

Germany has 29 maritime harbours, of which 16 are located on the North Sea and 13 on the Baltic 
Sea. The most important German harbours, according to their annual turnover are shown in Table 22. 
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Table 22: Transhipped Cargo through the Main German Ports 

Port Turnover 2006 [mio tonnes] 

Hamburg 135 

Bremen/Bremerhaven 65 

Wilhelmshaven 43 

Lübeck 27 

Rostock 25 

According to German law, the responsibility for ports rests with the states. The responsibility for 
connecting the ports with the hinterland, via roads and railroads, however, lies with the Federal 
Government and the states. 

Because they are responsible for ports, coastal states have created their own laws, which govern the 
rights and obligations of port users and operators. 

The states have to construct and operate public infrastructure inside the ports (breakwaters, locks, 
roads, railways etc.). The states are also required to provide the financial resources. In return, they 
have access to the revenues the ports are generating. 

In order to cope with their tasks, the states utilise the services of private port operators in the 
framework of concessions agreements, which normally specify that the state is responsible for 
providing the port's infrastructure, whereas the private operators have to invest in, maintain and 
operate terminals including their equipment. 

Concession agreements can also cover entire ports, for example the private company Eurogate is the 
operator of the JadeWeserPort with a concession period of 40 years. 

A1.5.2.2 Private Sector Participation in the German Port Sector, the Port of Hamburg 
The port of Hamburg is the second largest container port in Europe, after Rotterdam. It is managed by 
the Hamburg Port Authority ("HPA"), a legal body operating according to commercial principles, but 
not formally privatised. Because of rapid growth, and in order to stay competitive, the port will have to 
invest Euro 2.25 billion by 2015. HPA is not part of the public budget, but does get some investment 
grants from the public budget. 

In order to earn the remaining funds for investments, operation and maintenance, HPA leases land to 
private terminal operators who build and operate terminals and pay rent to HPA. HPA also receives 
port fees for maritime services. Because it is working according to commercial principals and laws, it is 
also allowed to borrow from commercial banks. 

A1.5.2.3 The Different Stakeholders in the Hamburg Port 
HPA is a legal entity in its own right, but cooperates closely with the relevant authorities of the City of 
Hamburg, especially the Transport Department and the Flood Defence Unit. The Senate of the City of 
Hamburg has the political and regulatory oversight over HPA. 

Many private companies rent or lease land and / or equipment from HPA. These companies use the 
port as their permanent base to conduct business. 

There also many shipping lines who use the port for transhipment, but are not permanently based in 
Hamburg. 

A1.5.2.4 Legal Framework for the Hamburg Port 
HPA was established in 2005 as an "Institution subject to Public Law" as a result of the merger of port-
related competencies of various Hamburg authorities. In the course of HPA's foundation, all port-
related properties and assets owned by the City of Hamburg were transferred to HPA. 

Every five years the Senate of the City of Hamburg has to ratify a Port Development Plan, which gives 
guidance to HPA as to how to develop the port in the near future. Under the current Port Development 
Plan, HPA is not allowed to sell any land it owns. The Port Development Plan also defines the 
permissible uses of property in the harbour area. 
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HPA is free to enter into commercial rental contracts and is also allowed to sign long-term lease 
contracts, with a maximum duration of 30 years. These contracts can be extended and allow the 
occupants to erect their own buildings and locks. 

A1.5.2.5 Procurement Rules and Procedures for the German Port Sector 
As in other transport sectors, the general German procurement rules and, when applicable, EU 
regulations have to be followed. The guiding principle is that procurement has to be open fair, 
transparent and economic. 

A1.5.2.6 Instruments and Evaluation Criteria for Hamburg Port 
HPA bases the evaluation of investment proposals and lease requests on financial considerations, but 
also has to follow the guidelines of the Port Development Plan. The Port Development Plan itself 
follows wider economic principles, as it also has to consider the port's strategic importance for 
Hamburg and its hinterland. 

A1.5.2.7 Payment Mechanism for Hamburg Port 
HPA has an annual rental income of around Euro 57 million and income from port charges of around 
Euro 36 million. These revenues cover ongoing operating costs, but are not enough to cover 
investment expenditures. Therefore, in 2006, HPA received Euro 113 million investment subsidies 
from the public budget. 

A1.5.3 Country III - India 

A1.5.3.1 Description of the Port Sector in India 
India has an extensive port infrastructure, covering 12 major ports (belonging to the Federal 
Government of India) and 187 minor/intermediate ports (belonging to various State Governments). 
Ports play a vital role in the overall economic development of the country and form the gateways for 
India's international trade. 

