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Introduction

Over the past decades, the institute of public-private partnership has become an
integral part of world economic theory and practice, proved its viability as an
effective tool for infrastructure development in many countries with various
political systems and different levels of socio-economic development. The number
of PPP projects in the world is counted in the thousands, the volume of private
investments in these projects amounts to billions of dollars. The results of part-
nership have been embodied in numerous objects of transport infrastructure,
energy, utilities, communications and telecommunications, state and municipal
administration, health, education, and culture.

As a result, the world has accumulated a wealth of experience in the develop-
ment of public-private partnership, covering many aspects related to organizational,
institutional, managerial, legal, technical, financial, engineering, and other issues.
At the same time, the world experience in development of public-private partner-
ship is very diverse. There are no two countries in the world with the same PPP
legislation or governance systems in this sphere; each of them has its own insti-
tutional environment, level of PPP development, specifics of public administration,
business traditions, cultural, national, and psychological characteristics, which
cannot but affect the formation of models of partnership between the state and
business.

Russia did not stay away from global trends associated with the development of
public-private partnership, although she entered this path with some delay. In recent
years, especially the last 5 years, the use of public-private partnership mechanisms
in the Russian Federation has become increasingly large-scale and intensive; efforts
are being made to bring the development of this institution under a systematic basis.
The number of PPP projects has increased significantly (in some areas, for example,
housing, and communal services, this growth is literally explosive), their geography
is expanding, and the sectoral range of use of PPP mechanisms is becoming more
diverse. According to classifications of PPP phased development models used by
international organizations, there are reasons to say Russia has passed the stage of
PPP origin and moved to the stage of “formation and maturation.” At the same
time, we should be aware that this is only the beginning of the way and much more
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needs to be done to make the PPP institute work more effectively than it has been so
far. With this in mind, the issue of creating a unified integrated system of PPP
governance is becoming increasingly important on the agenda.

The presented study is the result of collective work of the Moscow State Institute
of international relations of the Foreign Ministry (MGIMO University) and the
National PPP center of PPP of the Russian Federation. This is the first compre-
hensive and most complete study of issues related to establishment, development,
and application of public-private partnership mechanisms in the Russian
Federation. It introduces the history and current state of PPPs in Russia, and ana-
lyzes PPP legal and institutional framework, PPP policies, and governance at the
Federal and regional levels. Special attention is paid to the management of PPP
projects at various stages of life cycle, legal and financial structuring of projects,
analysis of practical examples in leading sectors—from transport infrastructure to
information technologies. International aspects of public-private partnership of
most importance for Russia are also explored in the work.

Study of PPP development in the Russian Federation seems to be essential due
to a number of reasons.

First, it provides valuable material for theoretical understanding of trends in the
development of modern Russian economy, evolution of “state–business relation-
ship” as well as tools, organizational mechanisms and methods used by the state to
establish cooperation with business in addressing important socio-economic issues.

Secondly, the study of Russian experience of public-private partnership, its
regulatory framework, models of public administration, mechanisms, and tools can
be useful in terms of the search for new algorithms of economic cooperation
between the state and the private sectors for improving the efficiency of public
property management, development of market institutions, stimulating private ini-
tiative, etc.

Finally, knowledge PPP practices in Russia may be of interest to foreign readers
in terms of opportunities for establishing fruitful mutually beneficial international
cooperation in infrastructure on both bilateral and multilateral bases. The vastness
of the territory of Russia, its unique geographical position as a “bridge between
Europe and Asia,” and infrastructure development in a wide range of sectors form
an objective background. International tensions, disputes, the use of sanctions, etc.
—not forever, but it is necessary to be guided and proceed from the eternal values,
which certainly include peace, good-neighborliness, and mutually beneficial
cooperation.

The authors hope that this work will allow the reader to learn something new
about modern Russia and its economy and will be useful not only for those
interested in modern trends in the economic life of Russia and its public admin-
istration, as well as the development of the infrastructure complex. The presented
study is the result of collective work of the teaching staff of the Moscow State
Institute of international relations (MGIMO) of the Russian Foreign Ministry and
the National Center of PPP of Russia. This is the first comprehensive study of issues
related to the establishment and development of the Institute of public-private
partnership in the Russian Federation. It presents the history and current state of the
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PPP sector in Russia, analyzes the legal and institutional framework of PPP, and
approaches to the formation of public administration in this area at the Federal and
regional levels. Particular attention is paid to the management of PPP projects at
various stages of their life cycle, legal and financial structuring of projects, analysis
of practical examples of PPP projects in leading industries—from transport
infrastructure to information technology. The international aspects of public-private
partnership, which are the most important for Russia, have not been left out of the
authors’ field of view.

The study of the development of public-private partnership in the Russian
Federation is important for a number of reasons.

First, it provides valuable material for theoretical understanding of trends in the
development of the modern Russian economy, the evolution of both the model of
relations between the state and business, and tools, organizational mechanisms and
methods used by the state to establish cooperation with business in addressing
important socio-economic issues.

Secondly, the study of the Russian experience in the field of public-private
partnership, its regulatory framework, models of public administration, the mech-
anisms and tools used in this case can be useful in terms of the formation of new
algorithms of economic cooperation between the state and the private sectors,
improving the efficiency of public property management, the development of
market institutions, stimulating private initiative, etc.

Finally, acquaintance with practices of PPP development in Russia may be of
interest to foreign readers in terms of opportunities for establishing fruitful mutually
beneficial international cooperation in the field of infrastructure on both bilateral
and multilateral bases. The vastness of the territory of Russia, its unique geo-
graphical position of the “bridge between Europe and Asia”, the development of a
wide range of infrastructure, and much more forms objective preconditions for
establishments of such cooperation. International tensions, disputes, use of sanc-
tions, etc. are not forever, but one should be guided and proceed from eternal
values, which certainly include peace, good-neighborliness, and mutually beneficial
cooperation.

The authors hope that this study will help readers to learn something new about
modern tends in Russian economy and will be useful for anyone interested in public
administration and development of infrastructure complex.

Oleg V. Ivanov
Agnessa O. Inshakova
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Chapter 1
Concession Agreements in the Russian
Empire. History of Concessions
in the USSR. Evolution of Approaches
to PPP in the Modern History
of the Russian Federation

Pavel L. Seleznev and Maria A. Ivanova

Abstract Development of the Public-Private Partnership institute in Russia in
different historical periods is explored. Key stages and principal forms of PPP mech-
anisms in the Russian Empire, the USSR and in modern Russian Federation are
investigated. Concession practices in its historical perspective, the impact of PPP
projects on the development of various industries, as well as on the economy as a
whole, is estimated. The paper also analyzes the evolution of legal and regulatory
framework of concessions in post-revolution Russia.

Keywords Public-private partnership · Payoffs · Concessions · Public
administration · NEP (new economic policy) · Introduction of foreign capital ·
Transition to market economy

JEL-Codes H44 · O21 · R58

Introduction

Public-private partnership (PPP) as a specific form of interaction between the state
and private entrepreneurship has been used in various historical periods and has a rich
history. The prototype of public-private partnership and, in particular, of such of its
form as a concession (from the Latin concessio—permission, assignment, privilege)
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4 P. L. Seleznev and M. A. Ivanova

was the payoff, that is, the transfer by the state to a private individual for a fee and
under certain conditions the right to levy taxes and other state revenues. The payoff
was applied in the conditions of subsistence economy, underdevelopment of credit,
financial difficulties of the state, weakness of communications.

The institute of public-private partnership in Russia is more than 400 years old.
The very first agreements based on the principles of PPP were concluded in the mid-
XVI century during the reign of Ivan IV the Terrible. For almost three centuries these
were isolated cases in the manufacturing industry. Exploring those times, Russian
historians and lawyers often use the term “concession” in order to most accurately
convey the essence of some of the economic life phenomena of theMoscow state and
Russia of XVI–XVIII centuries, although the term “concession“, of course, was not
used at those times, and began to be used only from the XIX century. And already in
the XIX century, thanks to concessions, some entire industries made a breakthrough.
The rapid construction of railways and, as a result, ensuring the economic recovery
of the country were actually provided by attracting private investors through the use
of a concession model of partnership with the state. The development of telegraphic
communication in the country was also based on the principles of public-private
partnership.

The Soviet government, despite ideological restrictions, also considered it neces-
sary to use PPP mechanisms for the forced recovery of industries after the Civil war
(1917–1922). Until 1937, more than a hundred concessions with foreign investors,
including from the United States, Great Britain and Germany, were signed in the
USSR. Before the SecondWorldWar, the Soviet Union curtailed all concessions and
there was a more than half a century break in the use of this tool in the country.

Public-private partnership as a systemically working mechanism returned to the
country only in the 2000s, after preparation of relevant legislative framework and
implementation of the first pilot projects in the new market conditions.

Methodology

To solve the tasks of the study, method of periodization, chronological and historical-
typological methods, as well as system analysis, are used.

Methodological basis of the study is the generally accepted principles of histori-
cism, consistency and complexity in historical and economic research. The principle
of historicism made it possible to conduct a cross-cutting study of concession rela-
tions that existed in Russian history, that is, to consider them in constant development
and modification over several centuries (XVI century—early 2000s), to consider the
history of concession relations in Russia as an integral (albeit discrete) system of
partnership between the state and entrepreneurship, due to the desire of the state
to create new or modernize the existing production and industries. The principle
of consistency is manifested in taking into account the simultaneous impact on the
process of origin, development and collapse of concession relations of various factors
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of subjective, objective, economic and non-economic nature. Complexity realized
itself through the use of a wide array of sources.

Results

Concession Agreements in the Russian Empire

In Russia, as in the world practices, the first cases of public-private partnership were
essentially similar to land concessions that the state gave to individuals for long-term
use. Since the XVI century, in fact, the first concessionaires were Stroganov family
merchants and cossack ataman (chieftain) Ermak. In early April, 1558, Tsar Ivan the
Terrible granted the Stroganovs with lands from the mouth of the Lysva river down
on the banks of theKama river to themouth of the Chusovaya river. Afterwards, other
lands on the banks of Kama and Ocher rivers, as well as Siryanski salt pans, became
the gifts of the Tsar to boyars (nobility). For many people, it seemed (and seems now)
strange, because the Tsar led a tough fight with boyars, who for the time being were
full masters in their fiefdoms, and sometimes just ignored the Central government.
Boyars judged, collected taxes and had their own squads. And suddenly huge lands
and huge rights were granted to the Stroganovs. However, it should be remembered
that a lot was decided by origin at those times: the Ruriks, the Gediminoviches, the
Genghisides (descendants of the famous Genghis Khan)—were one thing, but just
rich and noble—quite another, not so dangerous for the Tsar and his supreme power.
For the Stroganovs a special title—”eminent persons”—was introduced.

Although the struggle with the Kazan khanate ended in victory and Tatar Kazan
was conquered in 1552, the country remained turbulent, riots broke out one after
another. In the west, the country led a tough Livonian war, in the south at any time
the threat from the Crimean khanate could come. The state simply did not have the
strength to protect the eastern borders and to arrange them. So, Ivan the Terrible
decided to use, as it became customary to say later, a private initiative. The choice
of the Tsar was truly lucky: the Stroganovs proved to be skillful managers and did a
lot for the settlement and development of the region, as well as for the education of
its inhabitants.

Even closer to the modern understanding of PPP can be considered a concession
received in 1632, by the Dutchmerchant Andrei Vinius and his colleges for construc-
tion and operation of iron and cast-iron manufacture plants near Tula (200 km South
of Moscow). And in 1644, another foreign company headed by a Hamburg merchant
Peter Marselis was granted a 20-year concession for construction of ironworks at
the banks of Vaga, Kostroma and Sheksna rivers (European part of Russia, North of
Moscow).

In 1717, during the reign of Peter the Great miller Serdyukov was granted a
concession for construction of mills at the banks of Una and Shlina rivers (North
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of Moscow). During the same period, creation of domestic concession law began
(Bulatov 2012).

The first railway in Russia was built on the basis of a concession. On April 15,
1836, the Government of the Russian Empire and the “Shareholders Company for
the construction of the railway from St. Petersburg to Tsarskoye Selo (continued
to Pavlovsk)” signed a concession agreement on construction and operation of the
railway.

Since the end of the 1850s, the pace of railway construction increased significantly
in order to meet the growing needs of the economy against the background of a
booming industry. From 1837 to the end of the 1850s, 3000 km of railways were
built, and during the next 20 years, the length of railways in Russia increased by
another 20000 km. Russian statistics 2/3 of all railway mileage opened to traffic
in 1841–1913 were put into operation due to the concluded concession agreement
(Vysotsky 2010).

On January 27, 1857, the Russian Government issued a Decree on the estab-
lishment of the Head Society of Russian Railways, and two days later a relative
concession agreement was signed. According to the agreement, the Society was to
build within 10 years four railway lines with a total length of 4 000 versts1 with the
right to operate them for 85 years, after which the lines were to be transferred to the
state free of charge. In 1887, the law that gave the government the right to set railway
tariffs was passed.

Concessions for construction of the railway fromMoscow to Saratovwere granted
in 1859, to descendants of Russified Germans Pavel von Derviz and Karl von Meck.
For the first time in Russian practices, concession bonds were issued, the yield of
which (18% per share in 1869), exceeded all expectations and contributed to a sharp
rise in railway construction.

During the period of the railway boom, the so-called “railway kings” (new rich)
appeared: they were yesterday’s officials, tax-collectors, contractors, etc. drawn by
the opportunity to earn. Concessions in the railway industry were important for
the state, but there was the reverse side of the medal too. Concessionaires planted
corruption, bribed officials and nobility especially those who lobbied their interests
in the government. The rapid development of capitalism in Russia after the abolition
of serfdom in 1861, required a significant restructuring of the established system of
transport infrastructure, finance and legislation.

Sergei Witte, an outstanding Russian statesman, who in 1889, became the head
of the Department of Railway Affairs under the Ministry of Finance, tried to put the
industry in order. His main goal in this position was to eliminate a myriad of private
railways and to create a unified system of state railways, which was essential for
improving the efficiency of cargo transportation.

The state began to buy out private railways and to build new ones on its own.
S. Witte explained that he agreed to a buy out of private roads because further
tolerance of lobbying, corruption, write-offs was impossible. He launched a buy out
choosing the lesser of evils. At the same time, S. Witte was and remained for the

1Versta—a measure of length in the Tsarist Russia, equal to about 1066 m.
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rest of his life an ardent supporter of the private management of infrastructure. He
explored how often in history in the modern period of Western countries purchase
of an infrastructure object for debts from the private sector was used as a method
of infrastructure management. Examples were found all over the world. The public-
private partnership provides that a public partner (a government) may cancel the
contract or nationalize the object but accordingly must provide compensation to the
concessionaire. In this case, a private partner should, of course, be reimbursed not
only for his investments, but also for the profits he missed (Vysotsky 2010).

The use of concessions was not limited to railway infrastructure. In 1869, the
Government of Russia signed with Englishman John Hughes the concession agree-
ment on construction of metallurgical plant in Donbass. On January 24, 1872, a blast
furnace was successfully put into operation and a year later the manufacture of iron
rails began.

On October 13, 1869, a concession agreement between the Russian Government
andKarl Frederick Tietgen, the founder of theGreat Northern TelegraphCommunity,
to lay a telegraph cable from Copenhagen to Libava and further to St. Petersburg,
was signed.

In 1872, land telegraph lines connecting the European part of Russia with
Vladivostok were connected by underwater cables with Shanghai, Hong Kong and
Nagasaki, which made it possible to open telegraph communication between Europe
and East Asia.

On November 2, 1881, the Telegraph Department of the General Imperial Post
and Telegraph Agency concluded a concession agreement with von Baranov on
construction and operation of the first five public telephone networks in St. Peters-
burg, Moscow, Odessa, Warsaw and Riga. But the concession was ceded to the
International Bell Telephone Company, which in the early 90 s of the nineteenth
century began the construction of a new telephone station with 3000 numbers and
expansion of linear structures.

The share of concessionaires’ capital in the municipal economy of Tsarist Russia
was significant. Thus, by the beginning of the first World War in 1914, in a total
amount of industrial investments, concessionaires’ share accounted for 75% of the
funds invested in tramway enterprises; almost 50% in the electric power industry;
30% in water supply; 90% in gas supply (Ocherki 2012).

In themedium term, the expectations proved to be untenable. In the 1880s, embez-
zlement, corruption among officials and concessionaires were realities of Russian
economic life. The government changed its priorities, abandoning concessions and
moving to construction at the expense of the Treasury and to the formation of public
railways by compensating nationalization of concessions.

The final chord in the history of the use of PPP mechanisms in Tsarist Russia can
be considered a secret agreement on the Russian-Chinese military union concluded
inMay 1896, inMoscow. According to the agreement, the rights for construction and
operation of the Chinese Eastern Railway (KVZHD) were granted to the Russian-
Chinese Bank, created in 1895, on the initiative of the Minister of Finance of Russia
Sergei Witte. On 1 July, 1903, the Chinese Eastern Railway was put into operation
(Ocherki 2012).
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High level of competition in the world markets and the possibility of exploita-
tion of Russian rich natural resources became a powerful incentive for foreign and
Russian investors. Historical experience shows that the problem of effective invest-
ment management can be solved only if national and regional markets for investment
projects provided with appropriate legal and financial mechanisms are created in
Russia.

History of Concessions in the USSR

The next round of history, concessions came to Russia in the early 1920s, during
the NEP.2 As a result of the Bolsheviks’ nationalization of foreign property in 1918,
and refusal of the Soviet authorities to pay the debts of the former governments to
the Western countries, import of foreign capital in the form of credit resources for
Soviet Russia became unlikely. This predetermined import foreign capital mainly in
the form of concessionsduring the formation of Soviet power. The crisis affected all
industries and sectors of the economy. The failure of the “war communism” policy
led to a sharp turn in economic policies and restoration of market relations (Orlov
1999).

Introduction of new forms of public administration took place in difficult political
conditions. Many in the country considered it as a retreat from the conquests of the
revolution, a step towards an agreement with the bourgeoisie. For example, here are
the words one could hear from representatives of peasantry and workers at that time:
“We, the peasants, are ready to starve for another three years, to be cold, to incur
duties, only do not sell mother Russia for concessions”.3

In the USSR during the NEP period concessions played an important role in
stabilizing the economy after the revolutionary upheavals, drew foreign investment
and expertise tomodernization of industrial production, brought considerable income
to the Treasury in the form of equity contributions of concession companies, payment
of concession fees, taxes, rents, duties, levies, etc.

In 1920, the Council of People’s Commissars of the Russian Soviet Federative
Republic adopted a Decree on concessions, according to which quite a number of
infrastructure projects involving foreign capital were implemented during the NEP
period. From that moment on, Western companies received concessions for a huge
part of the country’s wealth.

V. I. Lenin, who was the head of the state at that time, explained the necessity of
the Decree on concessions by concern for national economy for the restoration of
which rawmaterialswere necessary. Hewrote: “Our task is to save theworker, to save
the working man. If we solve this problem—we will save and restore everything.”

2Neweconomic policy – a newcourse of Soviet power in the economy, aimed at expanding economic
freedoms and introduction of certain elements of the market economy.
3From the statement of a non-party peasant at theArzamasCountyCongress of theNizhnyNovgorod
province, the end of 1921.
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“Isn’t it dangerous to invite capitalists, doesn’t it mean to develop capitalism? Yes,
it means to develop capitalism, but it is not dangerous, because the power remains
in the hands of workers and peasants, and the property of landowners and capitalists
is not restored,” he noted. (Lenin 1920; Shishkin 1968).

The attempt to liberate the domestic potential and attract foreign capital was really
one of the powerful tactics to get out of the critical situation (InshakovaAgnessa et al.
Inshakova Agnessa et al. 2017).

An important feature of concession relations in the USSR was that in the mid-
1920s, concessions began to be included in the system of long-term planning of the
national economy of the USSR. It was planned to transfer forests of Western Siberia
within the Tyumen, Omsk and Tomsk provinces, forests in the North of the European
part of Russia, in the Arkhangelsk, Vologda, Olonets, Perm and Vyatka provinces,
as well as minings in Siberia, including coal mines near the city of Kuznetsk to
concessions. It was also supposed to lease a part of Baku and Grozny oil, coal in
Donetsk, iron ore in the region of Krivoy Rog, Don, near the city of Kerch, etc.

In autumn 1922, the first Soviet international Bank, Roskombank, was created in
the USSR. Olof Ashberg, the owner of the Stockholm Bank Nya Banken, became
the head of the bank and Max May, Vice-President of American Guaranty Trust
Company became the Head of the Foreign Department.

In 1923–1937, the Main Concession Committee under the Government of the
USSR—the Agency engaged in granting concessions to foreign individuals and legal
entities for trade and production activities—operated. Similar bodies operated in the
Soviet Union republics. They received and considered more than 2200 applications
for concessions and more than 10% of them were implemented. From 1922 to 1928,
124major concession agreements were signed between theGovernment of theUSSR
and foreign companies, of which 64 were in industry, including 28 in mining, 21
in trade and 11 in agriculture. In total 24 concessions were signed with firms from
Germany, 16—from theUnited States, with 61 concessions then ranked to the Federal
level, and 53—to the republican (regional). In terms of the number of concessions
and capital invested, the first place was occupied by the manufacturing industry (24
concessions), and the second and third places were divided between agriculture and
trade (Kasyanenko 1959).

In the period from1926 to 1927, the total amount of foreign investment attracted to
the economy of the USSR using concession model amounted to 62.5 million rubles.
England accounted for 14.625million rubles (28%), theUSA—12.272million rubles
(23.6%), Germany—7.096 million rubles (13.5%), Sweden—6.466 million rubles
(12.5%) and the remaining 22.4% were distributed among 13 countries, ranging
from Poland (3.3 million rubles) to Italy (70 thousand rubles). By the end of 1927,
concession enterprises produced 40% of the total production of manganese in the
country, 35% of gold, 12% of copper, 22% of ready-made dresses. Concessions
in Russia during this period were also established in the field of urban economy
(Khromov 2006).

OnNovember 14, 1925, theSoviet government and theBritish joint stock company
“Lena Goldfields” concluded a concession agreement for a period of 50 years. Under
the agreement, the company, which controlled at that time over a 1/3 of gold mining
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inYakutia, was also granted coalmines in theKuzbass region, Zyryano-Zmeinogorsk
deposit of zinc and lead in the Altai region.

No less famous is the concession for production of pencils, concluded between the
Government of the Russian Federation and Armand Hammer, a businessman from
the United States, who created the A. Hammer Pencil Company for this project. In
the 1930s, when the “curtailing” of the NEP policies began and the state began to
seize business from private owners, A. Hammer’s concessions were bought out by
Soviet authorities.

During the Soviet period of concessions development, the legal nature of conces-
sionswasmixed, i.e. the nature of an administrative act on the one hand, and a contract
based on equality of property interests of the authority and the concessionaire, on
the other. The time of return of the object under the agreement was not regulated in
detail. In fact, the state could, under any pretext and at any time, reclaim the object
of the concession.

Since 1937, in connection with a change of general priorities of the Soviet
economy and intense preparation for war concessions were cancelled (Chart. 1.1).

Chart 1.1 Main events in the history of PPP formation in Russia and the world (up to 2000)
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Concession Agreements in the Modern History
of the Russian Federation

After more than 50 years of interruption, history of PPP in Russia continued with an
attempt to adopt a new law on concessions.

On July 21, 1993, the SupremeCouncil of theRussian Federation adopted the Law
“On concession and other contracts concluded with foreign investors”. However, on
August 18, 1993, the President of the Russian Federation vetoed the adopted law and
instructed to radically revise it.

The government of the Russian Federation instructed the Ministry of economy
of Russia and other agencies to finalize the Law “On concession agreements, agree-
ments on the provision of services and production sharing agreements concluded
with foreign investors”. In November 1994, the Ministry of economy of the Russian
Federation sent its version of the draft law entitled “On concession and other agree-
ments concluded by the Russian state with Russian and foreign investors” to the
agencies for approval. This bill was approved in the first reading by the State Duma
of the second convocation only in April 1996, and afterwards, for subjective and
objective reasons, the bill lay unclaimed until 2000, then was again considered by
the State Duma and re-sent for revision.

