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Delivery of Public Services 

Outsourcing: short-term contracts and 
parts of public service  

PPPs: contracting some parts of public 
service or the whole public service, public 
authorities monitor provision 

Privatisation: the responsibility for service 
provision  transferred and subject to 
market discipline or a regulator 
 



Why Private Production or PPP? 

 Private firms are profit-seeking entities and 
consumers benefit cost efficiency due to 
competition 

 Governments focus on delivery of public 
services 

 PPP allows use of market efficiency while 
providing public services 

 Resource Constraints 



Demystifying PPPs  

 Degrading the quality of public services or 
loss of over the public policies 

 Saviours/Messiahs to solve all problems 

 Widens fiscal space 

 Minimal effort by Governments 

Are these true…..? 

 



Myth: PPP is Privatisation 

“PPPs are identical to privatization, transferring to 
the private sector the control of public services 
and public policies” 

 The success of a PPP project depends on the 
careful management of the contract by the 
contracting authority, ensuring its enforcement 

 The contracting authority must perceive itself as 
the ultimate responsible for service delivery and 
keep in charge of public policies 

 



Myth: Private Control of Public Resources 

“PPPs transfer to private entities the control of 
future public resources” 

 PPPs should be designed and procured in a way 
that avoids this, allowing the private partner to 
manage infrastructures and services, but having 
the contracting authorities in control of policies 
and managing fiscal risks 

 But, in the absence of accountability, fiscal 
responsibility, and transparency, PPPs may 
indeed be a tool for corruption and rent-seeking 

 



Myth: Creates More Fiscal Space 

“PPPs allow governments to use private capital for 
building infrastructure, eliminating the usual 
public finance constraints” 

 PPPs use private capital to finance capital 
investment, but many of them require long-term 
payments by public authorities and create 
budgetary risks that should be carefully 
evaluated and budgeted 

 PPPs should not be perceived by public 
authorities as zero-cost projects 

 



Myth: Transfer All Risks to Private Sector 

“PPPs transfer to the private sector all the risks 
associated to an infrastructure project” 

 The private sector needs to face some risks in 
order to be incentivized to manage efficiently the 
infrastructure and services; other risks should be 
kept in the public sector 

 Even some risks allocated to the private partner 
may, under some circumstances, be transferred 
back to government; fiscal risks should be 
carefully identified 

 



Myth: Outsource Government Capacity 

“Using PPP contracts, public authorities can rely on 
private sector expertise, and so avoid the need 
to build technical and managerial capacity in the 
public administration” 

 

 Public authorities need not care for production, 
but they need to keep (or create) capacity for 
contract management, as they will be the 
ultimate responsible for service provision 

 



I. Background 
 The Policy draft is very comprehensive – gains from international 

experience, but is customized for Bhutan 

 The current  Institutional Framework supplements the Policy and 

provides a complete blue print to immediately set-up and operationalize 

the PPP Agency 

 These are ‘living’ documents and will keep evolving with experience and 

feedback 

 Gaining experience and obtaining feedback is not possible till we 

get started.  

 PPPs need Government support but they strengthen the Government’s 

ability to plan and control its own development agenda (changing the role 

and focus of foreign assistance) 

 PPPs will also help the Government hedge against project related risks 

such as currency, interest rates, completion etc. 



II. Overview of the Draft Policy 

 Provides a comprehensive over-arching framework for PPPs 
and states its goals and objectives 

 Provides clarity on how RGoB envisions PPPs and what it’s 
sector focus is 

 It clarifies the Government’s functions, the institutional 
structure  for implementation and the process to follow 

 The Policy emphasizes that projects follow a robust 
structuring process (addressing social and environmental 
issues; as well as GNH principles) and a fair and competitive 
procurement process  

 The Policy guides on how the contracts would be managed 
once signed and how amendments to these contracts could be 
made 

 It explains what Financial Assistance would be available 

 



II. Overview of the Draft Policy 

 The Policy encourages safe guarding public interest and 

consumer rights 

 The Policy does not permit unsolicited proposals due to 

risk of abuse 

 

WHAT THIS POLICY IS NOT 

 The Policy is not a Law – its not written in stone 

 The Policy is not a Guidebook/ Manual that  provides 

detailed procedures 

 

 



III. Highlights of the Policy 

Scope 

 

 Transport and Logistics (airports, dry-ports, cold storage/ 

warehousing, highways, bridges, and tunnels, etc.). 

 Facilities Management (multi-dwelling residential buildings, non-

residential buildings, sports and recreational facilities, etc.). 

 Other specialized facilities such as (industrial estates, Information 

Technology (IT) Parks, Industrial Parks, Special Economic Zones, 

Economic/ Knowledge/ Education/ Sports Cities, tourism 

developments, etc.). 

 Export oriented and other commercial activities that promote 

economic growth by utilization of un-utilized or under-utilized 

Public Property, or for innovative uses thereof, for instance, 

provision of land for commercial agricultural projects. 

 



III. Highlights of the Policy 

Functions of the Government 

 

 Provide Financial Assistance for qualifying projects that are 
socially and economically viable but not financially feasible. 

 Develop the process for project identification, conducting feasibility 
study, procurement, contract negotiation and management of PPP 
Agreements to be followed and implemented by Institutions 
(Ministries, Departments and Public Entities). 

 Prepare guidelines, and standard agreements to facilitate 
Institutions and private parties undertaking PPPs and hold 
consultations with stakeholders. 