Ports handle about 95 per cent of India’s total trade in terms of volume and 70 per cent in terms of 
value. The 12 major ports, covering 259 berths, handle about 75 per cent of the total traffic, or about 
420 million tonnes of cargo in 2005/2006, see also Table 23. The 187 minor ports handled about 150 
million t of cargo. 

Table 23: Freight turnover of the Major Ports in India 

Import
[thousand t] 

Export 
[thousand t] 

Transhipment 
[thousand t] 

Total 
[thousand t] 

Kolkata 4,131 2,190 4,485 10,806 

Haldia 25,005 14,173 2 39,180 

Paradip 11,424 21,685 - 33,109 

Vishakhapatnam 25,495 25,150 5,156 55,801 

Chennai 27,199 20,049 - 47,248 

Tuticorin 13,374 3,765 - 17,139 

Cochin 10,844 3,094 - 13,938 

New Mangalore 16,519 17,932 - 34,451 

Mormugao 6,074 25,614 - 31,688 

Mumbai 22,684 11,956 9,773 44,413 

J.N.P.T. 18,444 15,251 1,957 35,652 

Ennore 8,631 537 - 9,168 

Kandla 34,780 10,176 951 45,907 

Total 224,604 171,572 22,324 418,500 

The major ports are under the jurisdiction of the Government of India, and administered by individual 
port trusts. The minor ports are under the jurisdiction of the respective state governments. 
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Under the “Major Port Trusts Act”, all administrative and financial matters of each major port are 
overseen by a board of trustees appointed by the Government of India. This board has effective 
ownership of and control over all port assets and liabilities. It is empowered to handle all port 
administration and operations, including the power to enter into all contracts with respect to various 
works and services and controlling all financial matters of the port. The board of trustees must submit 
a statement of all port-related revenues and expenditures to the Government of India. 

Minor ports are governed by the “Indian Ports Act (1908)”. At the state level, either the department in 
charge of ports or the State Maritime Board is responsible for the formulation of development policies, 
regulating and overseeing the management of state ports, attracting private investment in the 
development of state ports, and enforcing environmental protection standards. However, State 
Maritime Boards have so far only been constituted in Gujarat, Maharashtra and Tamil Nadu. 

In the past, the Government of India dominated maritime activity. Policy direction is now oriented to 
encourage the private sector to take the lead in port development activities and operations. 

In introducing private sector participation in the port sector, the Indian Government has adopted the 
landlord port model, where a public entity owns the port, but rents the land and facilities to private 
companies. International port operators have been invited to submit competitive bids for BOT 
terminals on a revenue-sharing basis. Port trusts also operate terminals in competition with private 
operators. The application of this model implies that the major port trusts progressively transfer the 
responsibility of providing operational port services and their management to private developers 
through various contractual agreements. 

A1.5.3.2 Types of PPP Schemes Applied in the Indian Port Sector 
For the development of new facilities, mainly the BOT scheme is applied. In principle, all areas of port 
operation are open for private sector participation, this includes container terminals, various type of 
cargo berths, warehousing, other logistics facilities, repair, etc. 

At the Central Government level, covering the major ports, foreign companies have made significant 
investments on a BOT basis. For example, Maersk and P&O Ports invested in Mumbai, Dubai Ports 
International in Cochin and Vishakhapatnam, and PSA Singapore in Tuticorin. 

Projects include generally the development or upgrading of terminal capacity in existing ports. The 
BOT concession is awarded after an open and competitive bidding process. The private partner takes 
over the development and management of the facilities for a specified period, normally 30 years. The 
government retains the right of ownership over port land. 

An example is the BOT project at the port of Jawaharlal Nehru (also known as Nhava Sheva) which 
includes India’s first private container terminal. The Jawaharlal Nehru Port Trust issued an 
international tender to construct and operate a new two-berth container terminal (quay length of 600m) 
on a BOT basis for 30 years. 

The bid documents were purchased by 30 firms from India and abroad. After receiving competitive 
bids in July 1997, the port trust signed a BOT concession agreement with P&O Ports for the 
development of the terminal. The project was completed ahead of schedule and operations 
commenced in April 1999. The volume of container traffic which was forecast to be reached after 15 
years was met in just two years. 

So far, 15 projects involving private sector investments have become operational, with one additional 
project partly operational. Five projects are under implementation and 17 projects are in the pipeline. 