Intense work on the bill continued until 2004. During 2004, and the first half of
2005, the draft law, entitled “On concession agreements”, was radically revised and
adopted by the State Duma in the second and third readings, approved by the Council
of the Federation and after signing by the President of the Russian Federation and
official publication entered into force.

Since then, the Federal law “On concession agreements” has undergone many
significant amendments, which, however, have yielded results: today concessions
are the most popular form of public-private partnership in Russia, and the number of
concession agreements is measured in thousands (Inshakova Agnessa et al. 2017).

However, one of the first major projects implemented with the use of PPP mecha-
nisms in modern Russia can be considered the project for construction and operation
of an aeration station in southern Moscow opened in 1998 (i.e. 7 years before the
adoption of the law on concession agreements). Its construction was carried out
entirely by private investments. The applied scheme was a BOOT (Build, Own,
Operate, Transfer) type. This form of interaction allowed to implement expensive
projects without large one-time budget costs. During the first 12 years, the station
belonged to the joint venture established by the German company SHV Holter and
MoscowMosvodokanal company. Investments of the German company were gradu-
ally reimbursed from Moscow city budget, and after 12 years the object became the
property of Moscow city government.

The first federal level concession agreement in modern Russia was signed in
July 2009, between the Federal road Agency (Rosavtodor) and JSC “Main road” for
implementation of the project “Construction of a new exit to the Moscow ring road
from the Federal highway M-1 “Belarus” Moscow—Minsk”. The duration of the
concession is 30 years, the total costs of construction was estimated as 32.47 billion
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Chart 1.2 Main events in the history of PPP formation in modern Russia

rubles (about $1 billion at the time of conclusion). Of these, 11 billion (33.87%) were
allocated from the Investment Fund of the Russian Federation, and the remaining
part was invested by the concessionaire (Chart 1.2).

Conclusion

The use of various mechanisms similar in essence to PPP has a long, in fact, almost
500 years, history in Russia and started around the same timewhen suchmechanisms
began to be applied by leading European powers.

PPP mechanisms played an important and in some periods a key role in the
economic history of Russia. In fact development of the Urals and Siberia would have
been either impossible or would have been much slower, rates of construction of
railways in the twentieth century would have been significantly lower, development
of telegraph communication and electrification of urban economy would have gone
at a completely different pace without attracting private investment and without
partnership with foreign and domestic commercial companies in pre-revolutionary
Russia.

In the Soviet period, it is the concession mechanisms the USSRwas obliged to for
the rapid revival of entire sectors of mining and processing industries of the country
ravaged by the civil war of 1920s.

Modern Russia began to revive PPP mechanisms not so long ago, by global
standards. At the same time, over the past 14 years since the adoption of the Federal
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law “On concession agreements”, the Russian Federation has managed to make a
serious breakthrough in regulation and practical application of PPP mechanisms,
equaling in quantitative and qualitative indicators with many countries of the world
and moving from countries in which PPP is at the stage of “formation” to countries
where PPP is actively used and methodically developed.
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Introduction

Russia has low and continue to decline the level of infrastructure. Infrastructure
is systematically underfunded and infrastructure gaps as well as investment needs
continue to increase.

At the present stage of development of the Russian economy, demand for PPP
mechanisms is objectively growing. TheGovernment’s goals for achieving high rates
of economic growth and ensuring quality of life require accelerated development and
renovation of a significant number of infrastructure facilities. Insufficient develop-
ment of transport, energy, housing and communal and social infrastructure becomes
an obstacle both for the state to fulfill its duties and for business to implement its
plans.

At the same time development of PPP in the country faced both general problems
related to the model of “state-business” relationship and systemic gaps in the sphere
of PPP.

Results

Infrastructure Investment in Russia: Level and Needs

The level of infrastructure development in Russia remains low. Infrastructure avail-
ability in Russia is insufficient and its quality is poor, similar to the level of devel-
oping countries. Despite some improvement in Russia’s position in the international
infrastructure quality rankings (currently, according to the World Economic Forum,
Russia ranks 35th out of 137 countries), the state of infrastructure in many important
components leaves much to be desired—114th place in road infrastructure, 66th—in
seaports infrastructure, and 59th—in airport infrastructure (World Economic Forum
2018).

InfraONE, a credible Russian investment consulting company, considers Russian
infrastructure that has been in dire need of investment for decades, the current invest-
ment does not cover minimum needs and poor state of infrastructure in Russia is
typical for all sectors and all regions of the Russian Federation. InfraONE estimates
that national average index of infrastructure development is only 5.70 of possible 10.
Transport infrastructure is the worst in Russia—average development index is only
3.24 points out of 10.

Leading regions in terms of infrastructure development (Moscow, Saint-
Petersburg, Khanty-Mansi Autonomous District) ensured their leadership are
primarily due to the developed transport infrastructure, but even these regions all
have a relatively weak social infrastructure, the capacity of which does not keep up
with the growing load.

The poorest infrastructure is in the Chechen Republic, Tuva, and Dagestan. To
a large extent, the infrastructure lag of these regions is due to difficult accessibility
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of respective territories, caused by mountainous terrain, and predominance of rural
population.

There are significant gaps between the leading, middle, and lagging regions in
terms of infrastructure development. Thus, Moscow’s index is 36.5% higher than
average value of the index in all regions and 78.9% higher than in Dagestan which
is in the last place (InfraONE 2018; InfraONE 2019).

Russia invests in infrastructure significantly less than, for example, such a devel-
oped country as Japan, which is comparable to Russia in population, but less in area
by 45 thousand times. Among the BRICS countries, Russia is ahead of only South
Africa and lags far behind Brazil and India (Chart 2.1).

In Russia, the share of infrastructure financing in GDP is not high (about 2.8%).
By this indicator, China is a leader: its infrastructure spending is 6% of GDP. But the
US is not in second or even third place—the country spends less than 2% of GDP
on infrastructure (Proekt nacional’nogo doklada 2018) (Chart 2.2).
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Russia has a deficit in infrastructure financing higher than India, where 10 times
more people live. Oddly enough, the USA infrastructure financing deficit is ahead
of everyone. The uncovered need for infrastructure in the USA is twice as great as
in China (Chart 2.3).

TheRussianFederation expenses for infrastructure are 2.8%ofGDPbut according
to experts’ estimates should be at least 4.2% and by 2024 spending should reach 5%.
In absolute figures the country needs to spend 25.9 trillion rubles for six years.
Investments of all national projects are 25.7 trillion rubles. Of this figure, according
to expert estimates, on infrastructure can be directed about 15.3 trillion rubles, the
deficit will be 10.6 trillion rubles (Chart 2.4).
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Use of PPPs to Attract Private Investment in Infrastructure
in Russia: Current Status and Key Trends

In recent years, the PPP market in Russia has gone an impressive way from a frag-
mented set of individual projects to an integrated market with established rules of the
game, a wide industry coverage, a large number of participants, thereby creating a
fundamentally newfield of interaction between the state andbusiness in infrastructure
development.

Let us reveal the key trends and patterns that most clearly reflect development of
PPP market in Russia and its current state.

– Sharply increased demand for PPP in Russia in the 2010-s is primarily due to the
opportunity provided within the framework of relevant mechanisms to shift part
of obligations to finance infrastructure development from the state to the private
sector in the conditions of long-term economic stagnation and “impoverishment”
of regional budgets.

After the crisis of 2008–2009, the Russian economy changed its development trajec-
tory—in 1999–2008 the economic growth rate averaged 6–7% per year, in the next
decade it was only 1–2% per year. On the one hand, low rates of economic growth are
long-term stable, as, first of all, determined by the unwillingness of the government
to carry out structural reforms in economy and change its foreign policy course to
lift foreign sanctions. On the other hand, among the priorities of socio-economic
development, the authorities are most concerned with ensuring macroeconomic and
budgetary stability. Under these conditions, the state refuses to increase funding for
many areas and tasks of socio-economic development that are not related to the basic
or priority obligations.

Moreover, significant, if not primary, part of the required infrastructure is of
regional/local scale and relates to sectors the powers of which is assigned to
regional or municipal authorities. Budgetary centralization and redistribution of
budget revenues from regional budgets to the Federal budget carried out by the
state in the mid-2000s deprived the regions of a significant part of budget revenues.
As a result, the regions found themselves in an evenmore difficult situation, suffering
not only of a negative macroeconomic situation, but also of a significantly reduced
amount of budget revenues, which is clearly insufficient to fulfill the entire set of obli-
gations. In this context, a wide range of development plans and objectives, including
investment in infrastructure, have become quite an expected “victim".

Configuration of these conditions determined the demand for PPP mechanisms
in infrastructure development, allowing to replace the falling amounts of budget
financing by private investment.
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– Increase in the number of ongoing projects

Demand for PPP mechanisms is largely due to the difficult financial situation of the
regions and inability to solve important socio-economic problems without involve-
ment of the private sector. In addition, in PPP authorities see a way to improve poor
management of state and municipal property.

Just 5–10 years ago, the number of PPP projects launched annually was several
tens, now it increased to hundreds. Despite the reduction and obvious lack of budget
funding for public infrastructure in Russia, the number of infrastructure projects
implemented using PPP mechanisms is growing. Since 2014, in average more than
600 PPP projects have been launched annually, providing an annual inflow of private
investment of 317.0 billion rubles (Gosudarstvenno-chastnoe partnyorstvo 2019)
(Chart 2.5).

As of the beginning of 2019, the number of PPP projects that have passed the
stage of commercial closure (signing agreements/contracts) reached 3422. Since
2014, the number of PPP projects that have passed the stage of commercial closure
has increased more than 8 times. Besides, more than 1 000 projects, according to
expert estimates, are at different stages of preparation by authorities.

Contracted PPP projects (3422) draw total volume of private investment obliga-
tions of about 2 180 billion rubles. And this is not little. For example, in China at the
end of 2018, 4691 PPP projects were under implementation, although with a larger
volume of contracted investments (about $1 trillion). InKazakhstan 473 projectswith
investment of 90 billion rubles are under implementation (Prosto i chestno 2019).

2014 2015 2016 2017 2018
0

200

400

600

800

1000

1200

298.7 286.8 300.2 247.5

451.7

316

593

1,202

620

353

Private Investment, bln. rub
Number of PPP projects that have 
passed the stage of commercial closure

Chart 2.5 Number of PPP projects passed the stage of commercial closure and volume of private
investment (RUB billion). Source data and calculations of the National PPP Center



2 Infrastructure Gaps and Investment Needs … 21

– Growth of capital intensity in the PPP market

The PPP market in Russia shows intensive growth not only in number of projects,
but also in monetary terms. Under PPP projects that have passed the stage of
commercial closure, total investment obligations (obligations to finance construc-
tion/reconstruction) of the public and private partners are 3 065.9 billion rubles,
of which the obligations of private partners are 71.2% of the total. Since 2013,
total volume of investments in PPP projects has increased 3.5 times, and investment
obligations of private partners—about 3.7 times (Chart 2.6).

– Projects of more than 1 billion rubles represent the bulk of investments

92% of all private investments in PPP projects account for projects of more than
1 billion rubles. At the same time, in quantitative terms, there are only 193 such
projects, or 6% of the total number. Such proportions have been maintained for
many years, and it is unlikely that the picture will change soon. Investors and banks
are more interested in investing in large scale projects. Consolidation of projects is
also taking place in sectors where traditionally investments were small (sometimes
with a volume of <1 million rubles): heat supply, water supply, improvement of
public spaces, social and consumer services, tourism, etc (Chart 2.7).

– Most projects and investments take the form of “classic” PPP, primarily
concessions

The whole set of PPP mechanisms used in Russia can be divided into three groups:
concessions, PPP/MPP agreements and “quasi-PPP”, which includes life cycle
contracts, investment agreements, lease with investment obligations and other forms
of “non-classical” PPP (Ivanov et al. 2018).
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Chart 2.7 Number of projects and volume of private investment in PPP projects by degree of
investment capacity. Source data and calculations of the National PPP Center

The lion’s share in both number of projects and volume of investments is taken by
concessions. 2939 projects (85.9% of the total number of projects) are implemented
under concession agreements with a total volume of private investment of 1 trillion
rubles (47% of the total). “Quasi-PPP” account for 12% of projects number and
38% of investments. PPP/MPP agreements, including the framework of regional
legislation, is the youngest and so far is only a gaining popularity form (3% by
number and 15% by investment).

Concessions and PPP/MPP agreements are two forms of public–private partner-
ship regulated by Federal laws—115-FZ and 224-FZ, respectively. Concession is
generally one of the oldest PPP mechanisms in the country. Actually, acccording
to concession agreements in Russia formation of the railway industry took place
in the nineteenth century. Even the Soviet Union used concessions for economic
development until 1937.

In terms of number of projects implemented under concession agreements
and PPP agreements, energy and communal utilities sector is leading with 2656
projects. Social sphere follows with 266 projects. There are 69 concessions and PPP
agreements in the transport sector (Chart 2.8).

Unlike concessions, which have already settled, PPP/MPP agreements continue to
shape. Previously, PPP/MPP agreements were implemented within the framework
of regional legislation. However, since 2018, they began to be concluded under
Federal Law 224-FZ “On PPP/MPP agreements in the Russian Federation” of 2015
(Chart 2.9).

– Expansion of the range of PPP mechanisms used, active development of new
“non-classical” forms of project implementation

Public and private partners are increasingly taking different formats of infrastructure
projects, including “non-classical”, or “quasi-PPP”. As the market develops and PPP
enters new sectors, authorities and investors continue to search for such mechanisms
that would be most adequate to specific project practice and would allow to fine-tune
the contract mechanism in fullest accordance with unique features of the project and
goals of its participants (Tarakanov et al. 2019). By the beginning of 2019, besides
“classical” concessions and PPP agreements seven forms of “quasi-PPPs were also
widely used in PPP practices in Russia. They are
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Source data and calculations of the National PPP Center

– life cycle contract;
– lease with investment obligations;
– corporate partnership;
– long-term contract with investment obligations
– investment agreement with PPP features;
– offset purchasing;
– energy service contract (Ivanov et al, 2018).

The largest in investment volume projects among “quasi-PPP” forms are life cycle
contracts (LCC).Under thismechanism, for example,Moscowcity buys buses, trams,
and subway cars. Along with LCC, investors also often use lease with investment
obligations and corporate partnerships (Chart 2.10).

If we look at “quasi-PPP” projects by sector, the largest share of private investment
is held by transport (56% of the total, or 464 billion rubles). communal utilities sector
goes second (26%), and social sector—the third. All other sectors account for 2%
(Charts 2.11 and 2.12) (Table 2.1).

– Communal utilities sector is the leader in number of PPP projects, transport—in
terms of investment volume

Among the sectors there are two leaders—transport and communal utilities. Transport
is the leader in terms of investment volume (59% of total investment, or 1.3 trillion
rubles), but by number of projects the transport industry accounts for only 4%. In
communal utilities sector we have a vice versa picture: 80% of all PPP projects (or
2 731) were launched in this sector, although in monetary terms it is only a 1/4 of
the total investment. To put it simply, communal utilities projects are small and not
expensive (Charts 2.13 and 2.14).
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Chart 2.11 Sectoral structure of quasi-PPP projects in terms of private investment (RUB billion).
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Table 2.1 Structure of the PPP market by major forms of projects and categories of private
investment

Private investment
(RUB billion)

Private
investment
(%)

Number of
projects

Number of
projects (%)

Concessions 1020,5 2815

Less than 10 mln 3,6 0,4 1939 68,9

10–100 mln 18,5 1,8 524 18,6

100–500 mln 51,5 5,0 208 7,4

500–3000 mln 109,3 10,7 97 3,4

3000–10,000 mln 127,9 12,5 25 0,9

More than 10,000
mln

709,7 69,5 22 0,8

PPP/MPP
argreements

329,21 95

Less than 10 mln 0,04 0,01 4 4,2

10–100 mln 0,47 0,1 20 21,1

100–500 mln 13,9 4,2 52 54,7

500–3000 mln 8,3 2,5 6 6,3

3000–10,000 mln 41,1 12,5 8 8,4

More than 10,000
mln

265,4 80,6 5 5,3

Quasi-PPP 832,36 380

Less than 10 mln 0,45 0,05 88 23,2

10–100 mln 5,21 0,6 124 32,6

100–500 mln 15,5 1,9 64 16,8

500–3000 mln 62,2 7,5 45 11,8

3000–10,000 mln 218,3 26,2 38 10,0

More than 10,000
mln

530,7 63,8 21 5,5

Source Data and calculations of the National PPP Center

– Expansion of the sectoral scope of PPP

Not only emergence of projects in new infrastructure sectors, such as information
and communication (photo and video recording systems of traffic violations, traffic
management systems, parking spaces, smart stops), agriculture, industry, defense
and security, but also emergence of new segments within traditional sectors—
for example, in transport (port development, construction of transport hubs)—is
becoming a remarkable phenomenon (Prosto i chestno 2019).

Traditionally, PPP projects in Russia are implemented in three sectors—transport,
social, and communal utilities (including energy, solid waste treatment, and territory
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improvement). At the same time, in 2014–15, a certain “boom” for projects of photo-
video recording (PVR) systems of traffic violations and organization of road weight
and size control started. At the end of 2017 in St. Petersburg, a private initiative was
filed to create a system of PVR, claiming to be the most expensive contract in the
sector—10.1 billion rubles.

Following the economically effective transfer of municipal infrastructure to
concession, a similar practice extended to the sphere of territory improvement—
arrangement of embankments, public spaces, parks. In particular, a large PPP agree-
ment on creation of the “Central Park of culture and rest” in Volgograd was signed in
2017 between the Volgograd city administration and JSC “Park". The main factor in
attractiveness of such projects is the possibility of its implementation entirely at the
expense of extra-budgetary sources and the use of a commercial model of investment
reimbursement.

In 2018, the PPP market in Russia was replenished with a new sphere: creation of
infrastructure in the field of defense and security. The first such project was launched
in 2018 following the introduction of amendments to concession legislation, which
made it possible to conclude agreements on infrastructure for storage, keeping and
repair of property of the Armed Forces. In September 2018 the Ministry of defense
and JSC “Arkhangelsk” signed a concession agreement on construction of a logistics
complex for storage, keeping and repair of property of the Armed Forces of the
Russian Federation in theArkhangelsk region. The total investment in construction of
the facility will be 15 billion rubles, and expenses of the investor will be compensated
by “availability payments".

Currently, investment projects for construction of state border checkpoints are not
of commercial interest to private investors, since the legislation provides only for the
possibility of equipping such points at the expense of the owners of the infrastruc-
ture on which they are located. However, the Ministry of transport of the Russian
Federation began to develop a draft Federal law on possibility of implementing PPP
projects in relation to checkpoints across the state border of the Russian Federation.
The proposals of the Ministry of transport of Russia were prepared in pursuance of
the instructions of the Prime Minister of the Russian Federation on the results of
the government Commission on socio-economic development of the Far East and
the Baikal region held in November 2017. Thus, the market can expect that the first
concessions and PPP agreements for border crossing points will soon appear.

In light of expansion of the list of PPP objects by including agriculture, relevant
projects were taken into account in the PPP ranking of regions for the first time.
In 2017, PPP projects in agriculture were concluded in the form of a corporate
partnership. The regions of the North Caucasus were active. In the Republic of
Dagestan, two agreements were concluded in regard to the greenhouse complex
facilities. At the end of 2017, in the Yamal-Nenets Autonomous district, a concession
agreement was concluded in regard to the livestock and agricultural products storage
facility—the point of deer slaughter in the Nyda village of the Nadym district.

So, the sectoral scope of PPP projects is gradually expanding due tomany reasons:
the need to ensure demand and availability of public services, simplification of
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legislative environment, opening of new niches for cost recovery of PPP projects,
and expansion of sectoral lists of objects that can be transferred to private investors.

– Regional projects provide the largest amount of investment

Federal projects, despite their scale, are still inferior to regional ones in terms of total
investment. At the Federal level, 24 PPP projects with investment volume of 496
billion rubles are being implemented. There are large projects such as the Central
ring road, the system of weight and size control “Platon” and others. At the regional
level, volume of private investments is more than twice as much—1.3 trillion rubles,
also there are much more projects—356. At the municipal level, there is a large
number of small projects (3042) with total volume of private investment of 368
billion rubles (Prosto i chestno 2019) (Chart 2.15).

– PPP market in Russia has a significant potential and therefore will continue to
grow dynamically

Weestimate that there are nowmore than 1000 potential projects at different stages of
preparation where PPP mechanisms can be used. The volume of investment planned
to be attracted into these projects amounts to more than 3 trillion rubles.

At the stage of initiation, there are such large Federal projects as high-speed
railway Yekaterinburg-Chelyabinsk (180 billion rubles of private investments) and
deep-water port in Arkhangelsk (123 billion rubles). There are no less large projects

Chart 2.15 PPP projects by levels of implementation. Source data and calculations of the National
PPP Center
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at the municipal level, for example, modernization of centralized cold water supply
and sanitation facilities in Samara city (total investment of 22 billion rubles, 100%
private investment).

– Implementation of “package” solutions for unification and typology of projects

Unification and typology of PPP projects is an international trend that allows to save
resources at the preparatory stage, which is especially important for projects with
low capital intensity (small municipal projects in communal services) and/or low
profitability (projects in social sphere—schools and kindergartens, primary health
care, gerontological centers, and other social service facilities). In recent years, the
PPPmarket in Russia hasmade significant progress toward standardization of project
practices. In particular, Sberbank developed and began to apply “package” solutions
for communal utilities sector, and the Fund for development of Khanty-Autonomous
District—for schools (Sberbank zapustit 2019).

– Use of new mechanisms of financing implementation of projects

Provision of a capital grant (co-financing of part of the costs of creating an infras-
tructure object at the investment stage) is the mechanism for financing infrastructure
projects with “budget leverage” in Russia. Payment mechanisms (private investment
reimbursement models) used in PPP projects in Russia can be divided into three
groups:

• direct collection of fees from users (consumers) and/or other commercial activi-
ties—this mechanism is used if payments from the budget at the operational stage
are not expected, return on investment is carried out exclusively at the expense
of commercial activities of the private investor (this model, like others, may well
involve co-financing the cost of creating an object of agreement from the budget
at the investment stage).

• "availability payment”—the main source of return on investment of a private
partner are payments from the budget of the public partner (Concedent). The
“availability payment” usually includes compensation of the cost of construction
and operation of the facility, as well as ensuring the required level of profitability
and covering the cost of servicing debt financing;

• mixed return on investment model—this model presumes two main sources of
return on investment: payments from the budget and commercial activities (avail-
ability fee + consumer fee). This mechanism of return on investment may also
include compensation for lost profits (minimum revenue guarantee,MRG), aswell
as providing a certain level of implementation of services (guarantee of loading)
or the right of a private partner to create/retain ownership of part of the property
in order to provide commercial services with its help (Ivanov et al. 2018).

In addition, today in Russia a mechanism to protect the investor from the risks of
non-repayment of investments is actively used.
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– Significant strengthening of PPP regulatory framework

In 2014–2016, important amendments to the Federal law “On concession agree-
ments” were adopted, the law on PPP andMPP in Russia was developed and adopted
and a new regulatory framework for the PPP law has been formed. Large-scale work
to reconstruct PPP legal framework in the regions is under way.

Among important changes in PPP regulatory framework in recent years there are
the following:

• IT-objects in concessions and PPP agreements. Since mid-2018, it is possible to
conclude concession agreements and PPP agreements for IT-infrastructure facil-
ities in Russia. In fact, this is a small revolution that significantly expands the
boundaries of the use of PPP mechanisms (Federal Law № 224-FZ 2019).

• Improvement of tax legislation. In 2017, the practice of submission of tax deduc-
tions by concessionaires to the state for the amount of VAT paid at the expense of
budgetary funds was abolished. For road concessionaires, the previous tax deduc-
tion conditions were restored and extended for another six years until 2022. In
relation to concessions in the communal utilities sector re-charging of VAT when
converting lease contracts into concession agreements was excluded. In 2018,
new procedure of recognition of the grantor’s payment obtained in the form of
cash for the purposes of taxation for the tax on profit was established. In 2018, the
list of cases of obtaining budget financing, in which the taxpayer has no right to
reimburse incoming VAT, or is obliged to restore previously deducted VAT, was
expanded.