 Conduct capacity building training workshops and seminars for 
capacity building of the Institutions and private parties undertaking 
PPPs. 

 Provide technical assistance to Institutions proposing or 
implementing PPPs. 



III. Highlights of the Policy 

Institutional Framework 

 Public Private Partnership Agency (P3A)- Ministry of 

Economic Affairs 

 Project Committee- Working level committee by each 

Implementing Agency 

  PPP Steering Committee- Multi-sectoral Chaired by 

Secretary, MoEA 

 Roles of GNHC and Ministry of Finance 



III. Highlights of the Policy 

Step One: Project Identification and Selection

Step Two: Project Needs and Options Analysis

Step Three:  Feasibility Analysis

Step Four:  Preparing  Tender Documents

Step Five: Tender Issue and Bid Evaluation

Step Six: Appointment of Preferred Bidder

Step Seven: Negotiations and Contract Signing



IV. Discussion on Key Issues 

 Legal status of the PPP Agency 

 Establishment of a Project Development Fund (PDF) to 

fund transaction advisors 

 Financial assistance / viability gap funding for financially 

unviable projects but economically and socially justified 

 Risk management 

 Policy does not permit unsolicited projects, should there 

be a re-consideration? 

 

 



IV. Project Development Fund: What is it 

and why do we need it 

 The cost of planning, structuring and procuring viable and bankable 
PPP projects is significant – especially the cost of recruiting top-tier 
transaction advisors with proven track records 

 

 Various Governments have established ring-fenced dedicated Project 
Development Funds (PDF) for funding transaction advisory costs 

 

 PDFs are a great catalyst for motivating and incentivizing Institutions 
to undertake PPP projects and expand the PPP project pipeline 

 

 A portion of PDF can be used for capacity building activities related 
to the project for which the advisor is being hired 

 

 
 

 



IV. Project Development Fund: What is it 

and why do we need it 

 It could provide a credible ‘ring-fenced’ vehicle for the RGoB, donors 
and the multilaterals to channel their resources towards 
infrastructure development and improving basic services to the 
general public 

 

 Does not directly provide financing or credit enhancement to the 
PPP projects, but helps offer projects to the market that the private 
sponsors and financiers would consider credible and worth 
considering. It would increase that confidence level of the private 
sector 

 

 The Fund could be set up in a manner that would allow the donors 
to set up ‘sub-accounts’ that could target their priority sectors/ 
geographic preferences 

 

 The day-to-day operation and management of the PDF can be 
outsourced 
 

 
 

 



IV. Viability Gap Funding (VGF): What is it 

and why do we need it 

 Viability Gap Funding (VGF) is a mechanism for 

supporting the delivery of services where policy concerns 

would justify public funding to complement or replace 

user fees 

 Core principles of VGF are that the subsidy be: 

 Explicit – not implicit  

 What is subsidized? 

 Who benefits? 

 Payments strongly linked to ‘outputs’ rather than inputs 

 Main form of risk transfer 

 Outputs tied to desired outcomes 

 

 



IV. Viability Gap Fund: When is it justifiable 

to use 

Source: IPDF, GoP 
(2007) 



IV. VGF: International Experience 

India Viability Gap Fund 

Source: IPDF, GoP 
(2007) 



IV. Risk Management  
Risk and Contingent Commitments 

 RGoB  bears risk in a PPP contract by providing a 

commitments usually in the form of a contract, to make a 

payment to the private partner, incur an expense or 

forego revenue if a certain event occurs. 

 There are generally two structures under which the 

above contingent commitments are provided: 

 In a PPP contract— referred to as a contractual obligation that 

creates a contingent liability (IMPLICIT) 

 As a Government guarantee (EXPLICIT) 



IV. Risk Management Framework 
Managing Contingent Commitments 

 By providing contingent commitments, the Government is 
exposed to the risk of sudden and substantial payment 
obligations, which could lead to severe fiscal problems 

 A framework – that is, a set of rules, an institutional 
structure and processes for providing and managing risks 
or contingent commitments – is therefore needed, to 
ensure the Government is accepting the appropriate type 
and level of project risk, and to make sure the expected 
payment in case of bad outcomes is: 

 Justified, 

 Credible, and paid, if the risk event occurs 

 Managed consistently with the control of fiscal risk 

 



IV. Risk Management 

Eligibility Criteria for Contingent Commitments  
 Government contingent support should be offered only 

to cover project-specific risks that the Government is 

able to directly influence; or risks which are either 

uncontrollable or economy-wide, and for which insurance 

is not available.  

 A PPP Project shall be deemed eligible to receive a 

contingent support if it is: 

 Economically Viable 

 Financially Viable 

 Competitively Procured 

 In prescribed (in policy, law etc.) sectors 

 

 



Is a Good PPP Structure Sufficient 

Condition for a Successful Project? 

NO! 

1) Policy Framework 

2) Institutions for Project Appraisal & Selection 

3) Institutions for Steering & Managing 

Procurement 

4) Institutions for Contract Management & 

Regulation 



Are PPPs Answer for Everything? 

 

 We should refrain from doing PPPs for 
projects: 

 Where technological change is pervasive 

 Where public policy changes are probable 

 PPPs are most useful in stable projects 



Stakeholders 

 Line ministries (effectiveness) 

 Finance ministry (efficiency, affordability) 

 Civil servants and public sector managers 

 Lawmakers 

 Advisers and experts 

 Auditing entities 

 Private operators, contractors, consultants 

 Financial organizations 

 Users, media, taxpayers, general public 

 