At the state level, it is also mainly the BOT scheme which is used for PPP projects. However, at this 
level, Greenfield ports are often developed rather than existing facilities modernised or extended. 
Examples are Pipavav Port by Maersk and Mundra Port by Adani Group (with a terminal operated by 
P&O).

A1.5.3.3 The Different Stakeholders in the Indian Port PPP Projects 
The main public stakeholders are the port trusts/maritime boards and the Ministry of Shipping, Road 
Transport and Highways, and its Department of Shipping. 

Since 100 per cent foreign direct investments were allowed in the sector in the early 1990s, Indian 
ports have been an attractive investment proposition for international companies. 
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Major international actors in India’s port sector are Maersk A/S, Port of Singapore Authority, Dubai 
Ports International, P&O Ports (now Dubai Ports World), etc. Dubai Ports World, the largest private 
investor in India’s port sector, is operating five container terminals. 

Investment funds also find the economic climate in India attractive and are investing in private port 
facilities. The major actors are IDFC Infrastructure Fund, the Infrastructure Fund of India or the 
Industrial Development Bank of India.

A1.5.3.4 Legal Framework for the Indian Port Sector 

Central Government Level – Major Ports 
All major ports, except the port at Ennore, are administered by Major Port Trusts. The Department of 
Shipping, a division of the Ministry of Shipping, Road Transport and Highways, is responsible for 
formulating and implementing policies and programmes for shipping and the port sector. 

In 2004, the Government of India constituted the Committee on Infrastructure ("COI"), through which 
the Indian Government pays focused attention to infrastructure. One of COI's main tasks is to 
maximise the role of PPPs, and to monitor the progress of key infrastructure. COI has developed a 
framework for PPPs, including roads, railroads, ports and airports. 

Private sector participation and joint ventures for major ports are permitted under local legislation. The 
appropriate law has been amended in 1996, when the Indian Government issued comprehensive 
guidelines for private sector participation in major ports. These guidelines lay down the areas of 
private sector participation, qualification criteria for participation, bidding procedures, method of 
selection and also prescribe model documents for making the projects attractive for private sector 
investors. 

In 1998, guidelines for private sector participation in ports through joint ventures and foreign 
collaborations were issued, as were Model Bidding Documents, including a Model Licence Agreement, 
in 2000. 

To reduce transition costs, and to ensure transparency and quality of PPP projects, a new Model 
Concession Agreement for Ports is currently under preparation and will be issued soon. 

Framework at State Level - Minor Ports 
The minor ports are all under the jurisdiction of the respective state governments and are governed by 
the “Indian Port Act”. The department in charge of ports or the State Maritime Board is responsible for 
setting policy, regulating and overseeing the management of the ports, attracting private investment in 
the development of state ports, etc. 

Each state’s ports operate under different laws and various approaches which have been adopted for 
procuring PPPs. A few states, such as Gujarat, have state legislation permitting private participation. 
In five states, a PPP unit has been established; three of these states (Gujarat, Andrha Pradesh and 
Punjab) have enacted a PPP framework and provide PPP guidance material. 

Gujarat realised the first PPP projects in Mundhra and Pipavav. Mundra is a multi-terminal Greenfield 
port. It commenced operations in 1999. 

Pipavav started its operation in 1998 and was India's first private port. The concept of PPPs was 
introduced in Gujarat in the early 1990s, when the Gujarat Maritime Board commenced construction of 
the Pipavav port and awarded an operating concession subsequently. 

The Gujarat Maritime Board approved a comprehensive and integrated Port Policy in 1995 in order to 
set a vision for the port development. The “Gujarat Infrastructure Development Act” provides a 
regulatory framework for private sector participation in financing, construction, maintenance, and 
operation of infrastructure projects. 

A1.5.3.5 Institutional set-up in the Indian Port Sector 
In 2006, the Indian Government initiated the “National Maritime Development Programme”, which 
identifies schemes/projects and measures necessary for the development of the port sector. 

The programme covers projects to be implemented using PPPs. Public investments are to be 
undertaken for various adjacent infrastructure facilities (like railway connections, etc.), while private 
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investments should cover construction, management and operation of berths and terminals. The 
programme is funded through i) the budget; ii) the port's internal resources; iii) the private sector; and 
iv) sources such as the National Highway Authority of India and the Ministry of Railways. 

Within the programme, each port can identify specific projects for implementation through PPPs. For 
each identified project, the ports have to prepare feasibility studies. 