• Regulation of syndicated lending. In 2018, activities to provide the borrower
with loan by several co-acting creditors were put under regulation. Under the
syndicated loan agreement, several creditors undertake to provide the borrower
with funds in the amount and terms stipulated by the agreement for each lender,
and the borrower undertakes to return the funds received from the creditors (to
pay interest for the use of money and other stipulated payments) (Federal Law
№486-FZ “On sindicated loan” of 31.12.2017).

• Regulation of SPIC. In 2017, a new version of rules of conclusion of the special
investment contract (SPIC) was approved. It is established that the SPIC may be
concluded in respect to an investment project that is already being implemented or
is only planned for launch (as well as in respect to a new stage of such a project).
Requirements to the investor for the purposes of the conclusion of the SPIC, as
well as to the persons involved in the implementation of the project are defined.

• Regulation of municipal solid waste treatment. Obligations of regional authorities
to identify regional operators and territorial waste treatment schemes have been
approved. The company “Russian ecological operator” (REO) that will formu-
late proposals for amending legislation, develop projects, issue bonds, buy land,
businesses, equipment, and equity of other companies was established. REO will
also form a database of best standard projects for the industry, and develop and
promote new technologies.
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• Improvement of legislation in communal services. In 2016, the subject of the
Russian Federation was defined as an independent party to PPP agreement in
communal utilities projects (along with the municipality as the Concedent and
the investor). A ban on participation of foreign investors in communal utilities
projects, possibility of holding a joint (regional-municipal) tender, the right to
transfer to concession water, heat and sanitation facilities with unregistered real
estate in their composition, etc. were installed. In 2017, the specifics of entering
into concession projects of unifiedheat supply organizations,whichwere endowed
with a preferential right to conclude a concession in respect to heat and water
supply facilities in the area of activity of such an organization (without a tender),
were determined.

• Improvement of legislation in healthcare. In 2018, the list of cases of participation
of public institutions on the side of the Concedent was expanded. It is determined
that Federal healthcare institutions will be able to act in concession agreements
on the side of the Concedent.

• Improvement of legislation in agriculture. In 2017 (2 years after inclusion of
agricultural infrastructure objects in the list of possible concession objects and
PPP/MPP), the criteria for relevant objects to be classified as concession or
PPP/MPP objects were approved.

– Creation of the Platform to support infrastructure projects

In 2015, as a result of implementation of the agreement on information coopera-
tion between the National PPP Center and the Ministry of economic development
of Russia, the “ROSINFRA” Platform for supporting infrastructure projects was
launched (pppi.ru). The purpose of the Platform is to provide market participants
with up-to-date information on the development of PPP mechanisms and projects
implemented on the basis of PPP in the regions of the Russian Federation. The key
service of the Platform is assistance to find potential partners for implementation
of PPP projects. The service was launched within the framework of project initia-
tives support program implemented by the National PPP Center with support of the
Federation Council and the Agency for strategic initiatives. The largest database of
PPP projects implemented on the territory of the Russian Federation operates on the
ROSINFRA Platform. Moreover, the Platform hosts daily announced tenders for the
right to conclude concession agreements and PPP agreements.

– Russia partly complieswith international trends in approaches toPPPgovernance

Recently, several interesting trends have emerged in global practices of infrastructure
development in general and PPP in particular.

Trend 1. Infrastructure planning.

Thepractice of infrastructure planning is common inmanycountries around theworld
with considerable experience in attracting private investment. A marked increase in
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the number of countries that use some form of infrastructure planning is a notable
trend of recent years.

Trend 2. State support for infrastructure investments.

Against the background of growing interest of global investors to infrastructure
assets, many countries, faced with serious underfunding of national infrastructure,
introduce additional tools to support relevant projects and increase infrastructure
financing. One of the most important areas of support for infrastructure projects is
creation of specialized national financial institutions that provide financial support for
PPP projects. In particular, creation of specialized infrastructure funds is a significant
practice.

Another important tool of state support for infrastructure investment is an increase
of budget infrastructure spending. It is noteworthy that many countries use the
external debt instrument to increase relevant expenditures.

Trend 3. Further institutionalization of PPP

Institutionalization is an important aspect of public policy in infrastructure and PPP
development. Inmost countries, certain specialized institutions already exist, but vary
considerably in terms of organizational structure, autonomy and authority. However,
with development of national markets, some countries are revising existing govern-
ment bodies in favor of greater specialization and empowerment, as well as creating
new organizations.

The recent trend is creation of national interdepartmental PPP bodies responsible
for one or another aspect of PPP development. The trend is remarkable in the most
developed infrastructure markets—as countries accumulate competencies, they shift
the focus of infrastructure development governance from the national to the regional
level. Such shifts are taking place in Canada and Australia.

Trend 4. Revision of PPP legal support

Another trend over the past year has been the revision of legal framework for public–
private partnerships in a number of developing countries. PPP markets in such coun-
ties tend to be in their infancy, and legislators and regulators do not yet have the
necessary experience. This leads to significant shortcomings in legal security.

Trend 5. Availability fee remains the main mechanism for reimbursement of private
investment

Although the possibility of commercializing the demand for infrastructure in PPP
is often perceived as a tool to improve budget efficiency, in world practices avail-
ability payment is still a key mechanism for reimbursement of private investment.
According to a Moody’s study published last fall, in terms of the risk of project
default, availability payments are significantly safer than direct tolls. Thus, according
to the Agency’s calculations, on the 10-year horizon after the launch, the probability
of default in projects in which the key payment mechanism is a direct toll or so-called
“shadow payments” is 13.7%. At the same time, for projects where themain payment
mechanism is the availability payment, this probability is only 2.1%.
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Trend 6. Infrastructure exports

Against the background of the growing global construction market, including the
sphere of public infrastructure, some countries are beginning to actively support
“infrastructure exports” of their companies entering foreign tenders.

Some countries are trying to enhance their competitiveness by coordinating and
concentrating competencies at the governmental level. Another way is signing of
special bilateral agreements, the subject of which may vary from exchange of infor-
mation to provision to foreign companies froma certain jurisdiction priority an access
to infrastructure.

Trend 7. Digitalization of the PPP

Special attention to digitalization of infrastructure market and increasing availability
of information is an important trend of recent times. In this regard, for example,
many countries launch public electronic portals for disclosure of information on PPP
projects, create unified information systems on national infrastructure, etc. Various
pre-project support initiatives are being launched at the supranational level through
the creation of electronic platforms.

Russia is actively working and has already taken concrete steps to strengthen
legal support for PPP, as well as state support for infrastructure investments in
the form of funding from the budget. With regard to infrastructure planning,
additional institutionalization of PPP, prioritization of availability payment as the
main mechanism for reimbursement of private investment and digitalization of PPP
in Russia, active work is underway, but specific steps are only being developed. There
is nowork at all in Russia on infrastructure exports and state support for infrastructure
investments through special financial institutions.

Trends Is Russia in a trend?

Trend 1
Infrastructure planning

Trend 2
State support for infrastructure investment

Special financial institutes

Additional budgetary spending

Trend 3
Further PPP institualization

Trend 4
Strengthening of PPP legal framework

Trend 5
Availability payment as a key mechanism of reimbursement of private
investment

Trend 6
Infrastructure exports

Trend 7
Digitalization of PPP

(continued)
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(continued)

Trends Is Russia in a trend?

Note: green color indicates trends, according to which Russia is
actively working and has already taken concrete steps
yellow color indicates trends, according to which Russia is
actively working, but specific steps are only being developed
red color indicates trends that Russia does not meet

Conclusion

In general, there are reasons to make a conclusion that by the end of 2010-s PPP
market in Russia has formed. It operates according to relatively stable rules, steady
combinations of players with developed core competencies have taken shape, and
implementation of PPP projects has become a widespread and routine practice. In
addition, the market coverage has reached a significant scale and continues to expand
in different dimensions, including increment of new industry segments, increase
of the pool of participants (authorities, investors, operators, financiers, consultants,
experts), and growing complexity of contract mechanisms. In terms of project prepa-
ration, the PPP market has made a huge breakthrough for the better, as evidenced by
the increase in the number of projects and their capital intensity.

At the same time, a number of issues impeding development of the PPP sector
remain and therefore require their solution:

– General problems of “state-business relationship”

There is still a high level of administrative pressure on business from various state
and regulatory bodies, property rights are not sufficiently guaranteed, the practice of
merging power with friendly companies and entrepreneurs, giving them a privileged
position in themarket and creatingmost favorable conditions to the detriment of other
players and in violation of the rules of fair competition is widespread, the judicial
system is still far fromcomplete independence in its decisions,widespread corruption
in relations between companies and entrepreneurs and officials, low efficiency and
opacity of law enforcement agencies continue to be the “birthmarks” of the model of
relations between the state and business (Administrativnyj klimat v RF 2017; Biznes
pod ugolovnym pressom 2017; Kniga zhalob i predlozhenij 2018; etc.).

– Systemic problems in the sphere of PPP (disclosed further by category)

• Further improvement of the regulatory environment

– imperfection of paymentmechanisms for financing implementation of concession
projects;

– challenging inclusion of the mechanism of minimum guaranteed yield in
concession projects;
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– challenging inclusion in concession agreements of obligations that depend on the
occurrence of certain events, conditions;

– inability to guarantee procurement of services carried out using the object of
concession;

– inability to enter into agreements with a plurality of public parties;
– challenging inclusion of certain requirements to the participants of the tender in

the framework of prequalification and establishing the ability to confirm such
claims by third parties;

– the risk of inability to change the target destination of the object to be transferred
to the concessionaire for reconstruction;

– challenging inclusion in a private concession initiative provisions about the
payment of the grantor;

– impossibility of compensation to a private initiator who lost concession competi-
tion of the costs of developing the initiative;

– imperfection of the norms of Law 224-FZ on security of the object;
– complexity and too long duration of the procedures for assessing effectiveness

and determining comparative advantage of PPP project under Law 224-FZ;
– impossibility to use deferred payment mechanism for the launch and implemen-

tation of infrastructure projects (TIF);
– need for “liberalization” of the structure of obligatory medical insurance (OMI)

tariff and the order of its establishment for PPP projects, the inability to guarantee
the volume of medical care provided within PPP projects (Osnovnye tendencii v
sfere 2017; Obzor naibolee znachimyh 2019).

• Further institutionalization of PPP

– lack of a single authority at the Federal level, responsible for the development of
the PPP,

– lack of a specialized or interagency body responsible for infrastructure develop-
ment, absence of theFederal project office for PPPdevelopment (Gosudarstvenno-
chastnoe partnerstvo 2019).

• Establishment of a system of forecasting and planning of infrastructure develop-
ment

– fragmentation of the infrastructure, and the lack of transparent long-term plans of
integrated development of territories, the lack of unified statistics and assessment
of infrastructure (Eganyan 2018);

• Launch of special financial support mechanisms for PPP projects (debt financing,
project development financing, support measures) (Ivanov 2016; Tkachenko and
Ivanov 2018).

In general, in the coming years, we can expect further development of PPP in
Russia—both in terms of improving the market conditions and in terms of intensive
launch of projects. These trends will be supported by the state’s remaining high atten-
tion to PPP and the large volume of infrastructure projects being prepared, many of
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which can be implemented with minimal financial support from the budget (Poslanie
Prezidenta 2018; Ob utverzhdenii Kompleksnogo plana 2018; Ob utverzhdenii
Strategii 2019).
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Introduction

Federal law No. 115-FZ of July 21, 2005, “On concession agreements” and Federal
law No. 224-FZ of July 13, 2015, “On public-private partnership, municipal-private
partnership in the Russian Federation” created legal conditions for attracting private
investment in infrastructure projects and defined basic provisions of the state policy
of Russia in the field of PPP.

At the same time, it is premature to talk about the complete formation of all the
necessary institutional and regulatory legal environment at the Federal, regional, and
local levels, as well as an effective PPP project management system. PPP Legislation
today provides the legal basis for the development of public infrastructure in Russia
through the implementation of PPP projects, but there is a sufficient number of “gaps
in the law” and law enforcement practice is often characterized by inconsistency and
inconsistency. In addition, the problem of administrative, financial, and technical
barriers in the implementation of PPP projects has not yet been solved.

Results

PPP Legislative Framework in Russia

The institute of public-private partnership is regulated in the Russian Federation by
common and special legislation. Structural composition of the system of common
legal acts defining principles and rules of interaction between the state and regulating
PPP issues outside of special legislation is presented in the following Chart 3.1.

PPP Special Legal Framework

Specific legislation on PPP in the Russian Federation includes the following:

Federal laws

– The Federal law of July 21, 2005, N 115-FZ “On concession agreements” (115-
FZ);

– Federal law No. 224-FZ of July 13, 2015, “On public-private partnership,
municipal-private partnership in the Russian Federation and amendments to
certain legislative acts of the Russian Federation” (224-FZ);

– Federal law of April 5, 2013, N 44-FZ “On the contract system in the procurement
of goods, works and services for state and municipal needs” (44-FZ);

– The Federal law of July 18, 2011, N 223-FZ “About purchases of goods, works,
services by separate types of legal entities” (223-FZ).
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Legislation/Regulation Scope of application

The Constitution of the Russian Federation as an act 

of direct action, containing the following important 

provisions:

- principles of equality before the law, non -

discrimination (art. 19);

- prevention of economic activities aimed at 

monopolization and unfair competition (art. 34); 

- the possibility of concluding agreements between 

the Executive authorities of the Federal and regional 

levels in order to transfer powers from one level to 

another (article 78), etc.

Administrative legislation (the Code of 

administrative offences of the Russian Federation) 

- regulating activities of public authorities in PPPs the 

implementation of state policy in the field of public-

private partnership,  

- determining status and competence of RF Executive 

authorities in relations with a private partner

Civil legislation (Civil code of the Russian 

Federation, Federal law No. 39-FZ of 25.02.1999 "On 

investment activities in the Russian Federation carried 

out in the form of capital investments").

- regulating relations between partners in PPP 

agreements

Tax legislation - Tax Code – calculation and payment of VAT, corporate income 

tax and property tax under concession agreements

Budget legislation - Budget Code Federal laws on approval of the budget for the 

relevant planning period

Land legislation - Land Code Land Code, Federal law of 21.12.2004 №172-FZ "On 

the transfer of land and land plots from one category 

to another", etc.

Town-planning legislation - Town-planning code - Town-planning code

- establishing requirements for design and 

construction/reconstruction of the project object 

Legislation on public procurement - regulating procedure for placing public orders for 

supply of goods, works and services for state 

(municipal) needs

Legislation on protection of competition - Federal 

law No. 135-FZ of 26 July 2006 "On protection of 

competition" 

- any alienation of state property shall be carried out 

by means of tendering (Art. 17.1) 

Legislation on tariffs - Federal law of 30.12.2004 

№210-FZ "On regulation of tariffs of public utilities»;

- regulation of tariffs of public utilities

Regulatory legal acts regulating the legal regime of 

certain types of infrastructure

- Federal law of 10.01.2003 17-FZ "On railway 

transport in RF” 

- Air code 

- Federal law No. 257 FZ of 19 July 2011 “On roads 

and road activities in RF”

- Federal law of 08.11.2007 №261-FZ "On sea ports 

in RF” 

Regulatory legal acts establishing requirements for 

operation of facilities

for example, safety, environmental protection, use of 

cultural and natural heritage sites, land

Chart 3.1 System of common legal acts regulating PPP
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Regional legislation

Prior to the adoption of Federal law No. 224-FZ “On public-private partnership,
municipal-private partnership in the Russian Federation” (hereinafter—224-FZ), the
subjects of the Russian Federation independently adopted and developed regional
laws1. In total, about 70 regional PPP laws had been adopted.

On July 13, 2015, Law224-FZ,which established a unified regulation of PPP at the
Federal level, was adopted. 224-FZ obliged all subjects of the Russian Federation
to put regional PPP legislation in full compliance with provisions of 224-FZ by
January 1, 2025 (Law on public-private partnership: the application’s manual./PPP
development center. M., 2015).

Federal Law No. 115-FZ “On Concession Agreements”.
Basic Provisions and Key Features

In accordance with Law 115-FZ, under concession agreement a private partner
(concessionaire) undertakes to construct/reconstruct at his own expense property
the ownership of which belongs to a public partner (Concedent), to carry out activi-
ties with the use (operation) of the object, and the Concedent undertakes to grant the
concessionaire for the period established under agreement, the right of possession,
and use of the object for the performance of these activities (Federal law 115-FZ
“On concession agreements” of July 21, 2005).

The specifics of this form of public-private partnership are to preserve the title of
the object under agreement with the public party (Practice of using concession agree-
ments for the development of regional infrastructure in Russia./PPP development
center. Moscow, 2014).

The distinctive features of concession as a tool to attract investment in infrastruc-
ture include the following:

– contractual basis of partnership and long-term character of interaction regulated
by the Federal legislation;

– object of concession is Federal, regional, or municipal property;
– possibility of payments of the concessionaire to the state for possession and use

of the object (so-called “concession fee”) or structuring concession transactions
with the Concedent’s fee;

– financial participation of the private partner in capital expenditures, that is, in
construction/reconstruction of the object under agreement;

1In particular, the Law “On the participation of St. Petersburg in public-private partnerships” was
adopted in 2006. It gives the following definition of PPP (item 1.1 of Art. 4): “Public-private
partnership is a mutually beneficial cooperation of St. Petersburg with the Russian or foreign legal
entity or natural person, or acting without formation of legal entity under the agreement of simple
partnership (the agreement on joint activity) Association of legal entities in implementation of
socially significant projects which is performed by the conclusion and execution of agreements,
including concession”.
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– transfer of possession and use rights only to the private partner, while retaining
ownership with the public partner;

– guarantees of the rights of the concessionaire provided by the state.

115-FZ defines participants (parties) of the concession agreement:

(1) the Concedent—the Russian Federation (on behalf of which the Government
of the Russian Federation or the Federal Executive authority authorized by it
acts), or the subject of the Federation, or municipality;

(2) concessionaire—an individual entrepreneur, Russian, or foreign legal entity
or acting without a legal entity under a partnership agreement (joint venture
agreement) two or more of these legal entities (№115-FZ, Art. 5P.1).

In accordance with Article 8 of 115-FZ, the Concedent bears certain rights and
obligations, presented in Table 3.1.

Under the agreement, theConcedentmayalso be subject to someother obligations,
including

– payment of the Concedent’s fees (amendments to 115-FZ of July 21, 2014);
– approval of the maximum fare of toll roads (amendments to 115-FZ of February

28, 2014);
– to provide guarantees to financing organizations.

According to part 2 of Art. 8, the concessionaire in the performance of the
concession agreement is obliged to

Table 3.1 Rights and obligations of the Concedent under Law 115-FZ

Rights Obligations

To provide to the concessionaire rights of
possession and use of the property owned by
the Concedent

To grant to the concessionaire, for the period
specified in the agreement, the rights of
possession and use of the object under
agreement to carry out activities under
agreement

To assume part of the costs for
construction/reconstruction of the object under
concession agreement, as well as the use
(operation) of the object

To perform other obligations under agreement
(based on the freedom of contract), not
contrary to the law

To provide budget guarantees

To assume obligations on preparation of the
territory necessary for
construction/reconstruction of object under
agreement for the implementation of activities
under agreement

To control the concessionaire’s compliance
with the terms of the agreement in accordance
with the Federal law
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(1) carry out construction/reconstruction of the under agreement and start its
operation in the terms established under agreement;

(2) use (operate) the object under agreement for the purposes and in the manner
established by the concession agreement;

(3) ensure, when implementing activities under agreement, possibility of obtaining
of relevant goods, work, services by consumers;

(4) provide to consumers privileges established by Federal laws, laws of the subject
of the Russian Federation, regulatory legal acts of local government, including
privileges on payment of goods, works, and services in cases and in the order
which are established under the concession agreement;

(5) maintain the object under agreement in good condition, carry out at his own
expense current and major repair, and bear maintenance costs of the object.

General features concession agreement is presented under Russian PPP legislation
are presented in Chart 3.2.

Federal Law No. 224-FZ “On Public-Private Partnership,
Municipal-Private Partnership in the Russian
Federation…”. Basic Provisions and Key Features

Prior to January 1, 2016, PPP agreements were concluded in the subjects of the
Russian Federation on the basis of regional laws. As of December 31, 2015, more
than 70 regional PPP laws were adopted in the regions and about 100 projects based
on these legal acts were implemented. Basically, these were projects in which the
private partner assumes obligations to construct andmaintain an infrastructure object,
and the public partner transfers to him land plots and subsequently gradually buys out
the created object or rents it for the purpose of performing certain public functions.
This model of implementation of PPP projects had a number of restrictions at the
level of Federal legislation, which significantly reduced possibility and attractiveness
of its application.

To eliminate existing restrictions related to the implementation of PPP projects
under regional laws, 224-FZ was developed and adopted. The law established at
the Federal level unified PPP legal regulation, single conceptual device, universal
terminology, including the term “public-private partnership”, unified rights and obli-
gations of the parties under agreement, fixed mechanisms of protection of interests
of private partners, widened possibilities for project structuring by expanding a range
of contractual models, and legitimization of alternative forms of PPP project imple-
mentation (“quasi-PPP”) in the Russian Federation (the Federal law 224-FZ of July
13, 2015) (Inshakova Agnessa et al. 2019).

The PPP agreement is a civil law agreement between a public partner and a private
partner, concluded for a period of not less than 3 years in the manner and on the terms
established by 224-FZ.
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According to part 1 of Article. 12 of 224-FZ, under the PPP agreement, the private
partner undertakes to create, in whole or in part, at the expense of its own or borrowed
funds, real estate or real estate andmovable property that is technologically related to
each other2 and intended to carry out activities under the agreement, and to carry out
operation/maintenance of such property; a public partner undertakes to provide the
private partnerwith the right to ownanduse the object for implementation of the activ-
ities specified in the agreement and to ensure the emergence of the private partner’s
ownership of the object under agreement, subject to the requirements provided for
under 224-FZ and the agreement (Inshakova Agnessa et al. 2019).

General scheme of implementation, features of application, as well as eligible
infrastructure facilities for which a PPP agreement can be concluded are presented
in Chart 3.3.

The Law 224-FZ

– construction and/or reconstruction by a private partner;
– full or partial financing of the construction of the facility;
– operation and/or maintenance;
– emergence of a private partner’s ownership of the object under agreement.
– Also, by the will of the parties, the agreement may include the following optional

elements:
– design by the private partner of the object of the agreement;
– implementation by the private partner of full or partial financing of operation

and/or maintenance of the facility under agreement;
– provision by the public partner of partial financing of construction of the object

under agreement, as well as financing of its operation and/or maintenance;
– private partner’s obligations on subsequent transfer of the object under agreement

to the ownership of the public partner.

formulated the following mandatory elements of the PPP agreement:
The last of the above elements is mandatory if the total expenses of the public

partner for construction of the facilitywill be higher than those of the private partner’s
(Recommendations for implementation of public-private partnership projects. Best
practices/Ministry of economic development of Russia, 2016).

Comparative Analysis of Laws 224-FZ and 115-FZ

The key difference between 224-FZ and 115-FZ is the possibility of transferring
ownership of an infrastructure object to a private partner under 224-FZ. At the same
time, the investor is obliged to provide full or partial financing for construction of such
infrastructure and operation of the facility strictly in accordance with the purpose,
which is registered as an encumbrance of the facility.

2With the exception of ICT facilities.
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In the interests of the investors, the PPPLaw and the Law on concessions provide a
mechanism to guarantee immutability of the key parameters on the basis of which the
decision on project implementation was made. In case of changes in macroeconomic
conditions or in legislation directly affecting the project (taxes, preferences, etc.),
reasonable changes are made to the agreement in terms of the amount of co-financing
by the public party and the terms of its implementation (Recommendations for the
implementation of public-private partnership projects. Best practices/Ministry of
economic development of Russia, 2016).

A comparative analysis of the rules and regulations under 224-FZ and 115-FZ is
given in the following Table 3.2.

Conclusions/Recommendations

– The institute of Public-Private Partnership is regulated in the Russian Federation
by common and special legislation.

– The Constitution of the Russian Federation, Administrative, Civil, Tax, Budget,
and Land Codes occupy the main place in the system of common legislation
defining the principles and rules of interaction between the state and business.
Urban planning legislation, legislation on public procurement, and tariffs legisla-
tion also play an important role. In addition, sectoral legislation regulating legal
regime of certain types of infrastructure and regulatory legal acts establishing
requirements for the operation of facilities should be taken into account.

– Special PPP legislation in the Russian Federation includes a number of Federal
and regional laws, the main of which are the Federal law № 115-FZ “On conces-
sion agreements” and the Federal law № 224-FZ “On public-private partnership,
municipal-private partnership in the Russian Federation”.

– 224-FZ and 115-FZ have a number of differences in terms of

• private ownership of the object under agreement;
• minimal term of the agreement;
• persons who can act as a private partner;
• persons who can act as a public partner;
• persons who can act on the side of a public partner;
• special sectoral regulation;
• private initiative and some other aspects.

– Also, regional laws on PPP that constitute an important part of PPP legal frame-
work in Russia are adopted in all 85 subjects of the Russian Federation. In accor-
dance with the requirements of federal legislation, all of them are brought into
compliance with it.

– In order to further improve the federal and regional PPP legal framework, it seems
desirable to
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Table 3.2 Comparative analysis of the rules and regulations under 224-FZ and 115-FZ

Comparison parameter Concession Law (115-FZ) Law on PPP
(224-FZ)

Private ownership of the
object under agreement

Possible solely on the side of
the Concedent (public
partner). The object under
agreement can be purchased
by the concessionaire in case
of inclusion in the priority
privatization program after
the expiration of the
agreement

Possible on the side of a private
partner. The object should be
transferred to the ownership of
the public partner if capital
investments of the public party
in its construction exceed 50%
of the total cost of the object

Minimum duration of the
agreement

Not set 3 years

Objects of the agreement Close-end list of objects is established

Private partner Russian or foreign legal entity
or a group of persons
(consortium) acting without
formation of a legal entity
under a partnership agreement

Russian or foreign legal entity,
in which the share of state
control cannot be more than
50%

Public partner – The Russian Federation,
the subject of the Russian
Federation or the
municipality, on behalf of
which the Government of
the Russian Federation, the
Federal Executive
authority, public authority
of the subject of the
Russian Federation, local
government act
respectively

The Russian Federation, the
subject of the Russian
Federation or municipality on
behalf of which
– the Government of the
Russian Federation, Federal
Executive authority;

– executive body of the subject
of the Russian Federation,

– the head of the municipality
or other authorized local
self-government body act
respectively

Possible actors on the side of
the public partner

Bodies and legal entities,
including the state company
“Russian roads”, as well as
state budgetary institutions,
state, or municipal unitary
enterprises (for certain types
of objects)

Bodies and legal entities
specified in the 224-FZ,
including budgetary institutions
and unitary enterprises (on all
types of objects; on separate
rights and duties the list of
which is established by the
Government of the Russian
Federation)

Sectoral regulation With regard to heat supply
facilities, centralized hot
water supply, cold water
supply, or sanitation

Not set

(continued)
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Table 3.2 (continued)

Comparison parameter Concession Law (115-FZ) Law on PPP
(224-FZ)

Private initiative (unsolicited
proposal)

Provided (duration of the
consideration ~ up to
150 days)

Provided (duration of the
consideration ~ up to 400 days)

Authorized bodies under the
law

Not directly provided Directly provided at the Federal,
regional, and local levels

Evaluating effectiveness and
comparative advantage of
project implementation

Not provided Provided and carried out by the
authorized body (in case of the
project of the municipal
level—the regional authorized
body) within a period not
exceeding 90 days

Tender Two-stage (preliminary selection and evaluation of bids)
regulated in detail

Standard or model forms of
agreements

Approximate forms of the
agreement are established

Absent

• collect and compile information on positions of participants of the PPP market
on the problematic issues of PPP regulation;

• develop proposals on further improvement of PPP legal framework and to send
them to the relevant authorized bodies of state power;

• participate in the activities of advisory and other working bodies established
under the Federal bodies of state power on the improvement of PPP legal
framework;

• organize and hold workshops, round tables, and other events involving
representatives of Federal and regional authorities as well as of expert
community;

• develop draft legal and regulatory acts, conduct anti-corruption expertise of
draft legal acts.
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Abstract Various organizational and legal forms of implementation of infrastruc-
ture projects in the Russian Federation are investigated and systematized. The main
characteristics of regulatory documents, advantages, and disadvantages of individual
legal forms, major factors behind the choice of a PPP form as well as the key rights
and obligations of the parties are identified and defined. The statistical data and exam-
ples characterizing the practice of use of different organizational and legal forms for
the implementation of infrastructure projects in Russia are introduced.
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Introduction

The participation of the state, its subjects, and municipalities in the property turnover
is regulated mainly by civil law norms with the involvement of private law mecha-
nisms for regulating relations (Civil liability of public subjects. Theory and practice.
Monograph, 2018). The General principles of state participation in civil law rela-
tions are enshrined in Chap. 5 of part one of the Civil Code of the Russian Federation
(Agreement as a General legal value: Monograph, 2018). Thus, it is possible to
implement an infrastructure project in the Russian Federation with the participation
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Chart 4.1 Organizational and legal forms of implementation of infrastructure projects in the
Russian Federation

of budgetary funds using various organizational and legal forms. All of them are
presented in Chart 4.1.

Without attracting extra-budgetary funds, it is possible to implement an infras-
tructure project in the form of a classical public procurement,1 or in the form of
procurement of works and services by certain types of legal entities with state
participation.2

With the involvement of extra-budgetary funds, infrastructure projects are imple-
mented either in the “classical” forms of PPP, including concession agreements3 or
PPP/MCHP agreements,4 or in other contractual forms that have the characteristics
of PPP—in the form of so-called quasi-PPP.

In any case, to classify a particular project as a PPP, it must meet the following
criteria:

• the parties to the agreement are the public partner and the private partner;
• contractual relations have arisen with respect to the infrastructure object;
• the relationship of the parties is legally fixed;
• the equal nature of these relationships is observed;
• the social orientation of these relations is observed;
• distribution of risks, revenues, and costs between the parties.

1Federal lawNo. 44-FZ“On the contract system in the procurement of goods,works and services…”.
2Federal law No. 223-FZ “On procurement of goods, works and services by certain types of legal
entities” and regulations on procurement of relevant legal entities.
3Federal law No. 115-FZ “On concession agreements”.
4Federal law No. 224-FZ “On public-private partnership, municipal-private partnership”.
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Table 4.1 Classification of PPPforms of PPP and major quasi-PPP forms in Russia

Organizational and Legal forms Legal framework

Forms of public-private partnership (according to the normative definition)

Concession agreement Federal law No. 115-FZ “On concession
agreements”

Agreement on public-private partnership,
municipal-private partnership (PPP/MPP)

Federal law No. 224-FZ “On public-private
partnership, municipal-private partnership…”
(regional legislation was applied until
01.01.2016)

Contractual forms of attraction of extra-budgetary funds into the development of public
infrastructure, having signs of PPP (alternative, or “quasi-PPP”)

Life cycle contract Federal law No. 44-FZ “On the contract
system in the procurement of goods, works and
services…”

Lease agreement (gratuitous use) of state
property with investment obligations of the
lessee

Civil Code of the Russian Federation, Federal
law No. 135-FZ “On protection of
competition”, regional legal acts

Long-term contract for the provision of works
and services to certain types of legal entities
(companies with state participation) with the
investment obligations of the contractor
(contract within the corporate procurement
system)

Federal law No. 223-FZ “On procurement of
goods, works and services by certain types of
legal entities” and regulations on procurement
of relevant legal entities

Corporate partnership (creation of a special
project company)

Budget Code of the Russian Federation

The main forms of quasi-PPP, regulated by the legislation of the Russian Feder-
ation, include a life cycle contract, a lease agreement with investment and (or) pref-
erential terms, and an investment agreement. Thus, the classification of contractual
forms of PPP and the main forms of quasi-PPP (discussed in detail below) in the
Russian Federation is as follows (Table 4.1):

The choice of a specific form of implementation of the infrastructure project, as
a rule, is due, but not limited to the influence of the following factors:

• property type: ready-made or newly created (greenfield);
• industry specifics;
• payment mechanisms;
• structure and nature of risks, etc.

In Russian practice, infrastructure projects implemented in the utilities and energy
sector are, in the vast majority of cases, classical concessions (2,653 out of 2,731
projects). This is due to the fact that in accordance with the Federal law of July 27,
2010 № 190-FZ “On heat supply” (Federal law “On heat supply” of 27.07.2010N
190-FZ 2010) and the Federal law of December 7, 2011N 416-FZ “On water supply
and sanitation” (Federal law ‘On water supply and sanitation’ of 07.12.2011N 416-
FZ 2011) from January 1, 2015 the rights of ownership and use of objects in the
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municipal property must be to be transferred only under concession agreements,
providing for the creation or reconstruction of the property (Inshakova et al. 2019).

In the social sphere, where there are no strict legislative requirements, the ratio
of classical forms of PPP and quasi-PPP is approximately the same: 266 projects
against 186.

Large-scale projects that require significant investment in newly created facilities,
such as in the transport sector, are also mainly implemented with the use of classical
forms of PPP. Such projects include the following:

• Elegest—Kyzyl—Kuragino railway for 127 billion rubles of private investment-
concession agreement;

• Northern latitudinal railway on the Ob–Salekhard–Nadym section for 100 billion
rubles of private investment—concession agreement;

• The Western high-speed diameter highway for 69 billion rubles of private
investments—PPP agreement;

• Creation of water supply and sanitation system in Volgograd on 58 billion rubles
of private investments—concession agreement.

At the same time, regional preferences cannot be excluded. For example, the
richest “region” of Russia—a city of Federal importance, Moscow prefers to imple-
ment its largest projects in the form of a life cycle contract or a long-term state
contract with an investment component: projects for the purchase of metro vagons
and low-floor trams with a total volume of private investment of 150 billion rubles.

In General, concessions occupy the lion’s share in the market both in terms of
volume and number of projects. In Russia, 2,815 projects are implemented under
concession agreements (85% of the total number of projects), with a total volume of
private investment of 1 trillion rubles (47% of the total). Quasi-PPP accounts for 12%
of projects and 38% of investments. But the PPP/MPP, including in the framework
of regional legislation—the youngest and so far only gaining popularity forms (3%
by number and 15% by investment).

The table below shows the main statistics on the use of various forms of PPP in
Russia at present (Table 4.2).

Results

Concession Agreement

Concession is one of the oldest PPP mechanisms in Russia. The formation of the
railway industry in Russia in the nineteenth century actually took place on the basis
of concession agreements. Even the Soviet Union used concessions for economic
development until 1937.

Nowadays, concession is the most popular PPP form in Russia which accounts
for more than 80% of all PPP projects. Most of the investment under concession



4 Organizational and Legal Forms of PPP … 63

Table 4.2 Scale of application of different PPP forms in Russia

PPP form Number of projects Private investment (billion RUB)

Concession agreement 2815 1021

Agreement on public-private
partnership, municipal-private
partnership (PPP/MPP)

95 329

Quasi-PPP, including 388 833

Lease with investment
obligations

245 218

Long-term contracts under
223-FZ

11 64

Investment agreement/contract 27 63

Life cycle contract, LCC 27 318

Corporate PPP 42 165

Energy service contract 35 2

Offset contract 1 3

SourceSimply andhonestly about infrastructure investment andpublic-private partnership inRussia.
National PPP Center, 2019

agreements goes to the transport industry: 574 billion rubles of private investment.
According to the number of concessions in the absolute separation of the utility and
energy industry—2653 project.

As in Tsarist times, now there are large concessions in railway construction.
For example, the Elegest–Kyzyl–Kuragino railway worth 126.6 billion rubles (fully
private investment) will be built under concession.

Concession agreements provide that the concessionaire (private partner) carries
out construction and (or) reconstruction of the object of the agreement, owned by the
Concedent (public partner) or to be transferred to the ownership of the Concedent
after construction, with the subsequent operation of the object by the concessionaire
on the right of possession and use.

The concessionaire under concession agreement undertakes construction and (or)
operation of the object at the expense of his own or borrowed funds, taking into
account the possibility of co-financing by the Concedent, and carries out activities
defined in the agreement using the object of the concession agreement.

The concessionaire may also be subject to additional obligations:

• payment of the concession fee to the Concedent;
• preparation of project documentation of the object of the agreement;
• preparation of the territory;
• sales of manufactured goods, performance of works,
• providing services during the term of the agreement.

The expenditure obligations of the public partner stipulated by concession agree-
ment are binding and cannot be reduced due to the budgetary situation in contrast to
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the expenditure obligations of the budget under a public procurement contract, thus,
concession agreement increases the degree of protection of the concessionaire.

For concession agreements in the municipal sphere, separate requirements for
tender procedure, essential conditions, order of pricing for services, as well as a
number of other significant conditions for preparation, conclusion, and execution of
such agreements are established (they are determined by a special chapter of the Law
on concession agreements).

Public-Private Partnership Agreement

Prior to January 1, 2016, public-private partnership agreementswere concluded in the
subjects of the Russian Federation on the basis of regional laws. As of December 31,
2015, more than 70 regional laws on PPP were adopted in the constituent entities of
theRussianFederation andmore than 100projectswere implemented.As a rule, these
were projects in which the private partner assumed obligations for the construction
and maintenance of an infrastructure object, and the public partner transferred to
him land plots for these purposes and subsequently gradually bought out the created
object or rented it for the purpose of performing certain public functions. This model
of implementation had a number of restrictions at the level of Federal legislation,
which significantly limited the possibility and attractiveness of its application.

To eliminate the existing restrictions related to the implementation of PPP projects
under regional laws and also in order to unify the conceptual framework, rights, and
obligations of PPP partners, etc., the Federal lawNo. 224-FZ “On public-private part-
nership, municipal-private partnership in the Russian Federation and amendments to
certain legislative acts” was developed and adopted on July 13, 2015. Among other
things, the law was also intended to legitimize as much as possible the use of mixed
civil law contracts that have the signs of PPP in the Russian Federation. 224-FZ intro-
duces a special concept of public-private partnership. Under traditional, accepted in
many countries, understanding of the term“public-private partnership” refers to those
special projects of public-private interaction, in which reimbursement of investment
is carried out at the expense of the public partner, unlike concessions, in which return
of investment is conducted by the private partner by collecting fees from consumers.
In the interpretation of 224-FZ, public-private andmunicipal-private partnerships are
understood as projects implemented exclusively under the model of private owner-
ship of an infrastructure object, and everything else is called concessions, which
fall under both traditional concessions and traditional PPP projects based on public
property (Actual problems and trends in the practice of dispute resolution in the field
of public-private partnership in Russia, 2018).

The key features of PPP under the PPP law are: mandatory emergence of the right
of private ownership of the PPP agreement object and the possibility of preserving
this right following the implementation of the project under certain conditions, as
well as the possibility of a private partner to carry out maintenance of the agreement
object without its operation (provision of the final service to consumers), which is
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not possible under concession form of PPP projects. Thus, PPP agreements as a form
of implementation of infrastructure projects are potentially more interesting to such
private investors who:

• plan to use the object of the agreement as collateral to reduce the cost of debt
financing in the project;

• are interested in keeping ownership of the facility after completion of the PPP
project;

• are not ready to assume risks and obligations on rendering final service to
consumers with the use of the object of the agreement, carrying out exclusively
maintenance of object of the agreement after its commissioning;

• plan to implement the PPP project in respect of objects that are not covered by
the 115-FZ “On concession agreementsConcession agreements”.

All PPP concluded after January 1, 2016, should be in accordancewith the require-
ments of the Federal law on PPP and regional PPP laws are to be brought into compli-
ancewith the Federal law by January 1, 2025 (Federal law ‘On amendments to certain
legislative acts of the Russian Federation’ of 03.07.2016N 360-FZ 2016).

Unlike the concession form of PPP, which is already settled, tools of PPP/MPP
agreement continue to shape. Previously, PPP/MPP agreements were implemented
within the framework of regional legislation. However, since 2018, they began to
be concluded under Federal law 224-FZ. In 2018, 4 projects of this form at once
passed commercial closing, all of them belong to the social sphere: in Volgograd, it
was agreed to create a sports complex and a center of additional education worth 40
million rubles, in Naberezhnye Chelny of the Republic of Tatarstan–a sports complex
worth 395 million rubles, in Voronezh—a sports cluster worth 203 million rubles, in
Izhevsk—automatic gas stations worth 148 million rubles.

In order not to give the impression that onlymultimillion or billion-ruble contracts
are concluded under the concession and the PPP/MPP, an example of very small
transactions can be given. it is a concession agreement on water supply facilities on
the territory of the Shafranovsky village council in the Republic of Bashkortostan.
The volume of private investment is just 62 thousand rubles (about $1,000).

Diagrams below illustrate current practices of using classical forms of PPP in the
implementation of infrastructure projects in various industries.
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Forms of Alternative, or Quasi-PPP

Along with classical forms of PPP, such as concessions and PPP/MPP agreements,
alternative formats, also known as quasi-PPP, are quite popular. Currently, among
3422 PPP projects implemented in Russia in different formats, about 400 infras-
tructure projects are implemented in the form of quasi-PPP. If we exclude 2653
concessions in the communal utilities sector, whose conclusion is due to the legisla-
tive framework, in comparison with the remaining 162 concessions quasi-PPP can
be even considered the most popular format of PPP.

This is not surprising, since quasi-PPP projects are more flexibly structured, they
can be customized to the specific needs of the parties, as well as to bypass some of
the limitations of the classical forms of PPP, which will be discussed in more detail
below.

Anyway, private investors are eager to choose the quasi-PPP format in their work
with the state. So what is quasi-PPP?

We identify seven forms of such partnerships:

1. life cycle contract;
2. lease with investment obligations;
3. corporate partnership;
4. long-term contract with investment obligations;
5. investment agreement with PPP features;
6. offset contract;
7. energy service contract with signs of PPP.

The biggest in cost, the most expensive are life cycle contracts (LCC). Under
this mechanism, for example, Moscow city procures buses, trams, and subway cars.
These are large long-term contracts for tens of billions of rubles. Along with LCC,
investors also often use the lease with investment obligations contracts and corporate
partnerships. They account for 218 billion rubles and 165 billion rubles, respectively.
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If we explore quasi-PPP by industry, the largest share of private investment is in
transport (56% of the total, or 464 billion rubles). Communal utilities and energy
sector is in the second place (26%), and the social sector holds the third place (16%).
All other industries account for 2%.

The diagrams below illustrate current practices in the use of various forms of
quasi-PPP in selected industries.
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The main types of infrastructure projects implemented in the quasi-PPP format
are explored in more detail below.

Life Cycle Contract

As mentioned above, life cycle contracts (LCC) are particularly popular in the trans-
port infrastructure sector, especially in Moscow city and the Moscow region. Under
LCC trams, subway cars, buses are procured and garbage disposal and many other
works on infrastructure development are carried out.

The conclusion of life cycle contracts (LCC) between the state and private
investors is regulated by Part 16 of Article 34 of the Federal law № 44-FZ “On
the contract system in the procurement of goods, works and services for state and
municipal needs” of April 5, 2013. This contract provides for the purchase of goods
or work (including, if necessary, design and construction of the object), subsequent
maintenance, repair, and if necessary, operation and (or) disposal of the goods deliv-
ered or created as a result of the work of the object. The conclusion of such a
contract is possible only in certain cases defined by the decree of the government
of the Russian Federation dated 28.11.2013 № 1087 “On determining the cases of
concluding life cycle contracts” (the Decree of the Government of the Russian Feder-
ation “On the determination of a life cycle contract’s cases” of 28.11.2013 No. 1087;
ed. of 29.10.2018).

Key characteristics of LCC are

• this contract covers all stages of the facility lifecycle —design, construction,
operation;

• private partner under LCC independentlymakes all design and technical decisions
necessary for the implementation of the project, and bears all technical risks and
risks of design decisions;

• initially, the project is financed by a private partner represented by a special project
company (SPV);
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• public partner makes payments under contract only from the moment of the
beginning of operation of the facility;

• payment under the project is an annual (or quarterly) “availability fee” anddepends
only on the performance of functional requirements under the contract. In case of
noncompliance, the special private company is subject to penalties stipulated in
the contract;

• LCC does not include operating issues, i.e., collection of fees for the use of the
infrastructure facility. Payments for the service, which is carried out by the state,
are tied only to the quality of the object;

• ownership rights to the infrastructure object may arise for both public and private
parties—depending on the specifics of a particular project;

• payments for services from the public partner must be guaranteed for the entire
duration of the contract.

Given that LCC contracts are subject to the general requirements of the Federal
law “On the contract system in the procurement of goods, works, services for state
and municipal needs” of April 5, 2013 № 44-FZ in terms of determining the initial
(maximum) price of the contract, as well as the immutability of the contract terms
throughout the life cycle and the possibility of termination of the contract by the
public partner without additional compensation to the private partner, this form of
implementation of infrastructure projects has not yet been widely used (Life cycle
Contracts—what will the future bring? 2013) (Chart 4.2).

Lease Contract with Investment Obligations

Lease agreement with investment obligations is difficult to describe by one example,
because projects implemented in this format are very diverse. These include, for
example, the project for reconstruction of the Olympic complex “Luzhniki” in
Moscow with total private investment of 46 billion rubles, construction of a solar
power in Novokuibyshevsk (10 billion rubles of private investment) and at the same
time the project for the construction of the passenger seaport of St. Petersburg “Sea
facade” with 23 billion rubles of private investment.

Lease agreement with investment and/or preferential terms is concluded in accor-
dance with Chap. 34 of the Civil code of the Russian Federation. The terms of the
contract provide for investment by the tenant at the expense of own or borrowed
funds in development (reconstruction) of the leased property. In this case, the tenant
only uses the leased property for a fee and is responsible for its proper operation and
maintenance. The legal regulation of the procedure for holding tenders or auctions
for the right to conclude lease agreements for state or municipal property is carried
out in accordance with regional legislation and separate regulatory legal acts of the
Federal Antimonopoly service.
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This form of attracting private business to the development of public infrastructure
is actively used by the Moscow city Government within the framework of the so-
called “ruble per square meter” program in relation to preschool education, health
care, as well as cultural heritage objects (“1 ruble per 1 square meter” program
2019). The program provides for open auctions, under the results of which the
winning investor receives a rental object, during the regulatory period carries out
repair and restoration work and after the start of medical or educational activities
receives the preferential rental rate. In health care, the lease term is 20 years, in
education—49 years. The objects for the programs are selected taking into account
the demand for medical and educational services, which ensures the demand from
the population. There are serious requirements for applicants: for example, schools
and kindergartens must comply with the standard for loading, and at least 80% of
children in kindergartens and 50% of students in schools must be registered at the
place of residence in Moscow. Since the start of the program, 108 buildings and
premises have been transferred to investors, 55 of them are already operating at a
reduced rental rate. At the same time, 60 objects were transferred to investors for the
creation of mini-clinics within walking distance, 29—for creation of private kinder-
gartens and schools, 19 objects of cultural heritage of Moscow—for restoration in
accordance with security obligations.

The model of the lease agreement is not free from certain drawbacks:

• separable improvements become the property of the tenant. In the event of a break
in the relationship, the public partner is obliged to compensate the lessee the costs
separable improvements (under the concession agreementConcession agreements
it remains in the ownership of the state/municipality);

• the intended use of the land and object by the tenant needs tight control;
• it is impossible to lay down all the mechanisms of responsibility for the social

component of the project (in the concession agreement there is a strict control of
the Concedent);

• the lessee can “squeeze” separable improvements, collect debts, go bankrupt, and
leave the market (the concessionaire is not interested in bankruptcy) (Chart 4.3).

Contract Within the Corporate Procurement System

Projects such as the construction of the highwayM-11 “Moscow—Saint-Petersburg”,
the Central ring road in theMoscow region, the highwayM4 “Don” are implemented
in the form of agreements in the framework of the corporate procurement system.