A1.5.3.6 Procurement Rules and Procedures in the Indian Port Sector 
The selection of PPP investors has to be undertaken in a fair, transparent and economic manner. In 
order to achieve these aims, the “Guidelines for Public Private Partnership – Pre-Qualification of 
Bidders” were developed in May 2007. 

The guidelines demand that the selection process comprises two stages. The first stage is the 
Request for Qualification after which qualified companies are shortlisted. In the second stage, the 
Request for Proposals, shortlisted companies are asked to submit detailed offers. 

Competition for concessions is currently based on a revenue sharing model. The bidder who offers the 
highest revenue sharing to the port trust is awarded the contract. This does not necessarily lead to the 
most efficient investments and the best level of service to shippers. 

A new “Model Concession Agreement for PPPs” in the port sector is currently under preparation. It will 
describe the competitive bidding process necessary to decide on the concessionaire. The main project 
parameters, such as the concession period, tariffs, price indexation and technical parameters are to be 
clearly stated upfront, and pre-qualified bidders will be required to specify the proportion of revenues 
from user charges they are willing to share with the port trust. 

Tenders will be based on a two-envelope system, consisting of technical and financial proposals. 

The new “Model Concession Agreement” may cap revenue sharing at 20 per cent, while inviting 
quotations for one-time upfront payments. 

A1.5.3.7 Instruments and Evaluation Criteria in the Indian Port Sector 
Currently, an online PPP Toolkit is under preparation, which should enable investors and PPP 
stakeholders to understand the PPP process better. The toolkit will be provided on the internet and it is 
envisaged to provide technical content and methodology for all government practitioners involved in 
different phases of the lifecycle of PPPs. 

The toolkit will include a manual with the objective of describing the entire PPP lifecycle, including 
inception, feasibility study, procurement, approvals, monitoring, regulation and accounting treatment. 
The manual will provide tools, such as checklists, to ensure that all steps required are taken during the 
project identification, conceptualisation, development, evaluation and implementation phase. 

A1.5.3.8 Payment Mechanism and Risk Allocation in the Indian Port Sector 
At the Gateway Terminal India

14
, which operates the third container terminal at Jawaharlal Nehru Port, 

all the marine related work and charges (pilotage, berth hire, etc.) are conducted by and paid directly 
to the public port trust. 

All terminal-related charges are paid to the private company, according to rates approved by the Tariff 
Authority for Major Ports. 

Most risks relating to construction, operation, maintenance and traffic are borne by the concessionaire. 

In case of lower than expected traffic growth, the concession period can often be extended in Indian 
port PPPs. However, the concession period is often shortened if traffic growth exceeds the expected 
level.

Political risks are assigned to the government and in the event of termination; the concessions are 
bought-out by the government. 

                                                

14
A consortium of Maersk and CONCOR won the competitive bid for the terminal and a joint venture company was 

incorporated by the consortium to build and operate the terminal for a period of 30 years on a BOT basis. The License 
Agreement between the port trust and the joint venture company was signed in 2004.
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A1.5.3.9 Dispute Resolution Mechanism in the Indian Port Sector 
Dispute resolution mechanisms are governed by and construed in accordance with the laws of India 
and Indian courts have jurisdiction over all disputes arising during or in connection with the bidding 
process. The concession agreements include clauses for dispute resolution during the concession 
period. 

A1.5.4 Summary of Best Practice and Other Aspects in the Port Sector 

A1.5.4.1 Characteristics and General Aspects of the Port Industry 

Differentiation of ports by hub and spoke system 
Ports can be differentiated by the markets they serve: 

Local ports: service to less-developed areas of the country. Provide access, by domestic 
shipping lines, to the major economic centres of the country. 

Regional ports: service to more developed hinterlands. Provide a point of consolidation for 
cargos moving on domestic shipping lines to and from local ports. 

National gateway ports: service to major economic centres. Provide a collection point for 
international shipments for imports and exports. 

Trans-shipment ports (hub ports): Provide interchange points for international shipping lines, 
rather than service to particular hinterlands. 

While demand at local, regional and national gateway ports depends on domestic conditions, the 
demand at trans-shipment ports is international and depends on transnational or global conditions. 

The international market for trans-shipment ports is investor driven, as there are more viable projects 
than investors who are available, or interested. 

Differentiation of ports by cargo handled 
Ports and terminals can be distinguished by the cargo they handle: 

Container; 

Dry bulk; 

Liquid bulk; and 

Neo-bulk cargo (uniformly packaged goods, such as wood pulp bales). 

Berth development is very capital-intensive and berths for container handling are more expensive than 
berths for dry bulk and liquid bulk. 

Historical developments leading towards privatisation 
Due to the following facts, ports have historically developed as monopolies, owned by the state: 

governments want to control exports and imports, and may also attach military importance to 
them;

the number of natural harbours that were suitable for the establishment of ports is limited and they 
can be of strategic importance; and 

the development and upgrading of ports is very capital-intensive and could often only be financed 
through state funds. 

The main changes the port industry went through in recent decades are: 

Strong growth in international trade have increased international shipments; 

Containerisation has ensured that ports are no longer labour-intensive, but capital-intensive 
facilities;
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Economies of scale have led to the growth of a few major specialised terminal operators 
(especially for national gateway ports and trans-shipment ports) which follow global strategies; 

Investments in the development of integrated and intermodal transport chains increase 
competition between major ports; 

Partnerships, mergers and acquisitions in the container shipping industry have created powerful 
alliances that can create pressure while negotiating with ports and terminal operators. 

These changes have led to an increase of private participation in the port industry, especially because 
the capital-intensive container ports with their advanced information technologies require investments 
and managerial capacities that often cannot be provided by public authorities. 

The global private market for large terminals and port operations is dominated by a limited number of 
multinational operators and shipping lines. The private sector engagement is most advanced in 
container facilities/ ports. This is mainly due to the following facts: 

construction of container ports is very capital-intensive; 

containerisation and growing international competition in the port industry require high efficiencies; 
and

countries with high volumes in international trade often have a strong private sector within a free 
market framework, willing to invest in viable projects. 

A1.5.4.2 Value Chain in the Port Industry 
A port contains many different physical assets, such as: 

Maritime infrastructure, (channels, breakwater, signalling, etc.); 

Port infrastructure (berths, docks, internal transport, etc.); 

Port superstructure (cranes, pipes, terminals, etc.); and 

Land access infrastructure (road, rail, etc.). 

The private sector can be involved in each of these categories and can provide valuable expertise 
during the planning, construction, and maintenance phases. Private capital is mostly used for the port 
superstructure. 

Ports operations include: 

Berthing services (Pilotage, towing, etc.); 

Cargo handling (terminal operation, storing, freezing, logistics, etc); 

Ancillary services (repair, supply, cleaning, etc.); and 

Public services (maritime safety, customs, immigration, policing, etc.). 

In many ports, the private sector is involved in all of those operations, except the public services, 
which have to be undertaken by the public sector. 

A1.5.4.3 Types of Revenues in the Port Sector 
Principal sources of income for port authorities or private companies are: 

Port/ harbour dues for use of the port; 

Berth dues/ dockage for use of berth; 

Pilotage fees; 

Towage fees; and 
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Fees for provision of mooring/ rope handling crews. 

Often the port authority requires payments to cover infrastructure investments: 

Land rental or leasing fees from terminal operators (especially for landlord ports); and 

Fees to hire equipment, licensing, provision of fresh water, electricity, etc. 

The principal sources of income for terminal operators are: 

Stevedoring fees; 

Shore handling fees; 

Storage fees; and 

Lashing fees. 

A1.5.4.4 Types of Privatisation and Contractual Models in the Port Sector 
Apart from public services that cannot easily be transferred to the private sector (such as customs, 
immigration, maritime safety, environmental monitoring, policing, etc.), all other parts of the value 
chain can be privatised. 

However, international examples show that even customs services or maritime safety services could 
have some kind of private sector participation, if implemented carefully and if sufficient control 
mechanisms are in place. For example, the customs-services in Angola are currently provided by a 
private company. 

The private sector participates in the port sector through various arrangements: 

Licensing of port services (also: service contracts): specific port service, such as pilotage, towing, 
repairs, cargo handling, etc., are outsourced to the private sector, which provides labour and 
equipment for these services. 

Management contract: Granting management contracts to the private sector, with the aim of 
increasing managerial capacities. No infrastructure assets are transferred to the private sector and 
the private sector takes, therefore, few commercial risks. Management contracts often go in 
parallel with the corporatisation of ports. 

Leasing of port assets to a private operator, such as terminals including superstructure: little or no 
investment is required by the private operator, commercial risks are transferred to the private 
operator who improves quality of services and managerial capacities. 

PPPs: the private partner undertakes major capital investments, operates the assets during the 
concession period and recovers its cost through user charges. 

Privatisation: Sale of either parts of the port, or the entire port to a private investor. 