Such agreements are concluded between a private investor and a state corporation,
a state (municipal) unitary enterprise or a joint-stock company with a total state share
in the authorized capital of more than 50%.

Features of these contractual relations are fixed in the Federal law “On procure-
ment of goods, works and services by certain types of legal entities” of July 18, 2011
№ 223-FZ. The organizations specified in the law are obliged to adopt provisions
regulating their procurement activities. Such a provision contains requirements for
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procurement, including the procedure for the preparation and conduct of the procure-
ment procedure and the terms of their application, the procedure for the conclu-
sion and execution of contracts, as well as other provisions related to procurement
(Inshakova et al. 2017).

The legal entity, which is subject to the said law, has the right to establish its own
forms of contractual relations, including thosewith the signs of PPP. For example, the
Order of procurement activities of the state company “Russian roads” defines such
types of agreements as the operator agreement, the agreement on joint implementa-
tion of the investment project (on cooperation with the financing organization in the
implementation of the investment project), a comprehensive long-term investment
agreement (for trust management), and others.

Long-term contracts with investment obligations have a number of specific
features:

• maximum flexibility in structuring the project and in terms of selection of the
private partner in view of full regulation of these issues within the framework of
the procurement regulations of the legal entity acting on the customer’s side;

• risks for the investor associated with the insufficient financial stability of the
customer and the lack of direct regression of the customer’s obligations to the
federal, regional, and local budget;

• impossibility of direct participation of budgets of the budget system of the Russian
Federation in the execution of expenditure obligations of the customer to the
contractor (if such obligations are provided);

• inability to use other state or municipal property, except for the property under
the jurisdiction of the customer;

• the customer (public partner) under the contract can be any JSC with a share of
the state, including development corporations (Chart 4.4).

Investment Agreement with Socially Significant
Encumbrances

One of themost common non-concessionary legal forms of PPP in theRussian Feder-
ation is an investment agreement. Examples of such quasi-PPP are the project for the
construction and reconstruction of water supply and sanitation facilities in Rostov-
on-Don and the South-West of the Rostov region, the project to create a system
of noncash payment for passengers “Strelka”, projects to create multifunctional
hospitals, health centers, amusement parks, etc.

The grounds for the conclusion and general provisions of investment agreements
between public and private partners are established by Article 421 of the Civil Code
(“on freedom of contracts”) and by the Federal Law on investment activity.

The following standard forms of public partner participation are possible within
the framework of the investment agreement:
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• provision of property for temporary possession and use, as well as ownership
(including by alienation of shares/interests owned by a public partner);

• co-financing of the project;
• provision of budgetary guarantees;
• providing tax and other benefits to a private partner.

We can distinguish the following features of the investment contract as a form of
PPP:

• flexibility in project structuring;
• the state does not give the private partner the right to compensate the costs at

the expense of the end user, but gradually reimburses them with a certain rate of
return on invested capital;

• management of the PPP project remains with the state (railway, airports, social
facilities, etc.). Objects of the PPP project are, as a rule, objects of public infras-
tructure used for public needs and the provision of public services (railways,
airports, utilities, social facilities, etc.). At the same time, management of these
objects is traditionally within the competence of the state and is conditioned by
the obligations of the state in relevant areas;

• implementation of the project is impossible or extremely difficult without the
participation of the state (because of low profitability of the project, high costs
and long payback periods, high risks of implementation, restriction of turnover
of certain types of property, other legal restrictions, etc.).

The main shortcomings of investment agreements include:

• lack of regulation of this contractual form at the level of the Civil Code and/or
special Federal law, which leads to risks for the public and private partner.

• absence of a single competitive procedure fixed at the Federal level for the imple-
mentation of investment projects, as a result of which the winner would be granted
rights to state property (land, other real estates). This drawback leads to the need
to take into account the Federal mandatory rules enshrined in the Land code, the
Law on the protection of competition, and other Federal acts when conducting
tenders. Carrying out of full-fledged investment tenders on the basis of the speci-
fied federal legislation is not possible without modification of the relevant acts of
the federal legislation;

• lack of uniform judicial practice, as well as the presence of negative judicial
practice on certain provisions of investment agreements;

• inability or limited ability to use certain financial instruments of PPP (infrastruc-
ture bonds, co-financing at the expense of the Investment Fund of the Russian
Federation);

• impossibility or limited possibility of securing individual guarantees for a private
investor, which are already quite common for PPP projects.
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Special Investment Contract

A special investment contract (SPIC) is an agreement between an industrial investor
and the state, which sets out obligations of the investor to create and master the
production of industrial products, as well as guarantees of the stability of tax and
regulatory conditions and provision of state support measures.

Within the framework of SPIC, the public entity undertakes to implement
measures to stimulate activities in the industry during the term of the agreement,
defined by federal, regional, and municipal legislation. The investor undertakes to
create/modernize and (or) to master production of industrial products in the Russian
Federation during the term provided by the agreement, including agreed volume of
investments; agreed financial indicators; manufacturing products of agreed quality,
and quantity.

The advantages of SPIC include

• guarantees of tax measures to support the investor;
• guarantees of nonincrease of tax burden during the term of SPIC;
• guarantees of non-deterioration of business conditions during the term of SPIC;
• possibility of obtaining information and consulting support, support for scien-

tific, technical and innovation activities, support for the development of human
resources;

• possibility to choose a set of preferences provided;
• accelerated and simplified procedure for obtaining the status of a Russian

manufacturer;
• lack of competitive procedures for the conclusion of the contract;
• a wide range of industries for use of the contract.

Operator Agreement/Operation and Maintenance (O&M)

The types of the above contractual forms of PPP include the operator agreement used
for the implementation of investment infrastructure projects. Its nature is similar
to so-called “service contracts”, common in world practice. However, the operator
agreement is not regulated in Russian federal law as an independent contract and is
a mixed contract within the meaning of Article 421 of the Civil Code).

Operator agreement is an agreement under which there is no construction and/or
reconstruction, but only maintenance, repair, and operation of the existing infras-
tructure. It is a long-term contract for works and services related to the operation of
the facility. For example, in the case of road maintenance, the contract includes:

• execution of works on maintenance of road sections;
• performance of works on repair of road sections;
• performance of works (services) on the operation of toll collection systems at toll

sites, including the maintenance andmaintenance of the system and the collection
of user fees for the passage of vehicles on toll sites.
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The most well-known example of the use of the operator agreement in Russia
is the long-term operator agreement for maintenance, repair, and operation on a
fee basis of the Federal highway M4-Don (Section “Results”), concluded in 2011
between the state company “Russian roads” and a private operator. The subject of
this contract is a set of works and services, including the creation of an automated
traffic management system and organization of charging. As a rule, such agreements
are concluded in the form of mixed contracts.

Corporate (Institutional) PPP in Russia

In international practice, corporate or institutional PPP is a PPP form under which
public and private partners create a joint legal entity (business company), that carries
out reconstruction (rarely the creation) and subsequent operation of the infrastructure.
In the Russian Federation, this form of interaction between the state and business is
used in the management of airport infrastructure, as well as in the health sector.

In the Russian Federation, some corporate forms of public-private partnership are
enshrined in regional legislation. In particular,

• share participation of the subject of the Russian Federation in the authorized
(share) capitals of legal entities;

• provision of budget investments to a private partner with the emergence of state
ownership of the equivalent part of the authorized (share) capital of the relevant
legal entity;

• creation of an organization with a mixed form of ownership, for which the
authorized bodies conduct a competitive selection of the investor.

The public partner in this case can be represented by the following organizations:

• state corporations (Vneshekonombank State Corporation, Russian Technologies
State Corporation, Deposit Insurance Agency, etc.);

• state-owned companies (“Avtodor” state company);
• joint-stock companies with a total share of public legal entities in the authorized

capital of more than 50% (RUSNANO, Russian Venture Company, etc.);
• state and municipal unitary enterprises;

Special project company (or special project vehicle, SPV) can be established only
in the form of JSC. The main reasons for choosing a corporate form of cooperation
are as follows:

• no need for competitive procedures;
• establishing a balance of interests depending on the share of participation;
• possibility to conclude a corporate agreement providing for detailed terms of

cooperation, including mechanisms of withdrawal from the project and liability
of the parties for breach of obligations;
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• direct participation of each partner in SPV activities, joint decision-making on
key issues.

Examples of PPPprojectswith the use of the corporatemechanismmainly relate to
projects for airport development, however, for example, the Government of Moscow
city is actively using SPV for the implementation of PPP projects. In particular,
with the use of this form has been created and successfully operating JSC “Urban
transportation system of light rail” (public transportation), JSC “Medsi II” (health
care), etc.

Conclusions

– Organizational and legal forms of interaction between the state and business
in the field of infrastructure in Russia include both “classic” forms—such as
concession agreements and PPP agreements—and forms of “quasi-PPP”—life
cycle contract; lease agreement with investment obligations; agreement within
the corporate procurement system; investment agreement; etc.

– The above organizational and legal forms are unified by the presence of PPP
features, according to which

• the parties of the agreement are public and private partners;
• contractual relations have arisen with respect to the infrastructure object;
• relationship of the parties is legally fixed;
• these relations have equal nature;
• these relations have social orientation;
• risks, distribution of revenues and costs are allocated between the parties.

– In addition, implementation of PPP infrastructure projects in the Russian Federa-
tion is also possible in the form of a corporate partnership that provides creation of
a special project company regulated by theBudgetCode of theRussianFederation.

– The choice of a specific form of implementation of infrastructure project, as a
rule, is due to a range of factors such as type of object (brownfield or greenfield),
sectoral specifics, payment mechanisms; structure of risk allocation, nature of
risks, etc.

– The most popular form of PPP projects are concession agreements mainly due to
the fact that the legislation establishes mandatory requirements for the transfer of
objects of the communal utility sector exclusively under concession agreements.

– Quasi-PPP is also popular due to the high flexibility in structuring these projects.
At the same time, these projects are extremely diverse in terms of industry.

– PPP/MPP projects emerged only a few years ago, so they have not yet gained high
popularity.
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Chapter 5
Strategic Planning in Russia. Transition
to Formation of Long-Term
Infrastructure Plans

Oleg V. Ivanov and Vladimir V. Piskunov

Abstract The concept of infrastructure strategic planning and its immanent char-
acteristics are explored. Current world practices of state infrastructure planning are
introduced and generalized. The paper analyzes and illustrates the existing system
of strategic planning of infrastructure in Russia both at the Federal and regional
levels, and provides concrete practical examples of relevant government documents.
Based on the study of relevant international experience and current situation in
Russian economy, key problems of Russia’s approach to the governance of infras-
tructure development are identified, and specific recommendations on possible ways
to improve efficiency of the infrastructure planning system are proposed.

Keywords Infrastructure development · Public administration · Infrastructure
planning · Strategic planning · Infrastructure plan
JEL-Codes H44 · O18 · O20 · O29
Introduction

Given the long-term and complex nature of the infrastructure development challenge,
without a clear understanding of the needs and opportunities, aswell as an appropriate
target setting, it is unlikely to be effective. These aspects can only be achieved through
a systemic approach (Howes and Robinson 2006).

The need for “consistency” in the development of national infrastructure is due to
several factors. First, it is the nature of infrastructure itself. Inmost cases, some infras-
tructure facilities are more or less dependent on others: for example, the development
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of industrial zones will be impractical without the accompanying logistics infrastruc-
ture, and energy sales networks will be useless without production capacity—and
vice versa. In this regard, even at the microlevel, they should be considered at least
in conjunction with each other, and at the macrolevel, with the entire infrastructure
network. Second, the approach to infrastructure development must be sound and
sustainable over time—if priorities are changed too often, the economic efficiency
of investment will decline. Thirdly, the “coordination” component of the decision-
making process is also important, whether it is the interaction of the two agencies
responsible for different aspects, or the movement along the administrative vertical.
For successful infrastructure development, all stakeholdersmust have a synchronized
agenda (National PPP Center 2018).

At the same time, the systemic approach not only improves the efficiency of plan-
ning as such, but can also play the role of a communication tool between the state
and the private sector, the demand for which in the development of public infrastruc-
ture is steadily growing. Having an understanding of the strategic contours of the
country’s future infrastructure development and the wide availability of information
about specific opportunities is the key to efficiency in attracting private capital and
competencies (Inshakova et al. 2019).

Today, in Russia, infrastructure planning is rather fragmented. Although certain
elements of infrastructure planning can be found in various forms and at various
levels-from economic development strategies and state programs to regional and
municipal list of objects forwhich it is planned to conclude concession agreements-all
of them are used separately, and it is impossible to speak about any "system" formed
yet. Given the acuteness of infrastructure problems, the significant potential of the
private sector in their solution, comprehensive measures to introduce the practice of
infrastructure planning and ensure its consistency can give a significant impetus to
the infrastructure development of Russia.

Results

What International Experience Says

In recent years, the number of countries in the world where long-term infrastructure
planning has become an important function of the state in the field of infrastructure
development has been growing (Ivanov 2019). Based on the conceptual study of the
future development of the economy, such planningmakes it possible to determine the
vector of development, to predict the target quantitative and qualitative parameters,
to build guidelines for sources of financing.

International experience suggests that the value of long-term planning can be
particularly useful when the number of infrastructure projects on the horizon for
implementation in 20–30 years starts to be measured in the hundreds, and their
sectoral coverage extends to a broad range of areas of infrastructure (Mekhanizmy
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2018). Indeed, in many countries around the world, individual infrastructure sectors
tend to be managed by different government authorities, and such “departmental
disunity” has often been an obstacle to the development of a unified approach to the
infrastructure complex and to the cross-sectoral balancing of infrastructure develop-
ment. The global financial and economic crisis has revealed such shortcomings in the
implementation of infrastructure projects as the imbalance of resources in the long
term and the lack of cross-sectoral coordination of investment decisions. Strategic
infrastructure planning is also intended to address these problems.

In today’s foreign practice, “systemic” infrastructure planning is provided mainly
by two tools—institutionalization, including the creation of specialized coordination
bodies, and the development of infrastructure plans (Box 2017). The relevant insti-
tutions and documents may be of different nature and have different status (World
Bank 2017). As an example, we can take several countries that occupy higher posi-
tions compared to Russia on the integrated indicator of “infrastructure quality” in the
latest ranking of the World Economic Forum (World Economic Forum 2018) and at
the same time actively applying public–private partnership mechanisms—Australia,
the UK, the Netherlands, Singapore, Japan, and Spain (see Table 5.1).

Analysis of approaches of different countries to strategic infrastructure planning
(Ivanov 2016a, b) leads to the conclusion that it should primarily be aimed at harmo-
nization of infrastructure policy: both vertical (i.e., ensure continuity of planning
documents at different levels) and horizontal (synchronize documents on related
industries and ensure effective interaction of complementary authorities). At the
same time, it should result in documents prioritizing individual projects and at the
same time effectively serving as a tool for communication with the private sector
interested in infrastructure investments (PwC 2017).

Table 5.1 Infrastructure development strategic planning documents in the leading countries of the
world

Country Planning document Date of adoption

Singapore
First place

Concept plans
Master plans

Every 40–50 years
Every 10–15 years

Holland
Fourth place

National Strategy for infrastructure and spatial
development

2012

Japan
Fifth place

Action plan for fundamental reform of PPP for
2013–2024
Program of accelerated infrastructure development based
on PPP for 2014–2016

2013
2014

Spain
Tenth place

PPP program for the development of roads 2017

Britain
Eleventh place

National infrastructure plan (list of priority infrastructure
projects)

2012

Australia
Thirty-first place

Infrastructure development plan
(list of priority infrastructure projects + strategic
structural reforms)
Regional infrastructure plans

2013
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Strategic Planning in the Russian Federation

A clear system of state planning documents, which should determine the vector and
specific steps for the further development of the country, including infrastructure,
was formed after the adoption of the Federal law of 28.06.2014 № 172-FZ “On
strategic planning in theRussianFederation” (hereinafter—172-FZ). The newsystem
has streamlined the planning process “vertically,” providing three integrated phases:
forecasting, goal setting, and programming. For infrastructure, each phase should
perform the following functions:

• Forecasting involves the analysis of the current state of infrastructure develop-
ment based on the assessment of the current and projected demand for public
infrastructure, correlating with the main trends of socio-economic development
(fertility, traffic flows, purchasing power, etc.)

• Goal setting involves the inclusion of infrastructure development in the Strategy of
socio-economic development (SIR) of the Federal level for subsequent continuity
in the documents of goal setting of the Russian Federation subjects and sectors
of the economy. At this stage, goals and targets are defined to reflect the desired
level of infrastructure availability.

• Programming solves the problem of an integrated assessment of the possibility
and feasibility of the implementation of certain projects for their inclusion in state
andmunicipal programs, for the subsequent display of these projects and the form
of their implementation in the planning/programming documents.

This logic is quite clearlymaintained in practice. For example, at the Federal level,
the key document of goal setting is the Strategy of socio-economic development of
Russia, developed by the Ministry of economic development of Russia. The forecast
basis for the Strategy is several documents: “Forecast of scientific and technological
development of the Russian Federation for the period up to 2030,” the Budget fore-
cast of the Russian Federation, as well as the long-term forecast of socio-economic
development of the Russian Federation. At the same time, the Annual address of the
President of the Russian Federation to the Federal Assembly of the Russian Feder-
ation and the decrees adopted in its execution have begun to play an increasingly
important role in planning in recent years, including in the infrastructure part.

Strategy of socio-economic development of Russia is decomposed by a variety
of strategies at a lower level, including sectoral strategies and strategies of socio-
economic development of macro-regions. Strategic plans are specified in the State
Programs of the Russian Federation, as well as in territorial planning schemes
(Chart 5.1).

According to the Federal law No. 172-FZ “On strategic planning in the Russian
Federation” dated June 28, 2014, the system of strategic planning at the regional
level is in general identical to the Federal one (see Chart 5.2).

Thus, from a formal point of view, Russia already has a system of strategic plan-
ning. At the same time, the infrastructure component does not yet provide for any
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Chart 5.2 System of strategic planning documents of the subject of the Russian Federation
(regional level)

specialized program documents—for example, analogues of foreign infrastructure
plans.

Transition to Long-Term Infrastructure Plans

For a long time, Russia lacked a key infrastructure element of strategic planning
system envisaged by the 172-FZ—the Strategy of spatial development. For the first
time, its Concept was approved only in May 2017. It identified a number of priority
areas for regional development:

– advanced development of densely populated areas, lagging behind in the level
of socio-economic development, and having their own potential for economic
growth;

– infrastructural support for the development of “economic growth centers”
(including urban agglomerations) with an increase in their number and maximum
dispersion in the territory of the Russian Federation;

– economic development and social development of sparsely populated areas with
their own economic potential and (or) essential to ensure the territorial integrity
of the country and the security of the state;

– the necessary social development of sparsely populated areas with low own
potential for economic growth, which are essential for

– ensuring the territorial integrity of the country and the security of the state.

It also set the task of preparing for each territory an assessment of the need for
transport and energy infrastructure, human resources in the context of the main
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professions, and a corresponding assessment of the need for a profiling social
infrastructure, especially in the areas of education and health.

A new impetus to the development of the Strategy was given in the Message of
the President of the Russian Federation to the Federal Assembly for 2018, in which
Vladimir Putin called “to deploy a large-scale program of spatial development of
Russia, including the development of cities and other settlements, and at least double
the costs for these purposes in the next six years” (Putin 2018). The final text of the
document was approved by the Government of the Russian Federation in February
2019 by Order No. 207-R.

The new Strategy defines the tasks, principles, priorities, and main directions of
Russia’s spatial development, spatial development scenarios, including the priority
(target) scenario, perspective centers of economic growth, macro-regions, perspec-
tive economic specializations of the subjects of the Federation, target indicators of
Russia’s spatial development.

Within the framework of the Strategy implementation, it is envisaged to increase
the availability and quality of the main transport, energy, information, and telecom-
munication infrastructure, reduce the level of interregional differentiation in the
socio-economic development of the subjects of the Federation, reduce intraregional
socio-economic differences, expand the geography and accelerate economic growth,
scientific, technological, and innovative development of Russia due to the socio-
economic development of promising centers of economic growth, the social and
economic development of the Far East, which is ahead of the average Russian
rates, and the provision of sustainable growth of the permanent population in this
macro-region.

The list of promising centers of economic growth includes cities that form large
urban agglomerations and the largest urban agglomerations that will contribute to
economic growthmore than 1%annually (20 centers); promising centers of economic
growth of the subjects of the Federation, which will contribute to economic growth
from 0.2 to 1% annually (44 centers); promising centers of economic growth of
the subjects of the Federation, which will contribute to economic growth up to 0.2%
annually (31 centers); promisingmineral and agro-industrial centers (27 centers); and
promising centers of economic growth, which have the conditions for the formation
of world-class scientific and educational centers (20 centers).

The Strategy also formed 12 macro-regions: Central, Central black earth, North-
West, North, South, North Caucasus, Volga-Kama, Volga-Ural, Ural-Siberian, South
Siberian, Angara-Yenisei, far East.

The Strategy provides for the creation of a new mechanism for the development
of territories (investment sites) with a special regime for doing business, taking into
account the promising specialization of the subjects of the Federation and other
features of the territories. In order to avoid duplication of state support measures, the
Federal authorities, with the state support of the economic sectors of each partic-
ular subject of the Federation, will take into account the prospective economic
specializations of the bordering subjects of the Federation and its members in one
macro-region.
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It is noteworthy, however, that the infrastructure support for the socio-economic
development of the territories, according to the Strategy, will be implemented within
the framework of the Comprehensive plan for the modernization and expansion of
the main infrastructure until 2024 (approved by Government decree No. 2101-p of
September 30, 2018, hereinafter—the Comprehensive Plan) and national projects—
that is, a document that was adopted almost six months before the approval of the
Strategy. Moreover, the action plan for the implementation of specific objectives of
the Strategy will be prepared only by the second half of 2019. It will be applied as
a tool that will specify the necessary changes of legal acts and build a relationship
with the other strategically important documents.

The Comprehensive Plan includes 11 Federal projects. Nine of them are aimed
at modernization and expansion of transport infrastructure. These Federal projects
envisage the development of the West–East and North–South transport corridors
for transportation of goods and the improvement of the level of economic connec-
tivity of the territory of Russia through the expansion and modernization of railway,
aviation, road, sea, and river infrastructure. Two more projects—”Guaranteed provi-
sion of affordable electricity,” “Guaranteed provision of transportation of oil, oil
products, gas, and gas condensate”—are aimed at modernization and expansion of
energy infrastructure (energy part of the comprehensive plan). Still, despite their
fundamental importance for the country’s infrastructure framework, the document
can hardly be considered comprehensive and is only a partial implementation of a
full-fledged infrastructure plan.

Thus, on the one hand, the first “impulse” steps have already been taken at the
Federal level to ensure the “systemic” infrastructure planning; on the other hand,
they are obviously not enough in themselves, and many years of work, including at
the regional level, are still to be done to build the entire system.

In terms of infrastructure planning, great hopes were placed on the so-called
“infrastructure mortgage”—a plan of measures to improve existing and develop new
mechanisms for infrastructure development, approved in March 2018. According to
the published plan, until June 2018, it was planned to implement 16 measures aimed
at developing mechanisms for the construction and reconstruction of infrastructure
in Russia, improving legislation in the field of PPP for implementation. However,
most of them were never fulfilled.

Among the activities of the plan, it is worthmentioning the “infrastructuremap”—
a consolidated long-term plan for the infrastructure development of the Russian
Federation, the procedure for the development of which, according to the approved
action Plan (“road map”) for the development of public–private partnership tools,
was to be developed by the Ministry of economic development of Russia, together
with interested authorities, in may 2018.

Taking into account foreign experience and the existing system of state strategic
planning documents (which does not provide for such a document directly), the
“infrastructuremap” could becomepart of thePlan for the implementation ofRussia’s
spatial development Strategy, reflecting the key long-term targets for infrastructure
development, approaches to the formation of sectoral infrastructure frameworks
within the macro-regions, as well as a set of key infrastructure projects planned
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for implementation in the country. In particular, such a “map” can become one of
the elements of the action plan for the implementation of specific tasks of the spatial
development Strategy (Tarakanov et al. 2019).

Regional Aspect

At the regional level, the approach to infrastructure planning is also vertical and
therefore conceptually similar to the Federal approach.

Different kinds of strategies, for example, socio-economic strategies, investment
strategies, etc., may be considered as upper-level regional documents. Such docu-
ments lay down the framework approach of the region to the development of its
infrastructure, may contain consolidated targets and prioritize individual instruments
(for example, public–private partnership). For example, the new draft Strategy of
socio-economic development for the period up to 2030 of the Republic of Bashko-
rtostan—one of the leaders of the National rating of regions on the level of PPP
development on planning parameters—contains a separate section on infrastructure:
it presents a fairly detailed description of the status quo in the sectoral context and
defines the target development metrics to be achieved by the end of the period. In
the Strategy of socio-economic development of the Smolensk region, public–private
partnership is singled out.

The implementation of the strategies is ensured through regional development
programs and similar documents, which define the basic list of activities required for
this purpose. Such documents can be both sectoral and general—inmost regions, they
can operate in parallel. For example, in the Novosibirsk region, there are at least ten
sectoral state programs in which the theme of regional infrastructure development
is decomposed and developed. In some cases, the regions reinforce the need to
implement specific high-priority infrastructure projects in their programs.

Further detailing of infrastructure planning is carried out within the framework of
specific plans and lists of priority projects. For example, in the field of public–private
partnership, it is mandatory for the regions to update and publish annually lists of
infrastructure facilities preparing for transfer to concession agreements.

Current Issues and Recommendations

Unfortunately, current strategic planning of infrastructure development at both the
Federal and regional levels in Russia is not free from a number of shortcomings, the
main of which are the following:

• lack of inter-sectoral synchronization;
• poor forecasting (assessment of current and future infrastructure gaps), including

due to lack of competencies;
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• lack of an effective priority management system (when deciding on the imple-
mentation of an infrastructure project, no truly comprehensive assessment of
multiplicative effects and budgetary efficiency is carried out);

• development of goal setting and programming documents does not take into
account the specifics and feasibility of public–private partnership (PPP) mech-
anisms to eliminate certain “infrastructure gaps” (OECD 2014).

These shortcomings not only hinder the effective management of budget expen-
ditures of investment nature, but also are a negative factor for attracting private
investment in the development of public infrastructure. The “reset” of the system
of strategic planning for the development of public infrastructure, in our opinion,
should be carried out in the following main areas (Ivanov et al. 2018):

• formation of an effective system of forecasting the need for public infrastructure
facilities (“infrastructure gaps”) in the territory of the Russian Federation for the
long term;

• integration of PPP as one of the tools of socio-economic development of the
territory in the documents of target setting of the subject of theRussian Federation,
including the investment Strategy (if applicable);

• improvement of the procedure for the formation of state programs and other
documents of the planning/programming of subject of the Russian Federation in
regard to the feasibility of application of PPP mechanisms at the stage of their
formation (the introduction of a “filter” on the possibility of using PPP).

At the same time, the above measures do not solve the most important problem—
the lack of inter-sectoral synchronization in the development of infrastructure, aswell
as the medium-term nature of most planning documents in the field of infrastructure
(Konovalov 2017).

As noted above, the so called "infrastructure plans" are developed and imple-
mented in many countries (UK, Australia, Singapore, etc.) to solve this problem.
(Chart 5.3).

In Russian domestic practice, such a plan could perform the tasks of inter-
sectoral and interregional balancing of the development of public infrastructure
for subsequent adjustment and synchronization of strategic planning documents
(state programs, territorial planning schemes, targeted investment programs, invest-
ment programs of natural monopolies, action plans for the implementation of
socio-economic development strategies, etc.).
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its core functions, and interaction. Especially, important role of the National PPP
Center and key directions of its activities are explored. Emerging instruments of
public support for PPP projects are systemized and studied. In regard to PPP gover-
nance at the regional level, results of PPP rating of regions are introduced. PPP
activities of the regions through the prism of achievement of the integral indicator of
PPP development are analyzed. Methodology of calculation of the indicator and its
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Introduction

Analysis of the major trends in development of public-private partnership in the
world over the past decade shows that despite the variety of specific institutional,
legal, organizational, managerial, mental, psychological, and other factors that influ-
ence PPP governance in various countries, centralization of public administration,
significant strengthening of its organizational and institutional foundations as well as
an integrated approach to PPP governance are most common and dominant features.

This approach is reflected in elaborationof conceptual anddoctrinal foundations of
PPP policy, transition to a long-term planning of infrastructure development, further
strengthening of legislative and regulatory framework of PPP, creation of PPP units
of different types with different functions, and establishment of system of public
support of PPP. In general, we can say that governance is becoming an increasingly
important factor influencing PPP development in the country and its transformation
into an effective tool for improvement of infrastructure.

Results

PPP Governance. Types of PPP Units at the Federal Level, Its
Main Functions

According to theUNECE indicativemodel of PPPs development, Russian Federation
moved from “emerging” stage of PPP development to the stage of “formation,”which
involves

– strengthening of PPP legal and regulatory framework;
– establishment of PPP units and development institutions;
– development of PPP practical guidelines;
– creation of conditions for attraction of new sources of financing (pension savings,

insurance savings, etc.);
– introduction of various elements of government support for PPP;
– implementation of budget and other incentives to develop PPP operators market.

Also, the specifics of the PPP market in the Russian Federation is the gradual
accumulation of PPP practices in various sectors of infrastructure and expansion of
the range of industries in which PPP mechanisms are applied.

There is no integral system of PPP governance in Russia yet. Nevertheless,
progress in establishment of such a systemhas begun, and quite a number of important
institutional elements can now be seen as emerged and functioning.

Ministry of economic development plays an important role in PPP governance in
Russia. The Department of investment policy and development of entrepreneurship
in the Ministry carries out functions to ensure development of PPP state policy and
legal regulation in this field.
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The Department:

• develops proposals for improvement and extension of forms of PPP in the
investment sphere, including development of PPP normative and legal acts;

• prepares, selects, and monitors projects based on PPP arrangements;
• participates in negotiations with international organizations and institutions to

ensure signing of international agreements on implementation of joint projects;
• prepares conclusions on the compliance of investment projects, PPP, and conces-

sion projects of national importance aimed at socioeconomic development of
the Russian Federation and corresponded with sectoral development strategies
approved by the Government of the Russian Federation.

A decision on establishment of PPP Coordination Council under the Ministry is
under consideration. It is presumed that the body will ensure effective cooperation of
Federal Executive bodies, subjects of the Russian Federation, financial institution,
and experts to develop joint proposals to improve the efficiency of PPP projects,
improve legislation, and simplify access to PPP tools.

The composition of the Council is still under discussion. It is assumed that it will
be headed by theMinister of economic development andwill include heads orDeputy
heads of Federal authorities—line ministries, which are directly responsible for the
implementation of projects in relevant sectors: health, education, transport, etc. The
Council will also include representatives of legislative bodies, in particular the state
Duma. To accumulate the best practices, it is planned to invite representatives of
the TOP ten of the PPP development rating of regions. Interaction with business is
very important, so the Council is planned to include leading public entrepreneurship
organizations—Chamber of Commerce and Industry, “Business Russia,” etc. When
an agenda will include sectoral issues (transport projects, healthcare projects, etc.),
it is planned to invite industry business to the working groups. Representatives of
nongovernment and scientific organizations are also expected to take part in the
Council, because without them it will not be quite correct to make system-forming
decisions and discuss development issues.

The Ministry of economic development is the initiator and chief developer of
relevant PPP legislation, including the Federal law on public-private and municipal-
private partnerships. Among other systemic issues the Ministry deals with, prepara-
tion of methodological normative documents including methodology for assessing
effectiveness of PPP projects should be noted.

The Ministry has also prepared so-called “PPP-standard,” which is de facto an
institutional scheme for development of PPP in the regions: where to start, what
institutions to create, and how to accompany projects.

PPP units have also been established in a number of other Russian ministries and
agencies.

Since 2006, the Ministry of transport of the Russian Federation has an Expert
Council on public-private partnership.

The Ministry of healthcare of the Russian Federation has a Department of infras-
tructure development and public-private partnership. A few years ago, Coordina-
tion Council of the Ministry for development of public-private partnership in the
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field of healthcare was established. The Council headed by the Minister includes
representatives of Federal ministries and departments (industry and trade, finance,
Federal service for supervision in the sphere of healthcare), members of the Feder-
ation Council, deputies of the State Duma of the Russian Federation, heads of
public and scientific organizations, etc. Representing interests of business commu-
nity, Chairman of the Committee on public-private partnership of the Chamber of
Commerce and Industry, Chairman of the National PPP center, etc., are taking part
in the Coordination Council’s work.

According to the Regulation on the Council, its main functions are

– consideration of proposals for application of PPP mechanisms in healthcare,
aimed at development of infrastructure and improving the quality and availability
of medical care;

– consideration of proposals to improve PPP regulatory framework in healthcare;
– consideration of proposals to remove restrictions on attracting private investment

in healthcare;
– consideration of proposals for preparation of investment projects in healthcare;
– monitoring of implementation of PPP projects in healthcare.

In 2014, PPP Center under the Ministry of construction, housing, and communal
utilities of the Russian Federation began its work. This center was established to
promote PPP in the sector and provide administrative support to PPP projects. The
center is headed by the Deputy Minister of construction and housing.

In recent years, the National PPP Center (hereinafter referred to as the Center),
the first and only nongovernmental nonprofit organization in Russia, formed to coor-
dinate public authorities, local governments, and business and expert community
in implementation of activities related to PPP mechanisms, has been playing an
increasingly important role in PPP matters in the country.

The purpose of the Center is to unite resources of the state and business, to
consolidate expert community in the field of public-private partnership to attract
investment and competence into development of public infrastructure. The initia-
tors of the Center were large entrepreneurship structures, state authorities, public
organizations, and expert and scientific community.

The Center’s activities are carried out in the following key areas:

• support of PPP projects

The Center developed the concept of “Qualified customer,” on the basis of which the
following range of services is provided to public authorities in the regions:

– development of draft legal acts regulating the activities of the state authorities of
the subject in the field of PPP;

– provision of standard organizational documents for the activities of regional
branches of development centers;

– consulting on the application of PPP project management methodology;
– creation of “Qualified customer” office—the specialized organization formanage-

ment of PPP projects.
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“Qualified customer” office can be created within an institutional framework of
the subject of the Russian Federation or on a contractual basis by giving the Center
the powers of the Qualified customer.

The National PPP Center is officially recognized by the World Bank as the
National PPP unit in Russia and the single coordinator of methodological support to
the RF subjects in the implementation of PPP projects.

• research activity

TheCenter prepares information and analyticalmaterials, as well as conducts applied
research for the benefit of government agencies and private companies.

• examination of legislation

The Center participates in preparation of normative legal acts of Federal and regional
importance, conducts examination of the legislation.

• personnel training

The Center established PPP Institute (www.p3institute.ru), which operates educa-
tional events, conducts educational programs for professional development and
retraining of personnel in the sphere of PPP. Educational programs are conducted
in cooperation with leading universities of Russia with involvement of prominent
Russian and foreign PPP experts on the basis of

– the Department of Economic policy and public-private partnership of MGIMO
University. Training courses are designed to train masters and bachelors special-
izing in public-private partnership, relations with public authorities and public
organizations. Short-term professional development programs are also imple-
mented for government and business representatives;

– “Scientific and educational PPP center” of the Russian Academy of national
economy and public administration under the President of the Russian Federation.
Priority activities of the center include carrying out fundamental, applied research
and works in the field of methodology of management of PPP projects, training,
and advanced training of specialists and scientific and pedagogical personnel, and
development of international cooperation in the field of PPP;

– “North-Western scientific and educational PPP center” on the basis of St. Peters-
burg State Polytechnic University. The research center carries out research in the
field of project management, implementation of research results in the project
activities of organizations engaged in public-private partnership, retraining of
personnel of public and municipal administration, public corporations, as well as
commercial structures working in the field of public-private partnership.

• information support

As part of the information cooperation between the National PPP center and
the Ministry of economic development of the Russian Federation, Platform

http://www.p3institute.ru
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for supporting of infrastructure projects (ROSINFRA) was created (pppi.ru).
ROSINFRA is a portal providing market participants with up-to-date information
on development of PPP mechanisms and PPP projects implemented in the subjects
of the Russian Federation. With the support of the Center and the Russian Chamber
of Commerce and Industry, the only PPP-specialized Federal media in Russia—
PPP Journal (www.pppjounal.ru)—was established. The Center also created a
PPP communication agency “PPP-INFO” (www.p3info.ru) to implement complex
information projects and public events.

In 2019, the Center concluded the work on the digital platform “ROSINFRA,”
which is a comprehensive digital solution to assist the launch of infrastructure and
investment projects with state participation. Creation of the Platform is aimed at
facilitating communication between market participants of investment projects with
state participation by launching a set of services that allows

– to share—fast and convenient—experience, successful practices and involve
experts for preparation and implementation of PPP projects;

– to select optimal parameters of PPP projects (structurator) and evaluate its
effectiveness (efficiency calculator) in online mode;

– to receive full, up-to-date, reliable, and personalized information about themarket
and investment initiatives;

– to organize convenient interaction of project teammembers, stakeholders, experts,
and authorities with each other;

– to find and select a partner to prepare, launch, and implement PPP projects;
– to train personnel and to attract third-party under the project (out-staffing);
– to select and justify public participation (form and amount of support) for PPP

projects.

The Committee on public-private partnership of the Chamber of Commerce and
Industry of the Russian Federation (RF CCI) plays an important role in promoting
development of PPP in the country. The main purpose of its establishment is to
consolidate efforts of business and scientific community, regional chambers of
commerce, and Federal and regional authorities to create favorable environment
for implementation of PPP in various spheres and sectors of the economy.

The key tasks assigned to the Committee are

– improvement of PPP legal and regulative base in the Russian Federation;
– establishment of close and sustainable relations with business and expert

community in implementation of PPP projects;
– provision of methodological and information assistance to development of PPP

in Russia.

Since its establishment, the PPP Committee has become a professional platform
for interested representatives of government and business, banking, and scientific
communities. Today, it is one of the few competent authorities that allows to develop
joint decisions of business and the state in the field of PPP. The Committee has devel-
oped a number of systemic documents, such asGuidelines for implementation of PPP

http://www.pppjounal.ru
http://www.p3info.ru
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projects in the subjects of the Russian Federation, Methods for assessing compar-
ative advantage of PPP Versus. public procurement, etc. Experts of the Committee
participated in the preparation of the Federal law “On public-private, municipal-
private partnership in the Russian Federation” and amendments to the Federal law
“On concession agreements.”

Together with the National PPP center, the PPP Committee of the RF CCI imple-
mented a number of significant projects. In particular, the rating ofRussian regions on
the level of PPP development is prepared annually, and the Department of Economic
policy and PPP has been opened in MGIMO. The CCI site is planned to be used for
development and promotion of new promising projects, in implementation of which
PPPmechanisms can be applied. The task is to turnCCI into a leading expert platform
in the field of PPP in Russia, bringing together representatives of leading business
associations, business structures, financial institutions, companies specializing in
support of investment and infrastructure projects, state corporations, and scientific
and expert organizations. The key partners on the part of the state are the Ministry of
economic development, the Ministry of transport, the Ministry of defense, the State
Duma, etc.

Joint-stock company “VEB Infrastructure” (JSC “InfraVEB”)—a subsidiary of
the State Corporation “Vneshekonombank”—is actively working on PPPs. JSC
“InfraVEB”dealswith formation and structuring of projects, optimizing allocation of
risks, choice of optimal financial models for projects. The company helps to prepare
projects of regional and urban development with involvement of extra-budgetary
investments. This is an intellectually capacious and capital-intensive business, and
risky.Therefore,we can say that in fact JSC“InfraVEB”engaged in venture investing.

JSC “InfraVEB” also plays one of the central roles in implementation of the
so-called “Project financing factory,” a new mechanism of financial support for
infrastructure projects in Russia, launched in 2018.

Given the long-term and complex nature of the task of the country’s infrastructure
development, its implementation is unlikely to be effective without a clear under-
standing of the existing needs and opportunities, as well as appropriate goal-setting.
These aspects can be ensured only through a systematic approach.

The need for “systemic approach” is due to several factors. First, it is desirable
due to the nature of infrastructure itself. In most cases, some infrastructure facili-
ties are more or less dependent on others: for example, development of industrial
zones will be impractical without accompanying logistics infrastructure, and energy
sales networks will be useless without production capacity—and vice versa. In this
regard, even at the microlevel, they should be considered at least in conjunction with
each other, and at the macrolevel, with the entire infrastructure network. Second,
the approach to infrastructure development must be sound and sustainable over
time—if priorities are changed too often, economic efficiency of investment will
decline. Thirdly, the “coordination” component of the decision-making process is
also important, whether it is an interaction of two agencies responsible for different
aspects, or amovement along the administrative vertical. For successful infrastructure
development, all stakeholders must have a synchronized agenda.
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At the same time, “systemic approach” not only improves efficiency of planning
as such, but can also play the role of a communication tool between the state and
the private sectors, the demand for which in development of public infrastructure is
steadily growing. Having an understanding of strategic contours of the country’s
future infrastructure development and availability of information about specific
opportunities is the key to efficiency in attracting private capital and competencies.

In Russia, today, infrastructure planning is extremely fragmented. Although
certain elements of infrastructure planning can be found in different forms and
at different levels—from state programs and economic development strategies to
regional and municipal lists of facilities for which concession agreements or PPP
agreements are planned—they are all used in a piecemeal manner and there is no
consistency. Given the acuteness of infrastructure problems, the significant poten-
tial of the private sector in their solution, comprehensive measures to introduce the
practice of infrastructure planning and ensure its consistency can give a significant
impetus to the infrastructure development of Russia (Tarakanov et al. 2019).

As part of the improvement of existing and development of new mechanisms for
infrastructure development, the Russian Government plans to implement a system
of measures, including

• establishment of theGovernmentalCommission ondevelopment of infrastructure;
• creation of infrastructure map (long-term infrastructure development plan);
• maintaining an open register of infrastructure projects;
• development of conceptual methods of evaluation of economic effects from

implementation of projects with “budget leverage”;
• extension of quasi-TIF (Tax Increase Financing) mechanisms to infrastructure

projects.

In addition, creation of a single infrastructure management center (including the
principles of public-private partnership) on the basis of VEB State Corporation under
discussion.

Ranking of Regions by PPP Development Level. PPP
Governance at the Regional Level

In 2014, the Government of the Russian Federation by the Order of April 10, 2014№
570-p approved the indicator “Level of development of public-private partnership in
the subject of the Russian Federation,” by which the leaders of the regions should be
guided in theirwork. The indicator is calculated bymethodology applied in theRating
of Russian regions “PPP-START”—a comprehensive assessment of the readiness of
the RF subject to the construction of public infrastructure with involvement of private
investors on PPP principles. The “readiness of the subject of Federation to implement
PPP projects” means fulfillment of a number of conditions that provide a favorable
climate for implementation of PPP investment projects.
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This study is conducted by the Center annually to determine the level of PPP
development in the subjects of the Russian Federation. The research aims to system-
atize accumulated regional experience in implementation of PPP projects and to
demonstrate an objective picture of PPP development in the country.

Method of Calculating the PPP Rating of Regions

The PPP rating of the regions is calculated on the basis of three groups of indicators:

institutional environment—creation of conditions for successful launch and
implementation of PPP projects (availability of qualified specialists, authorized
PPP units, PPP development institutes, PPP information resource on the Internet,
etc.);
regulatory framework—regulatory and legal acts regulating interaction of author-
ities in the launch and implementation of PPP projects;
implementation of PPP projects—experience in implementation of projects in the
form of PPP agreements and concession agreements, and in the form of quasi-PPP.

Calculation of the complex indicator “Level of development of the sphere of
public-private partnership in the subject of theRussian Federation” ismade according
to the following formula:

R j = α × L j + β × N j + γ × E j ,

where

j serial number of the subject of the Russian Federation;
α, β, γ values that determine the significance of the constituent factors, while α =

0,03, β = 0,03, and γ = 0,04;
Lj importance of the factor “Development of institutional environment of the

Russian Federation in the field of public-private partnership”;
Nj the importance of the factor “Legal support of public-private partnership”;
Ej value of the factor “Experience of implementation of public-private

partnership projects.”

Calculation of the value of the factor “Development of the institutional envi-
ronment of the subject of the Russian Federation in the field of public-private
partnership” is made according to the following formula:

{
I j = ∑

Li
I i = ai × ki

where
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I i value of the i-th criterion (in points); ai—binary evaluation of the i-th criterion
(ai = 0; 1);

ki coefficient determined by expert method characterizing the quality of the i-th
criterion;

ki [0–100], percent;
n number of criteria;
Ij [0–10].

Calculation of the value of the factor “Development of institutional environment”
is made on the basis of estimates on the following set of criteria:

(a) availability of an authorized body in the field of public-private partnership.

K1 coefficient, determined by expert means, characterizes existence of a relevant act
approving the authority’s powers and a regulation on the relevant unit of the authority.
Decreasing expert coefficient (from 0.5 to 1) is applied on the basis of evaluation of
the effectiveness of this body;

(b) availability of a specialized structure responsible for support of PPP projects.

K2 coefficient, determined by expert means, characterizes existence of a structure
responsible for supporting PPP projects from initiation stage to direct implementa-
tion. Decreasing expert coefficient (from 0.5 to 1) is applied on the basis of evaluation
of the effectiveness of this structure;

(c) availability of specialists with appropriate qualifications in the field of PPP.

K3 coefficient, determined by expert means, characterizes the presence of more than
five specialists who have undergone specialized training in PPP projects manage-
ment. Decreasing expert coefficient (from 0.5 to 1) is applied on the basis of
assessment of the quality of relevant training programs;

(d) availability of an interdepartmental body responsible for consideration of
initiated PPP projects and development of PPP policies.

K4 coefficient, determined by expert means, characterizes existence of a regulation
on the relevant body and rules of its work. Decreasing expert coefficient (from 0.5
to 1) is applied on the basis of assessment of the effectiveness of the relevant body;

(e) availability of a single body responsible selection of a private partner (conces-
sionaire).

K5 coefficient, determined by expertmeans, characterizes existence of an act defining
the relevant powers of the body. Decreasing expert coefficient (from 0.5 to 1) is
applied on the basis of evaluation of the effectiveness of the relevant body (quality
of the preparation of tender documentation, use of effective tools to inform potential
bidders, and the openness of tender procedure);
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(f) considerationofPPPmechanisms in the target settingdocuments of the subject of
the Russian Federation, including strategy of social and economic development,
plan of implementation of strategy of social and economic development, etc.

K6 coefficient, determined by expert means, characterizes inclusion of PPP mecha-
nisms in strategic goal-setting documents of the subject of the Russian Federation.
Decreasing expert coefficient (from 0.5 to 1) is applied on the basis of assessment of
the quality of implementation of PPP mechanisms in strategic planning documents;

(g) consideration of PPPmechanisms in development and approval of planning and
programming documents of the subject of the Russian Federation.

K7 coefficient, determined by expert means, characterizes presence of an inte-
grated assessment of the possibility and feasibility of PPP mechanisms application
for implementation of planning and programming documents of the subject of the
Russian Federation. Decreasing expert coefficient (from 0.5 to 1) is applied on the
basis of assessment of the quality of the implementation of PPP mechanisms in
planning and programming documents;

(h) availability of the specialized PPP information resource in the Internet or a
section on official website of the subject of the Russian Federation.

K8 coefficient, determined by expert means, characterizes availability of an appro-
priate information resource. Decreasing expert coefficient (from 0.5 to 1) is applied
on the basis of assessment of completeness and frequency of information updates;

(i) availability in open access of the list of objects in regard to which conclusion of
PPP agreements and concession agreements is planned.

K9 coefficient, determined by expert means, characterizes the fact that such a list has
been formally approved and/or is publicly available. Expert step-down ratio (0.5–1)
is applied on the basis of evaluation of the completeness of presented information
(information about planned projects, information about objects in respect of which
private initiative is appropriate, etc.);

(j) availability of tax preferences and other measures to support private partners.