80 per cent of all ports worldwide are landlord ports (in container ports, almost 90 per cent use this 
model). Here the port authority owns the land and the basic infrastructure. The land, sometimes 
including operating assets and real estate, is leased out to operators, mostly on a long-term 
concession basis. All commercial operations are undertaken by private operators. The port authority 
retains all regulatory functions. Figure 7 summarises the revenue flow in a typical commercial 
relationship of the landlord port model. 
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Figure 7: Typical Flow of Revenues in Landlord Port Model 

The remaining ports are either i) public ports, where the public sector owns and operates the entire 
port; or ii) private ports, where a private company owns and operates the entire port. Full port 
privatisation is very uncommon, as governments seldom sell land and infrastructure once they are 
owned by the public authorities. 

Problems with Vertical Mergers 
A vertical merger, where a shipping line acquires significant shares of a port or its terminals, poses a 
serious threat to fair competition in the port industry. The reasons are: 

Price discrimination, which can be prevented by regulation; 

Discrimination against rival shipping companies through lower service levels - this could also be 
prevented through regulation; and 

The integrated shipping/port firm gets an insider view of sensitive strategic data of its rivals (like 
customer data, type and tonnage of transported goods, etc.). 

An example is Salalah Port in Oman, where Maersk is a shareholder and the predominant customer of 
the port company. 
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Appendix 2: Islamic Funding in the Transport Sector 

A2.1 INTRODUCTION

In modern times, Islamic financing first appeared in the 1970s, as a consequence of the first oil crisis. 
Since that time, the number of Islamic financing institutions worldwide has grown from one only in 
1975 to over 300 in more than 75 countries. The institutions are concentrated in the Middle East and 
in South Eastern Asia, with Bahrain and Malaysia as the main centres. But they are also developing in 
the United States and in Europe: London is planning to become the leading Islamic financial in the 
coming years. Total assets worldwide of funds administered according to Islamic rules are estimated 
to be in excess of Euro 200 billion and increase by 15 per cent each year. 

Although the success of Islamic funding is essentially based on its capacity to generate so called 
“halal” products, their competitiveness and profitability are not overlooked by western companies and 
they attract numerous investors, whether Muslim or non-Muslim. 

Recently, the popularity of these products has increased since Standard & Poor's (S&P), the analysis 
and rating company, has put some of its rating systems in line with Islamic financing. The number of 
actors trying to participate in this market is constantly growing. In addition to financial institutions, 
banks, governments and private individuals are increasingly attracted by the products generated by 
this method of financing. 

Because Islamic financing could be useful for some PPP projects in some of the Countries, this 
Appendix endeavours to describe the basic principles governing Islamic financing. 

A2.2 THE PRINCIPLES OF ISLAMIC FINANCING

For Muslims, the economy and finance are not independent from the other aspects of Islam. In this 
respect, Islamic economy is, as everything else, an integral part of Islamic law, or Sharia.

Therefore, Islamic financing can be described as a set of financial and legal techniques for the 
financing of goods or services in accordance with Sharia principles, irrespective of the law governing 
the contractual documentation associated to this financing. 

The fundamental principle of Islamic law is the condemnation of interest on financial and commercial 
operations (riba).

The second principle makes it imperative for banks to share the profits and losses generated by the 
projects they fund with their clients and to return a fraction (at least 2.5 per cent) of the gains (zakat) to 
the Muslim community. 

The third principle is that the projects which are financed must conform to the principles of Islam: the 
financing of illicit, improper (haram) activities associated with alcohol, tobacco, gambling, unclean 
animals, weapons, etc., or even purely speculative (gharar) is banned (non halal).

A2.3 THE MAIN METHODS OF ISLAMIC FINANCING

The Islamic Development Bank (IDB) has produced detailed definitions for the halal financing solutions 
adapted to the prevailing economic environment. 

Financing solutions cover all aspects and variants of financial transactions and include methods such 
as Passive Partnership, Active Partnership, Sales Contract with Profit Margin, etc. The following table 
summarises the different Islamic financing solutions. 
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Main Islamic Banking Instruments 

Name Characteristics Equivalent Western instrument 

Mudaraba 
Financing of a project by a bank by sharing profit and losses 
on the basis of a ratio agreed beforehand 

Capital-investment 

Musharaka  
Mizaka

Co-financing by the bank and the developers by sharing profit 
and losses on the basis of a ratio agreed beforehand 

Capital-investment 

Kard hasan 
Interest free loan with coverage of the effective banking 
charges by the borrower 

Mutual loan 

Bay’mu’ajjal
Purchase by the bank of an asset which is then sold on to its 
client with deferred payment 