K10 coefficient, determined by expert means, characterizes existence of regulatory
legal acts providing for measures to stimulate the use of PPP mechanisms through
tax incentives and other mechanisms to support private investors. Decreasing expert
coefficient (from 0.5 to 1) is applied on the basis of evaluation of effectiveness of
implemented measures.

The calculation of the value of the factor “Legal support of the sphere of public-
private partnership in the subject of the Russian Federation” is made according to
the following formula:

{
N j = ΣNi;
Ni = ai × ki
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where

Ni value of the i-th criterion (in points);
ai binary evaluation of the i-th criterion (ai = 0; 1);
ki the coefficient defined by expert way, characterizing quality of the i-th criterion,

ki = [0–100], percentage;
n number of criteria; Nj = [0–5].

The calculation of the value of the factor “Legal support of PPP” in the subject
of the Russian Federation is made on the basis of assessments of the following set
of criteria:

(a) existence of the order of interdepartmental interaction of executive authorities
at the stage of development and consideration of PPP projects.

Coefficient K1, determined by expert means, characterizes disclosure of this order in
the relevant regulatory (normative) legal (legal) act (acts). Decreasing expert coef-
ficient (from 0.5 to 1) is applied on the basis of assessment of completeness of
the relevant act (coverage of all stages and cases of interaction: in case of private
initiative, with local governments, in regulated sectors, etc.);

(b) availability of the order of decision-making on implementation of PPP projects
in the subject of the Russian Federation.

K2 coefficient, determined by expert means, characterizes disclosure of this order in
relevant regulatory legal acts and regulation of interaction of executive authorities
when deciding on implementation of PPP projects. Decreasing expert coefficient
(from 0.5 to 1) is assigned on the basis of assessment of detail and quality of relevant
regulatory legal act;

(c) availability of the order of interdepartmental interaction at control, supervision
of monitoring, and maintaining the register of PPP projects.

K3 coefficient, determined by expert means, characterizes the disclosure in relevant
regulatory legal acts of the order of interdepartmental interaction in monitoring of
PPPagreements and concession agreements, aswell as themaintenance of the register
of PPP projects.

Lowering expert coefficient (from 0.5 to 1) is applied on the basis of assessment
of efficiency of application of the corresponding act;

(d) availability of rules of decision-making on conclusion of PPP agreements and
concession agreements for the term exceeding validity period of approved limits
of budgetary obligations.

K4 coefficient, determined by expert means, characterizes the disclosure in relevant
regulatory legal acts of this order. Decreasing expert coefficient (from 0.5 to 1) is
applied on the basis of assessment of the relevant act;
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(e) compliance of PPP regulatory framework with the norms of Federal legislation.

K5 coefficient, determined by expert means, characterizes introduction of changes
in PPP regulatory legal acts in order to bring these normative legal acts in accordance
with the norms of Federal legislation. Decreasing expert coefficient (from 0.5 to 1)
is applied on the basis of a qualitative assessment of normative legal acts, taking into
account the changes made.

Expert coefficients in calculation of the factors “Development of PPP institutional
environment” and “Legal support of PPP” are assigned on the basis of estimates of the
staff of the National PPP center and are agreed with members of the Expert Council
of the National PPP center by sending a summary of the regions with comments.

Calculation of the value of the factor “Experience in implementing PPP projects”
is made according to the following formula:

Ej = �(εjlk × . . . × εjnm),

where

n total number of criteria;
m total number of projects;
εjk value of the i-th criterion “Experience in implementing public-private part-

nership projects” for the k-th public-private partnership project, ejlk =
[0–1];

kj coefficient of sectoral differentiation of projects, taking into account the fact of
implementation of projects in two or more industries;

Ej [0–13, 75].

The value of the coefficient of sectoral differentiation of projects is determined
as follows:

– for projects implemented in two industries, k = 1;
– for projects implemented in three or more industries, k = 1, 2.

Calculation of the value of the factor “Experience in implementing public-private
partnership projects” is made on the basis of assessments on the following set of
criteria:

Criteria Description Value (score)

Compliance of the project with PPP
features

The project is implemented on the basis
of Federal laws No. 224-FZ of 13 July
2015 “On public-private partnership,
municipal-private partnership in the
Russian Federation and amendments to
certain legislative acts of the Russian
Federation” or No. 115-FZ of 21 July
2005 “On concession agreements”

1

(continued)
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(continued)

Criteria Description Value (score)

The project is implemented on the basis
of other normative legal acts regulating
relations in the sphere of public-private
partnership, in any of the possible
organizational and legal forms that meet
the criteria of PPP

0.5

The reduction factors used in the calculation of the criterion for each project
separately include.

Criteria Description Value of the reduction factor
(score)

Status (stage) of the project Operational stage (including if
the project is successfully
completed)

1

Investment stage (creation,
construction and (or)
reconstruction)

0.9

Pre-investment stage (design,
preparation for construction,
attraction of financing)

0.8

Stage of selection of the
private partner and the signing
of the agreement

0.7

Volume of private investment More than 500 million rubles 1

From 200 million to 500
million rubles

0.9

From 50 million to 200
million rubles

0.7

From 10 million to 50 million
rubles

0.5

From 1 million to 10 million
rubles

0.2

Less than 1 million rubles 0

Duration of the project
(validity of the agreement)

More than 15 years 1

From 10 to 15 years 0.85

From 5 to 10 years 0.6

From 3 to 5 years 0.3

Less than 3 years 0.1

Administrative level of the
project

Regional 1

Inter-municipal 0.8

Municipal 0.5

(continued)
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(continued)

Criteria Description Value of the reduction factor
(score)

The complexity of the project
is

Determined on the basis of
expert assessments. It takes
into account the number of
property objects that are
involved in the project,
problems with the title,
intergovernmental
participation, availability of
debt financing, etc.

1–1.5

Rating of Regions in Terms of PPP Development: 2018–2019

The following table shows the rating of regions by PPP development level for 2018–
2019 in descending order of the integral indicator of PPP development (Table 6.1).

Assessment of PPP institutional environment and PPP regulatory framework
showed that, by 2018, all regions received positive estimates for the two indicators,
which thus reflects the full or partial implementation of the relevant mechanisms.
In particular, PPP units (authorized bodies) were established and PPP regulatory
framework was brought into compliance with Federal legislation in all regions.

In terms of improving the institutional environment and regulatory framework,
the main efforts of regional authorities in 2018 were focused on the following aspects
of PPP development:

– establishment of PPP authorized bodies, including bodies authorized to consider
private concession initiative;

– systematic training of specialists in the field of PPP;
– formation and development of PPP-specialized regional information resources in

the Internet;
– approval and publication of lists of objects for which it is planned to conclude

PPP/MPP agreements and concession agreements;
– development of interagency cooperation procedures at the stage of preparation

and consideration of PPP projects;
– updating of provisions of municipal and regional legal acts contradicting the

Federal legislation;
– determination of rules of decision-making on the conclusion of PPP agree-

ments, concession agreements for a period exceeding the period of validity of
the approved limits of budget commitments.

As a result, in terms of these indicators, the regions achieved the greatest and
even maximum results. In turn, the minimum indicators of PPP development were
demonstrated in regard to such aspects as
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Table 6.1 Rating of subjects of the Russian Federation on the level of PPP development (2018–
2019)

Place Region Integral indicator

1–6 Moscow city 90,0%+
1–6 Saint Petersburg 90,0%+
1–6 Moscow region 90,0%+
1–6 Republic of Bashkortostan 90,0%+
1–6 Samara region 90,0%+
1–6 Khanty-Mansiysk Autonomous District–Ugra 90,0%+
7 Novosibirsk region 85,3%

8 Perm region 84,1%

9 Tambov region 84,1%

10 Nizhny Novgorod region 83,2%

11 Khabarovsk territory 82,9%

12 Irkutsk region 82,6%

13 Krasnoyarsk region 80,2%

14 Sverdlovsk region 79,6%

15 Yamalo-Nenets Autonomous district 79,1%

16 Leningrad region 79,0%

17 Chelyabinsk region 78,7%

18 Vladimir region 77,3%

19 Udmurt Republic 76,4%

20 Kaluga region 72,8%

21 Ulyanovsk region 72,8%

22 Republic of Tatarstan 72,6%

23 Tyumen region 72,5%

24 Republic of Buryatia 72,2%

25 Republic of Sakha (Yakutia) 72,1%

26 Amur region 71,9%

27 Rostov region 67,4%

28 Tula region 66,7%

29 Vologda region 63,1%

30 Kamchatka region 61,9%

31 Arkhangelsk region 57,6%

32 Volgograd region 55,0%

33 Voronezh region 52,7%

34 Altai Republic 52,0%

35 Belgorod region 51,5%

(continued)
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Table 6.1 (continued)

Place Region Integral indicator

36 Kemerovo region 51,0%

37 Kaliningrad region 50,9%

38 Astrakhan region 50,5%

39 Lipetsk region 50,1%

40 Smolensk region 49,2%

41 Penza region 48,7%

42 Republic of Mordovia 46,0%

43 Saratov region 45,8%

44 Murmansk region 45,7%

45 Stavropol territory 45,4%

46 Orenburg region 44,2%

47 Primorsky region 41,0%

48 Chuvash Republic 40,7%

49 Krasnodar region 39,8%

50 Omsk region 39,5%

51 Yaroslavl region 39,0%

52 Sakhalin region 38,3%

53 Ryazan region 38,0%

54 Republic of Dagestan 37,7%

55 Altai region 37,6%

56 Ivanovo region 37,1%

57 Magadan region 36,1%

58 Chukotka Autonomous District 35,6%

59 Republic of Komi 34,5%

60 Novgorod region 34,4%

61 Kirov region 33,6%

62 Kabardino-Balkar Republic 33,1%

63 Tomsk region 32,5%

64 Kursk region 31,9%

65 Republic of Crimea 30,7%

66 Zabaikalsky region 29,5%

67 Republic of Khakassia 29,1%

68 Kostroma region 27,8%

69 Pskov region 27,1%

70 Karachay-Cherkess Republic 26,7%

(continued)
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Table 6.1 (continued)

Place Region Integral indicator

71 Republic of Karelia 25,0%

72 Republic of Mari El 24,8%

73 Republic of Chechnya 23,7%

74 Sevastopol city 23,1%

75 Adygeya republic 22,8%

76 Jewish Autonomous region 21,6%

77 Kurgan area 20,4%

78 Nenets Autonomous District 19,5%

79 Tver region 18,4%

80 Orel region 18,3%

81 Bryansk region 17,8%

82 Republic of Tuva 17,7%

83 Ingush republic 14,9%

84 Republic of North Ossetia–Alania 13,4%

85 Republic of Kalmykia 12,0%

Source Data of the National PPP center

– regulation of control, supervision, and monitoring procedures as well as mainte-
nance of registers of PPP projects (absent in 49 regions);

– regulation of decision-making procedure on conclusion and implementation of
PPP agreement, concession agreement (not in 31 regions);

– establishment of a single body responsible for selection of the private partner
(concessionaire) (absent in 57 regions).

In general, we can note a significant increase in the average level of development
of PPP institutional environment and PPP regulatory framework in the regions in
2017 (+12.5%). If this integral indicator of the “average” subject of the Russian
Federation in 2015 was 5.4 points out of 15 possible, in 2018 it increased to 8.7
points. The reasons that influenced the growth of the average level of development
of PPP institutional environment and PPP regulatory framework include

– general increase of interest to the PPP institute on the part of regional authorities
(caused, first of all, by the entry into force on January 1, 2016 224-FZ, which
directly defines the powers of regional and municipal authorities in the field of
PPP);

– emergence on the PPP market of new subjects of the Russian Federation, which
previously held a wait-and-see position, and now ousted the former leaders whose
positions seemed unshakable.

Among the general conclusions of the rating for 2018–2019, the following points
should be specially noted.
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• In the calculation of the rating, 2445 PPP projects of more than 5000 presented
by the subjects of the Russian Federation were taken into account;

• 375 of the considered PPP projects are implemented in the subjects of the Russian
Federation at the regional level;

• 2070 of the PPP projects are being implemented in the subjects of the Russian
Federation at the municipal level;

• in 82 regions, at least one project PPP is implemented;
• 1685.0 billion rubles is the amount of contracted private investment inPPPprojects

in the subjects of the Russian Federation;
• 15.4 years is an average duration of PPP projects in the Russian Federation; in

regional projects, it increased to 19.3 years, in municipal, to 14.7 years;
• 8.7 points (out of possible 15) is an average regional indicator of development of

PPP institutional environment and PPP regulatory framework of PPP;
• all 85 regions have established an authorized body in the field of PPP (PPP unit);
• in all 85 regions, PPP regulatory framework is brought into compliance with the

norms of Federal legislation;
• 13 regions achieved the highest possible score for experience of implementation

of PPP projects.

In General, according to the results of the rating, it is possible to identify two key
trends that emerged in 2017:

– a number of regions have already reached themaximum indicators in these aspects
of the level of PPP development, which means that the current indicators of the
PPP rating are no longer relevant for them and require their further development;

– the share of the values of the factors of the level of institutional environment and
regulatory support (in their current version) in the overall integrated indicator of
PPP development in the region has significantly decreased.

If earlier—in order for a particular subject of the Russian Federation to be among
the leaders in public-private partnership—it was enough to create an effective insti-
tutional environment and adopt a sufficient number of legal acts on PPP topics, now
even the maximum values for the relevant factors do not guarantee the region’s entry
even into the TOP 30 in terms of PPP development. The factor of “project imple-
mentation experience” began to play the priority value for the Rating of regions in
terms of PPP development.

Thus, it can be concluded that an effective institutional environment in the field
of PPP has ceased to be a competitive advantage of the regions and has become
a mandatory (but insufficient) condition for attracting the desired infrastructure
investor.
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PPP Governance at the Regional Level

At the regional level, it has become common practice to divide PPP powers among
several bodies. The system of these bodies usually includes

• authorized body (regional executive authority), responsible for interdepartmental
coordination in the field of PPP, for monitoring PPP projects and consideration
of private concession initiatives;

• specialized structure (joint-stock company with state participation or budgetary
institution—development corporation, investment agency, etc.) responsible for
launching and supporting PPP projects;

• interagency body (investment council, commission for PPP, etc.) responsible for
PPP policy-making and consideration of initiated PPP projects.

Results of monitoring of PPP institutional environment in the regions of Russia
reveal that under Law 224-FZ, an authorized body is defined in all regions, under
Law115-FZ (concession law), an authorized body is established in less than half of
the regions, and in the rest, relevant powers are divided between sectoral authorities.

In a number of regions with the most developed PPP governance system, other
specialized institutions such as project offices and other project management tools
used in consideration, launch, and implementation of PPP projects have been
established in recent years. Let us review some of them.

• Case No. 1. Project office “PPP Center” under the Ministry of investment and
innovation of the Moscow region

Since 2015, a project office “PPP Center” has been operating under the Ministry of
investment and innovation of theMoscow region. At the moment, priority sectors for
investment have been identified, standardization of processes has been implemented,
and automation of procedures and transfer of work with investors’ applications to
electronic form has been started. Measures to improve investment climate of the
Moscow region, quality of the environment for business and residence are taken on a
regular basis. The PPP center conducts analysis of project feasibility, calculation of
effectiveness of draft agreements, including financial, budgetary, evaluation of the
socioeconomic effect of projects, and assessment of comparative advantages of PPP
projects in comparison with conventional procurement.

• Case No. 2. Project offices of state budgetary institution “City Agency for
investment management” in Moscow

In Moscow, in 2011, in order to effectively solve problems in the field of investment
activity, the state budgetary institution ofMoscow—theCity investmentmanagement
agency—was created. In the investment departments of the government of Moscow
a system of quality management of training of the administrative personnel (ISO
9001:2015) is implemented.
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Project offices directly concerned with support of sectoral PPP projects (ranging
from receiving complaints from investors, verification of legal and economicmodels,
and ending with the signing of the PPP agreements) are established and operated in
the structure of the Agency.

1. Project office “Legal support of investment activity and PPP”

Provides legal support for investment activities and PPP projects. Within the frame-
work of PPP projects, it prepares draft decisions of Moscow city authorities, draft
normative and non-normative acts, draft tender documents, and draft contracts and
agreements. Project office develops conclusions, analytical materials, methods, and
recommendations on investment activities and PPP.

2. Project office “Economic expertise”

Conducts economic analysis of effectiveness of proposed investment projects and
develops supporting materials for decision-making on their possible financing from
budgetary or extra-budgetary sources. Considers projects of production, investment
programs of organizations and programs of energy saving of municipal complex, and
subjects of electric power industry. Analyzes the investment objects involved in the
economic turnover for further tendering procedures. Develops proposals to improve
economic mechanisms related to investment activities.

3. Project office of “Industrial production and social infrastructure”

Analyzes effectiveness of proposed investment projects and develops supporting
materials for decision-making on their possible financing from budgetary and/or
extra-budgetary sources. Carries out preliminary study, analysis, and preparation of
supporting materials on implementation of investment projects. Coordinates and
supports investment projects received by the project office in various forms at
different stages of implementation of investment projects, interaction with execu-
tive authorities, participants of investment projects on implementation of investment
projects, PPP projects. Develops proposals for formation and evaluation of invest-
ment opportunities, including the forms of implementation of investment projects,
PPP projects.

4. Project office “Strategy and analysis of investment activity”

Prepares materials on development of investment activities, analytical materials on
investment needs, and possibility of their implementation.

5. Project office “Single investment portal. Line of direct appeals”

It is engaged in optimization of investment process, ensuring openness of invest-
ment activity of executive authorities, increase of level of awareness of participants
of investment activity, and consideration of addresses of citizens and legal entities
concerning implementation of investment projects. It implements the functionality
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for operational provision of complete and accurate information about the objects
planned to be involved in the investment process. Provides monitoring, information
support, and maintenance of the state information system designed to ensure the
implementation of investment policy.

6. Project office “urban Planning and land Commission”

Prepares materials for implementation of investment contracts, defines and changes
economic conditions for their implementation, and takes measures for completion of
investment projects. Develops proposals to improve legalmechanisms and legislation
on issues related to investment activities, methodological materials on the evaluation,
and monitoring of investment projects. Monitors the performance of obligations
under investment contracts.

7. Project office “Promotion of investment opportunities”

Promotes investment opportunities, achievements, and benefits, including presenta-
tion of investment projects with involvement of Russian and international investors.
Promotes development of investment culture and inter-investment communication,
and informs potential investors about investment opportunities.

8. Project office “Preparation of legal opinions on investors’ costs and examination
of price indicators”

Performs collection, processing, and analysis of information on prices for goods,
works, and services of Russian and foreign organizations with the aim of providing
information, analytical and administrative support for control of investment programs
in the city.

In 2018, in order to organize project activities in Moscow, a working group was
established to coordinate activities aimed at the implementation of Moscow city
projects, and regulations on the organization of project activities were approved. The
regulation on the organization of project activities in Moscow establishes procedure
for implementation by Moscow authorities of activities related to initiation, prepa-
ration, and implementation of Moscow city projects, ensuring achievement of goals,
indicators, and results of Federal projects.

Conclusion

The lack of a unified system of PPP governance is one of the main reasons hindering
development of PPP in Russia. One of the most important factors in the successful
development of PPP is the coordinated action of state bodies in development and
implementation of projects. The lack of such coherence will increasingly affect
qualitative characteristics of PPP development in the country. Outwardly, impressive
quantitative indicators of growth in number of PPP projects in the country should
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not divert attention from existing serious substantive problems that are noted by
domestic experts (poor preparation and elaboration of the majority of PPP projects,
lack of sufficient competencies and deficit of professional staff on the side of the
public partner, dominance of projects with small investment, long terms of coordi-
nation with the authorities of different levels of issues related to implementation of
projects, etc.) and which can be solved only on the basis of improvement of the PPP
governance system.

To date, almost all regions have formed basic foundations of PPP institutional
environment and regulatory framework. First of all, it is necessary to note the pres-
ence in all regions of PPP units (authorized body in the field of PPP) and bringing
PPP regulatory framework in accordance with Federal legislation. In addition, most
regions have established specialized structures to support PPP projects and interde-
partmental bodies for PPP policy-making and consideration of initiated PPP projects.
A significant number of regions employ qualified teams of specialists with compe-
tencies in the field of PPP. Among the problem areas, there is lack of regulatory
consolidation of interdepartmental cooperation procedures in the preparation and
implementation of PPP projects, the lack of a system of support measures for private
investors, as well as the lack of unified bodies for competitive selection of private
partners and concessionaires.
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Chapter 7
Instruments of Government Support
for PPP Projects

Vladimir V. Piskunov and Evgenia A. Starikova

Abstract The issues of government support for infrastructure projects implemented
on the principles of public-private partnership are studied. General classification of
public support instruments is offered. Financial and non-financial instruments used in
world practices and in the Russian Federation, including direct and indirect financing
of projects, state guarantees and benefits, administrative and methodological support
of market participants are classified and analyzed. Based on the study of relevant
international experience and current situation in Russia, major existing problems are
identified, and recommendations are made on possible ways to improve the effec-
tiveness of the system of support for public-private partnership projects in Russia,
including the creation of separate specialized financial institutions.

Keywords Support measures · Public-private partnership · Support of PPP
projects · Subsidies · Government guarantees · Capital grant · Infrastructure
JEL-Codes H44 · K12 · O21 · R58

Introduction

According to many authoritative experts, implementation of PPP projects is basi-
cally impossible without appropriate support from the state (Farquharson et al. 2011;
Cuttaree et al. 2011;USDepartment of Transportation. FederalHighwayAdministra-
tion 2010). As the name “Public–Private Partnerships” indicates, PPP is a partnership
arrangement where active support from public authorities to private sector develop-
ment of infrastructure projects is required. There is no general recipe for effective
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public support to PPP projects. Each government has to assess the country’s attraction
to domestic and foreign private investment and to decide which steps will effectively
encourage private sector investment and development of infrastructure projects.

Instruments of such support applied in the world practices can be divided into two
enlarged groups: financial and non-financial. This division is based on the nature
of impact of support measures on the cash flow of the private partner within the
project. Thus, financial measures directly reduce project costs of the private partner,
for example, through budget co-financing or tax savings derived from the action of
public benefits. Measures of non-financial support have an indirect impact on costs
of the private partner, for example, by increasing efficiency of the private partner’s
actions as a result of methodological support and advice from the state (Table 7.1).

In the Russian Federation, such tools are also in great demand: given the crit-
ical importance of public infrastructure and in the context of budgetary constraints,
certain mechanisms must be used. In conditions when the state is not ready to
increase direct budget expenditures, indirect support measures are gaining particular
popularity (InfraONE 2019, p. 30).

At the same time, the country still does not have an effective system of govern-
ment support for PPP projects, primarily in terms of financial assistance, as there
are no some key financial institutions. In this regard, it is advisable to analyze the
existing support tools in Russia and, taking into account foreign experience, to give
recommendations on their expansion.

Results

Direct Co-financing of PPP Projects

In the world practice, direct budget co-financing of public-private partnership is one
of the most widely used support tools. It involves covering part of the capital or
operating costs for the implementation of specific projects undertaken by the public
party under the PPP agreement, through direct financial participation in the project.

The mechanism of national investment funds is widely used for this purpose
in the world. India, for example, has Viability Gap Funding (VGF), Infrastructure
Development Finance Company (IDFC), and India Infrastructure Finance Company
(IIFC) (ADB 2011). In Canada, Canadian PPP Fund (PPP Canada Fund), which
became the country’s first specialized financial instrument for the implementation of
PPP projects, successfully operated for more than a decade. Co-investment by this
Fund in the amount of almost 1 billion dollars US allowed to draw into PPP projects
nearly 5 billion USD of private investment (Ivanov 2016; Ivanov and Ivanova 2019).

In the Russian legislation according to the Law on concession agreements
(115-FZ), expenses of the public partner include expenses for the construc-
tion/reconstruction and/or use of the facility under concession agreement, as well
as the Concedent’s payment (part 13, article 3), according to the Law on PPP/MPP



7 Instruments of Government Support for PPP Projects 125

Table 7.1 Classification of government support measures for PPP projects

Financial measures Non-financial support

Co-financing
– Costs for construction/reconstruction and
operation of the facility

Equity investment
– Investments in exchange for the right to
influence development of the company

Preferential lending
– Provision of loans at a reduced or zero
interest rate

Project development financing
– Financing of pre-project preparation (legal
and financial structuring, marketing, etc.)