Forward sale 

Bay’as-salam 
Purchase of a client asset via a sale followed by a forward 
sale to said client 

Leaseback 

Ijara
Purchase of an asset by the bank followed by lending it to its 
client with the promise of a forward sale 

Leasing 

Murabaha 
Short-term interest free loan with bank margin agreed 
beforehand 

Micro credit, overdraft facility on 
bank account 

Sukuk Bond issue backed by a leaseback agreement Bond issue 

A2.4 PROJECT FINANCING AND ISLAMIC FUNDING

A2.4.1 Principles 
The term “project financing” covers all the financial and legal structures and techniques where the 
allocation of the bank financing is independent from the borrower’s solvency but based on the future 
capacity of the project to generate cash flows which will service the debt and allow a return on equity. 
The financiers have no, or limited, recourse to the borrowers' balance sheets. Such financing 
arrangements are highly suited for PPP projects. 

Islamic financing considers that an income is legitimate if it is associated with the sharing of risks on a 
profit and loss basis. Indeed, the lender can only expect remuneration based on the cash flow of the 
project.  

In this respect Islamic funding comes close to project finance. However, the western system calculates 
the lender's remuneration on the basis of a fair remuneration over the loan period. This principle is 
banned by the Sharia. Islamic banks have, therefore, developed original techniques to remedy this 
constraint, as shown below. 

A2.4.2 The Lender as Shareholder of the Project Company 
Islamic law authorises a participative remuneration as a function of the profits generated by the 
project. This authorises a bank to become a shareholder in a project company and to receive 
dividends generated from the profits made by the project. The project company must nevertheless 
comply with the Sharia principles. 

The investment must not involve a prohibited sector like alcohol, games, etc. There is also a problem 
when the main project activity is lawful but can potentially lead to unlawful activities. For example, an 
airport including a duty free area selling alcohol cannot, a priori, receive Islamic funding. 

In addition, high level of indebtedness and hedging instruments such as derivative products involving 
speculation (Gharar) do not conform to the Sharia.

In order to get address the above problems, Islamic funding will technically and operationally split the 
project. For example, in the case of an airport, the construction of runways would be eligible for Islamic 
funding, but not the terminal building. On the whole, very few projects are financed with 100% Islamic 
funding. Most projects include an Islamic component, which is clearly identifiable at the level of the 
project assets. 
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A2.4.3 The Banks are Lenders to the Project Company 
The structuring of Islamic financing involves techniques listed below (see also the table "Main Islamic 
Banking Instruments", above) 

Investment (Mucharaka or Mudaraba); 

Straightforward sale (Salam); 

Purchase followed by the resale of existing goods or of goods to be produced (Murabah, Istina'a); 
and

Leasing (Ijara). 

These contracts are agreed between the project company and the Islamic bank. However, they can 
introduce unusual risks and do not comply with the "back-to-back principle" of project finance, where 
risks are covered by the party most able to carry them. 

A2.5 UNUSUAL RISKS ARISING FROM ISLAMIC FUNDING

Under the western system, the risk incurred by commercial banks is linked to the project’s profitability. 
If borrowing from an Islamic bank, on the basis of a purchase agreement followed by resale (Murabah,
Istina’a), a seller/buyer relation is created in addition to that of lender/borrower. The additional relation 
means that the bank becomes a contracting party in the sale or purchasing agreement. 

The bank is also the owner of the goods prior to their resale. It therefore bears the guarantee risk 
associated with the transfer of ownership. For example, it may have to guarantee hidden defects. As a 
result, the legal documents often include a direct right to enforce a guarantee against the supplier or 
builder without having to use the bank. In addition, Islamic funding arrangements based on ownership 
can generate extra tax costs in certain countries because of the transfer of ownership. 

Moreover, certain actions against the project company are not possibly under Islamic financing: 

Methods to take security over the assets: Ownership-based arrangements mean that Islamic 
banks initially own the assets. In the conventional system of project finance, the use of securities 
means that the commercial bank only becomes the owner if it exercises its security rights. 

Compulsory prepayment: The principle of fairness in the Sharia only allows this in the event of 
established misconduct by the borrower. It is not allowed if loan ratios deteriorate or in force 
majeure.

Late payment penalties: They are banned. However, a discount can be agreed for the benefit of 
the borrower which repays the loan on the due date. In case of a delay, the discount does not 
apply.

A2.6 CREATION OF AN INTERMEDIATE COMPANY

In order to simplify Islamic finance, an intermediate company is sometimes created which performs 
financing operations under an Islamic arrangement. All the “lenders” invest in the capital of the 
intermediate company. The funds are then transferred to the project company under an agreement 
compatible with the Sharia principles. 

This arrangement ensures the equal treatment of Islamic and commercial banks by limiting the 
statutory requirements for commercial banks. It also ensures that securities are held central at the 
level of the intermediate company. 

A2.7 CONCLUSIONS

Islamic financing is a fully-fledged funding method based on financial techniques and products which 
conform to the Sharia principles. It can be used as an alternative to conventional financing 
arrangements or to complement them. 

In the context of project finance, which is almost always used for PPPs, it is crucial to fully understand 
the unusual risk transfers as a result of Islamic funding. 

To date, this financing method has not been used for PPP projects in the transport sector in the 
Countries. However, the growing interest for the region shown by Islamic funds will most likely mean 
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that Islamic financing will play a role in the funding of future projects. Islamic funding could be used in 
parallel to conventional funding arrangements, such as commercial bank loans, IFI loans, bilateral 
funding, etc. 
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Acronyms and Abbreviations 

Some acronyms and abbreviations used in the Study 

AfDB  African Development Bank 

BAFO  Best and Final Offer Process, often the final step in a PPP procurement process, 
where the bidders have to present their best, not negotiable, offer 

BANOBRAS the National Bank of Public Works and Services in Mexico 

BEE  Black Economic Empowerment, a South African Government policy, which prefers 
bidders who are racially disadvantaged 

BOO  Build-Own-Operate: the private company owns the infrastructure and operates it for an 
indefinite term 

BOT  Build-Operate-Transfer, a PPP scheme were the private sector builds, operates for a 
certain time, and then transfers the infrastructure to the public sector. Generally, the 
public sector does not become a shareholder in the BOT company 

COI  Committee on Infrastructure, a government agency in India, working on the 
development of the country's infrastructure 

Countries  the countries covered by this study (Algeria, Egypt, Israel, Jordan, Lebanon, Morocco, 
Palestinian Territories, Syria and Tunisia) 

CTRL  Channel Tunnel Rail Link, the new high-speed rail link between London and the 
English coast 

EBRD   European Bank for Reconstruction and Development, an IFI working in former 
communistic countries 

EIB  European Investment Bank 

EIRR  Economic Internal Rate of Return 

FINFRA   Fideicomiso de Inversion en Infraestructura, a fund, owned by the Mexican 
Government o support PPPs 

FTIP  Federal Transport Investment Plan 

GARBLET  General Authority for Roads, Bridges and Land Transport in Egypt 

GCA  German Constitution Act 

HGV  Heavy Goods Vehicle 

HPA    Hamburg Port Authority 

IATA  International Air Transport Association  

ICSID  International Centre for Settlement of Investment Disputes, part of the World Bank 
Group 

IFC  International Finance Corporation, which is part of the World Bank Group 

IFI  International Financial Institutions (institutions such as the World Bank, European 
Investment Bank, International Financial Cooperation, etc.) 

KPIs  Key performance indicators 

KTMB  Keretapi Tanah Melayu Berhad 
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LCR  London & Continental Railways Limited 

NAIA  Ninoy Aquino International Airport in Manila, the Passenger Terminal 3 project was 
implemented as PPP 

NDoT  National Department of Transport of South Africa 

O&M  Operation & Maintenance 

PFI  Private Finance Initiative, a scheme with the aim of involving the private sector in the 
provision of transport infrastructure and transport operation. The private sector 
involvement itself can be of any form. 

PFMA  Public Finance Management Act, regulates PPP in South Africa 

PIATCO  Philippine Air Terminals Co. Inc. 

PPP  Public Private Partnership 

PPS  Proyectos de Prestacíon de Servicios, two new models to award concessions in the 
Mexican road sector 

PSC  Public Sector Comparator, a method to decide whether a project should be 
implemented as a PPP, or on a conventional basis. 

RFP  Request for Proposal, the second step in the PPP procurement process 

RTAP  Regional Transport Action Plan 

RFQ  Request for Qualification, the first step in the PPP procurement process 

SCT  Ministry of Communications and Transport in Mexico 

SPC  Special Purpose Company, which owns the concession rights of a PPP 

TRAC  Trans African Concessions, the concession company for the N4 Pretoria – Maputo toll 
motorway

VIFG  Verkehrsinfrastrukturfinanzierungsgesellschaft in Germany, a publicly owned company 
authorised to finance investments in motorways and waterways 