Administrative and legislative support
– Promotion of strategic initiatives;
– Accelerated procedure of approval of
permits and other documentation, “one
window” system » ;

– Connection of infrastructure object to
technological networks;

– Adoption of necessary regulations in order
to stimulate the market and to ensure
stability of legal regulation

Subsidization
– Federal subsidies to lower budgets;
– Subsidizing the interest rate on loans;
– Subsidizing payment of rent or lease

Methodological support and market
research
– Study of PPP projects market, its volume
and opportunities, calculation of
infrastructure gaps

– Development of guidelines

Government guarantees
– Guarantee security in the form of guarantees
to expand companies’ access to credit
resources;

– Reducing investors’ risks by insuring
financial liabilities of the private partner

Legal and financial advice
– Compensation for the lack of legal and
economic competences of private partner’s
employees;

– Structuring of PPP project and assistance in
resolving issues arising in the process of
project implementation

Government benefits
– Tariff regulation, establishment of tariffs
favorable for the industry and/or private
companies;

– Tax benefits at the Federal, regional, and
municipal levels;

– Privileges for rent of premises, land,
equipment leasing

Information and educational support
– Coverage of PPP projects and provision of
necessary data;

– Formation of project database;
– Carrying out “road-show” and search for
possible sources of investment;

– Improving skills of all PPP participants and
attracting new stakeholders

Source compiled on the basis of World Bank (2017). PPP Reference Guide 3.0; ESCAP (2008).
Government support for PPPs; etc.

in the Russian Federation (224-FZ) expenses of the public partner, include partial
funding for creation of the object of the agreement (clause 3 of part 3 of article
6); expenses on construction of object of the agreement (paragraph 5 of article 12);
financing operation and/or maintenance of the facility under agreement (clause 3 of
part 3 of article 6); and bearing part of the costs of operation and/or maintenance of
the facility (part 5, article 12).

Theoretically, financing of such expenses is possible due to two financial mech-
anisms: subsidies in favor of legal entities (under article 78 of the Budget Code of
the Russian Federation) and budget investments (under article 79 of the RF Budget
Code) (Chart 7.1).
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Budget co-financing of private party expenses in PPP projects.

Chart 7.1 Budget co-financing of private party expenses in PPP projects

Mechanism of budget investments in Russia has significant limitations. First,
a prerequisite for obtaining it is the state (municipal) ownership of the object of
investment. In this regard, themechanism is not actually applicable to implementation
of projects under the 224-FZ. Secondly, budget investments can only be capital
investments. By contrast, subsidies to a legal entity are a more flexible mechanism.
So, the subsidy can be used also for payment ofworks (services) of the concessionaire
onmaintenance andoperation of object of the agreement, to compensate any expenses
of the concessionaire that hewas not able to recoup at the expense of profit (Inshakova
et al. 2019).

In practice, direct participation of the higher budget for a long time focused on
activities of the Investment Fund of the Russian Federation and was limited to the
mechanism of budget investments and provision of budget allocations to the autho-
rized capitals of open joint-stock companies, including through participation in their
establishment (article 10 of the Rules for the formation and use of budget allocations
of the Investment Fund of the Russian Federation). However, over time, the work of
the Fund was recognized as ineffective, and in 2017 it was abolished by the Decree
of the President of the Russian Federation.

Investment funds still remain at the regional level—the subjects of the Russian
Federation have an opportunity to use thismechanism.However,many of the existing
regional fundswere originally created for transfers from theFederal Investment Fund,
and the format of their further use is not yet clear. One option is to transform them
into specialized funds for financing project development training.

In 2018, Russia introduced an analogue of Investment Fund—the budget Fund
for Infrastructure development created as one of the tools for the implementation
of the May 2018 decrees of the President of the Russian Federation. From 2019 to
2024, the Fund can finance more than 170 projects. It will be filled by additional
state borrowings in the amount of up to 0.5% of GDP per year. It is planned that the
volume of these loans for 6 years will be about 3.5 trillion rubles. At the same time,
the order of distribution of funds has not yet been determined (Starostina 2018).
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Recent launch of the so-called “Project financing factory” on the basis of Vneshe-
conombank (VEB) was a positive step in institutionalization of financial support for
infrastructure projects. This is a new tool of support for business that involves allo-
cation of large concessional loans for construction of industrial enterprises. Several
market participants act as creditors within the Factory: a number of Russian banks
and state corporation VEB itself. They provide a borrower with a “syndicated” loan,
which is accompanied by additional support from the Ministry of Finance. Thus, the
state is also ready to provide borrowers with state guarantees: 294 billion rubles have
been allocated in the budget until 2020. The total amount of funding that selected
projects will receive in the first years under the “factory” mechanism is estimated at
a trillion rubles (Tolstoukhova 2019).

The first three projects for the Factory have already been selected: a project for the
construction of a plant for the production of sulfuric acid and oleum at the site of the
company “KuibyshevAzot” in the Samara region, a project for the construction of the
third stage of methanol production in the Tula region, and construction of a mining
and metallurgical plant on the basis of the Udokan deposit in the TRANS-Baikal
region.

Currently, the Ministry of economic development proposes to expand the list of
industries that are covered by the financing of the factory—in the future, projects
in the field of education, ecology, and health will be eligible for loans. The lists of
infrastructure and manufacturing industries can also be expanded (Adamchuk and
Bazanova 2019).

It is also worth noting such an instrument of state participation in the implementa-
tion of PPP projects as project preparation financing—in the world practice it draws
significant attention. It allows a public initiator to provide necessary resources for
preparation of significant projects, qualitative structuring ofwhich by a public partner
is not possible. Although the importance of project preparation financing in Russia
has been recognized long ago, there are not so many relevant instruments still: only
the financial company VEB Infrastructure can be named.

A new “seed” fund of Sberbank and infrastructure company InfraONE promises
to become an interesting tool of financial support. It is planned that the Fund will
be established from 2019 for 6 years. The size of the Fund will be more than 10
billion rubles. The Fund is to support about 150 projects for $210 million, and with
reinvestment their number will increase to 200. The Fund plans to prepare 50–60
projects annually, expanding their number in the market by a third. The preparation
costs of documents would amount to 60–150 million rubles for one project. After
commercial closure, the Fundwill exit the projectwith compensation from the private
investor. It should be noted, however, that the Fund is more a commercial tool than
a tool of government support.



128 V. V. Piskunov and E. A. Starikova

Subsidization

Another tool for direct financial support of PPP projects from higher budgets is
subsidies in the form of inter-budget transfers. At the same time, in this case, the
money is only transferred in favor of lower budgets, and the actual costs of a particular
project are carried out by the region/municipality itself.

In theworld practices, Australia is a vivid example of subsidizing regional budgets
for the implementation of PPP projects. The tool is used in the framework of the
Australian construction fund, which was founded in 2008 to finance strategically
important public infrastructure in transport, telecommunications, water, and energy.
In 2009–2010, for example, 90% of all Federal assistance in favor of the States was
provided by Australian government through the Fund in the form of grants (Bounds
2012, p. 8).

In Russian practice, subsidies to lower budgets are provided through two main
mechanisms—with the help of investment funds and within the framework of state
programs (Solntsev 2017).

Until recently, subsidies to lower budgets were carried out, in particular, within
the framework of the Investment Fund of the Russian Federation and the Fund for
promotion of housing and communal services reform. However, the first, as already
mentioned, has been abolished, and the latter has recently changed the rules for
provision of funding. Thus, in August 2017, subsidies to the budgets of the subjects
in terms of capital and operating costs for municipal projects were excluded from
the list of eligible forms of support provided by the Fund for promotion of housing
and communal services reform.

The second channel of subsidies is government programs. As an example, we
can cite the Federal target program “Development of physical culture and sports in
the Russian Federation for 2016–2020”, which provides for the possibility of co-
financing of state programs of the Russian Federation. In particular, subsidies are
provided for the construction and reconstruction of low-budget (up to 25 million
rubles) sports facilities. In 2018, PPP in sports was subsidized by the Ministry of
Sports of the Russian Federation by 150 million rubles, and in 2019 the amount of
assistance is expected to double

One more example is the state program of the Russian Federation “Development
of the transport system”. “Promoting the development of roads of regional, inter-
municipal and local importance”, involving the provision of budget transfers to the
relevant projects, is one of itsmain goals. In particular, the rules for providing funding
under the category “other budget transfers” mean the possibility of allocating money
for projects implemented in the format of public-private partnership. Methodology
of the selection of such projects is fixed by the order of the Ministry of transport of
August 1, 2016, №221.

Another option of subsidizing, common in the world practice, is interest rate
subsidies on loans. This mechanism is also used in Russia. In particular, such a
mechanism is used in activities of the Fund for development of housing utilities—at
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the expense of the Fund it is possible to subsidize part of the loan rate in excess of
5% per annum.

State Guarantee

In international practice, there is a common approach in which the state does not
directly participate in the financing of infrastructure projects (for example, through
direct budget investments), but assumes a number of contingent obligations of a
guarantee nature. In many cases, however, direct and guarantee financial support is
used in conjunction. Among the guarantee mechanisms are guarantees on debt obli-
gations, exchange rates, deferred payments, tariffs, the level of demand for services,
payments at the end of the project, etc.

The Republic of Korea is one of the many foreign examples. The country has a
special Fund of credit guarantees, specializing exclusively in support of PPP projects
(Ivanov 2016). Another example is the infrastructure guarantee Fund of Argentina
announced in September 2017. The Fund was established by the inter-American
development Bank and the World Bank; the first will contribute $ 600 million to the
Fund, the second—$ 300 million (Pagano 2017).

The possibility of providing investors with state guarantees is directly fixed in
both 115-FZ and 224-FZ. However, in practice, state guarantees (both Federal and
regional) in PPP projects are used in a very limited number of projects—in the context
of the economic crisis, the mechanism is mainly used to support individual backbone
enterprises, rather than infrastructure projects. By the end of 2016, the accumulated
amount of public debt under the guarantee obligations of the Russian Federation
reached 2.6 trillion rubles, while the share of project financing in it was only 3%.
In recent years, the bulk of state guarantees—in 2016, for example, 175.3 billion
rubles were allocated for them in the Federal budget—are used as part of anti-crisis
support. Anti-crisis guarantees of 2012–2016 occupy almost 52% in the structure of
accumulated guarantee obligations.

Government Benefits

Tax benefits are an important tool to improve the economy of PPP projects and stim-
ulate interest from private investors. In world practice, as a rule, PPP projects are
subject to only General tax benefits, but in some countries there are also special-
ized benefits. In South Korea, for example, for projects implemented under the BOT
(build-operate-transfer) scheme, the rates of value-added taxes and real estate regis-
tration are reset, and for long-term projects (more than 15 years), the tax on interest
on concession bonds is reduced (up to 15%). Also, Korean public partners in most
cases establish benefits for PPP projects for obtaining a land plot (Ivanov 2016).
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Another example is the Philippines. Thus, in July 2017 in the country in 14 regions
came into force the rule of 10-year zero income tax for PPP projects.

In Russian practice, the provision of benefits for income, property, land, and
transport taxes is widespread at the regional and municipal levels. For example,
certain preferences are established for the property that is the object of the concession
agreement under the law of the Leningrad region of November 25, 2003, № 98-oz
“On the property tax of organizations”. Similar examples can be found today in
many other Russian regions, as such measures are effective and at the same time
easily replicated. Below is a brief overview of the regional measures of assistance to
private investors applied in the Moscow region (Table 7.2).

Since 2017 in many regions of Russia specialized tax benefits for PPP projects
began to be actively implemented. For example, inBashkiria, the expert council of the
State Assembly considered the development of public-private partnership in housing
and communal sector of the Republic and concluded that investors in the sector need
tax incentives. According to the council’s assumption, short-term tax losses of the
budget will be more than compensated by the benefits from the implementation of
projects. Two amendments to the legislation were proposed: one of them provides for
the exemption of investors who have concluded an agreement on PPP from paying
property tax from 1 to 10 years. The other provides a discount on income tax up
to 30%. Similar changes were proposed in the Murmansk region by the Ministry
of industry and entrepreneurship development. They provide for the introduction of
tax benefits on profits and property of enterprises for investors implementing PPP
projects into the Law “On state support of investment activities in the Murmansk
region”.

Administrative Support

Due to the complexity of PPP mechanism as a form of implementation of investment
projects, administrative support from the state is highly desirable. Themain objective
of such support is to simplify and accelerate the procedures for involving a private
investor in the development of public infrastructure. A common tool for such support
is the “one window” principle, which is used to some extent in almost all PPP
countries.Avivid example is theUK: - at the local level there are special organizations
for development of PPP, established by the Treasury and local authorities.

Among examples of administrative support in Russia is the experience of the
Department of competition policy ofMoscowcity administration,whichworks on the
principle of “one window” and simplifies the entire process of submitting necessary
documentation and bringing pre-investment stage of the project to its logical closure.

The role of information exchange between the authorities and the market is also
important. InRussian practice,major infrastructure forums organized by theNational
PPPCentre, for example, can be identified as one of the instruments of such exchange.
Among themain ones is the annual infrastructureCongress “Russian PPPweek”. The
Congress serves as a platform for allmarket participants to discuss issues related to the
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Table 7.2 Key measures to support private investment in the Moscow region

Type Incentives Legal basis for granting

General fiscal measures

1 Property tax With the conclusion of the
agreement
0-1,5% (for 5 or 8 years)
Investments of more than 1 or
3 billion rubles.
Article of direct action
0% (for 4 years)
Investments in the
construction of buildings for
50 million rubles

Law of the Moscow region
No. 151/2004-OZ “On
preferential taxation in the
Moscow region” (articles
26.15-26.18)

2 Profit tax With the conclusion of the
agreement
12.5% (for 5 or 7 years)
Investments of more than 1 or
3 billion rubles.
Article of direct action
13.5% (for 4 years)
Investments more than 1 or 3
billion ruble

Law of the Moscow region
No. 151/2004-OZ “On
preferential taxation in the
Moscow region” (articles
26.15-26.18)

Incentives for residents of special economic zones

1 Property tax 0% (for 8 years) Law of the Moscow region
No. 151/2004-OZ “On
preferential taxation in the
Moscow region” (article
26.10)

2 Profit tax 0% (for 8 years)
5% (for 6 years)
13.5% (more)
Subject to the conditions
(resident status, direction of
the released funds for
development)

Law of the Moscow region
No. 151/2004-OZ “On
preferential taxation in the
Moscow region” (article
26.10)

3 Land and transport tax 0% (for 5 years) Law of the Moscow region
No. 151/2004-OZ “On
preferential taxation in the
Moscow region” (article
26.10)
RF Tax Code

Measures to support industrial investment

1 The reimbursement of
expenses for engineering
infrastructure

Up to 80 million rubles Resolution of the
Government of the Moscow
region of August 23, 2013,
№662/37

(continued)
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Table 7.2 (continued)

Type Incentives Legal basis for granting

2 Industry development
Fund

Loans from 50 to 300 million
rubles

Agreement with the Fund of
January 26, 2017

Provision of land plots

1 Land for rent without
bidding)

In case of compliance with
the criteria (see text)

Law of the Moscow region
No. 27/2015-OZ of March
18, 2015

strategic planning of PPP development in Russia, removing of barriers, replication
of best practices, etc. It is worth noting sectoral and regional forums held by the
National PPP Center—for example, the annual strategic forum “Transport systems
of Russia” and events held in various Federal districts of the country, in particular, the
forum of the Central Federal district on PPP. Such events help, among other things,
to form the law-making agenda of the state.

Methodological Support and Market Research

One of the important elements of non-financial support of PPP projects is method-
ological and analytical support of the market.

A widespread international practice is the development and dissemination of
methodological recommendations on the use of PPP mechanisms by public author-
ities or national centers of public-private partnership. In most countries with devel-
oped PPP markets—for example, in the UK, Canada, and Australia—a comprehen-
sive methodological framework for supporting PPP projects has already been estab-
lished. In some countries—for example, in SouthAfrica—methodological guidelines
essentially replace PPP legislation.

The role of methodological support is also recognized in Russia. However, today
it is difficult to talk about the presence of its broad base. Work in this direction has
just begun. Thus, at the end of 2016, theMinistry of economic development of Russia
issued official Recommendations for the implementation of public-private partner-
ship projects. More developed practice of preparing sectoral guidelines, for example,
the relevant ministries, together with the AVTODOR group of companies and the
development housing Association, have developed tools to provide methodological
support for PPP projects in the road and housing sectors. Such recommendations
were developed by the Ministry of Health and the Ministry of Sports of the Russian
Federation for the industries under their jurisdiction. The national PPP center is also
activelyworking in this direction. In particular, the relevant publicationswere devoted
to the social sphere, housing, and communal services. Since September 2017, the
national PPP center has been publishing monthly expert releases on topical issues of
the Russian PPP.
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Information and Educational Support

An important factor for successful application of PPP is information support, since
all market participants wish to have full information to make quality decisions. In
world practice, functions of information support are often transferred to national PPP
centers.

This practice exists in Russia too. Thus, the Russian National PPP center with
support of theMinistry of economic development created the Platform for supporting
infrastructure projects “ROSINFRA” (pppi.ru) which maintains a comprehensive
database of PPP projects implemented in Russia.

In fact, the ROSINFRA Platform is designed to become an accelerator of design
solutions, expertise, and financial instruments to assist in the preparation and launch
of infrastructure projects, as well as to assist in obtaining state support and attracting
private investment in infrastructure projects.

Within the framework of theROSINFRAPlatform, a number of services have been
implemented to help market participants of infrastructure investments accelerate the
process of preparation and launch of projects, as well as improve their quality. In
particular, the Platform has already launched:

• database of implemented projects—the full base of successful cases, which will
allow market participants to structure their projects faster and better.

• “stock exchange” of planned projects—aggregated investment proposals of
regional and municipal authorities in the field of infrastructure, as well as infor-
mation on support measures, authorized bodies, and investment strategy of public
legal entities in the field of infrastructure.

• analysis of the PPP market—a set of interactive modules containing informa-
tion about the infrastructure component of national projects; rating of regions
by the level of PPP development; judicial practice and practice of Federal Anti-
monopoly Agency; analytical information on development of infrastructure and
PPP in Russia and the world, as well as other useful analytical materials.

• infrastructure marketplace—a convenient platform for the selection of qualified
suppliers and performers for any of the stages of preparation and implementation
of infrastructure projects.

• expert assistance—a convenient service for the selection of qualified experts for
online consultations in the preparation and launch of projects, as well as search
for specialists for registration in the project team or staff.

The following services will also be launched by the end of 2019:

• Project office—a convenient service for communication of project teams in the
preparation of projects, as well as interdepartmental coordination of municipal
and regional authorities in the initiation of PPP projects

• Online Academy—a platform for distance education on implementation of PPP
projects
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Investment portals of relevant Federal and regionalministries are also an important
element of information support. In particular, the information portal on investments
in housing and communal services is conducted by the Ministry of construction. The
majority of Russian regions have similar portals of general profile.

An important long-term tool to support PPP is educational support. Institute of
PPP development established by the National PPP center makes a significant contri-
bution in this respect. The Institute conducts a variety of training programs for both
representatives of the public side and employees of private companies. In total, the
PPP Institute trained more than 5500 market participants both on the public and
private sides and implemented comprehensive training programs in 22 regions of
the Russian Federation. However, a multiplier effect will be achieved only when
the relevant programs, educational and professional standards for the public side are
unified and approved at the Federal level, and competencies will be transferred on
a network basis from specialist to specialist, from the level of power to the level of
power.

At the level of fundamental University education, young specialists in PPP are
trained in such universities asMGIMO,Higher school of Economy, FinancialUniver-
sity, Russian Academy of national economy and state service, and St. Petersburg
University of Economics. Training programs are being improved every year, the inter-
disciplinary nature of training is developing—from economic and legal knowledge
to understanding the system of PPP public governance.

Conclusions/Recommendations

Todate, theworld has accumulated awealth of experience in supporting PPPprojects.
Through the use of a variety of tools for such support, it is possible to implement
PPP projects across a wide spectrum of industries in many countries of the world,
especially in developing countries.

The increasing use of relatively new instruments—in particular, special finan-
cial institutions—targeted infrastructure funds draws attention. High organizational
and institutional variability of funds allows to use different approaches, tools, and
methods of financial support of projects, to offer a wide range of financial products
(Schur 2016).

Unfortunately, today these instruments actually fall out of the Russian practice of
PPP projects—in Russia there are no yet infrastructure funds that provide low-cost
credit resources or issuing guarantees for the implementation of long-term infras-
tructure projects. There are no such tools as guarantee funds in Russian PPP arsenal,
although the need for their creation has long been spoken of by domestic business.
The role and practice of participation of regional investment funds in the implemen-
tation of infrastructure projects on the principles of public-private partnership has
not been defined.

One of the main risks that constrain domestic investors in deciding to implement
projects in the regions (especially in small towns and rural settlements) is the lack of
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stability of local budgets (Tkachenko and Ivanov 2018). That is why many investors
are not ready to implement long-term PPP projects, in which the municipality acts
as a public party, fearing that due to various events in the long term, the local budget
will not be able to fulfill its obligations to the investor to co-finance part of the cost
of creating an object or to pay the so-called “accessibility fee”. It is obvious that in
order to solve this problem and to stimulate private investment in the development
of public infrastructure, it would be useful to adapt to the Russian conditions the
concept of a “safety cushion” successfully used in many countries of the world in
the form of special trust funds that would guarantee fulfillment of obligations of the
public side to a private partner (concessionaire) in the event of economic crisis and
other events.

It is also important to create a mechanism of preferential lending to investors in
PPP infrastructure projects. The creation of such a mechanismwill ensure variability
of financial measures to support projects, take into account individual characteristics
of projects when choosing the optimal form of support (capital grant and/or conces-
sional lending), ensure the best budgetary efficiency, and increase the success of
relevant projects. Such a mechanism in Russia could be launched on the basis of one
of the development institutions, for example, Vnesheconombank (VEB), by analogy
with the Project financing Factory, but taking into account specifics of PPP projects
(Inshakova et al. 2017).

The simultaneous implementation in Russia of the concept of preferential lending
and the capital grant Fund for PPP projects will require the creation of a single center
for the examination of socio-economic effects of the implementation of infrastructure
projects, one of the key functions of which will be to justify the choice of an optimal
form (provision of direct financing and/or concessional loan) and amount of state
support (Table 7.3).

Table 7.3 Recommendations for establishing financial institutions in Russia to support
infrastructure projects

Problem of equity leverage Problem of budgetary
leverage

Problem of project preparation
financing

Creation of a factory of private
equity funds in infrastructure
with partial budget and
quasi-budget participation

Establishment of a special
financial institution to provide
capital grants and project
guarantees

Creation of project
development financing
mechanisms (funds and
assistance programs)

– Will help to solve the
problem of access to
regional PPP projects to
equity investors

– Will allow construction
companies and operators
with limited investment
opportunities to participate
in PPP projects

– Capitalization through
placement of bonds under
state guarantees

– May be an alternative
mechanism of
tax-increment financing

– Budget and quasi-budget
funds can be provided for
preparation of priority
projects for national
economy in the form of
grants;

– For other projects financing
can be carried out on a
returnable basis (credit,
installments, share in the
company, etc.)
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Chapter 8
Preparation and Assessment of PPP
Projects

Vasily A. Marinin and Nikolai V. Studenikin

Abstract This paper details the stage of preparation and approval of the PPP project,
including an assessment of the effectiveness and justification of the comparative
advantage of the chosen form of implementation, taking into account the require-
ments of legislation and current market practice in the Russian Federation. The
authors formulated major national specifics and basic approaches to key sub-phases
of preparation of a PPP project: concept development of a PPP project, the analysis
of the conditions of its realization, the legal and financial structuring, evaluation of
the effectiveness and substantiation of comparative advantages.

Keywords Project management · Life cycle · Feasibility analysis · Efficiency
assessment · Comparative advantage · Feasibility study · PPP project structuring ·
Risk matrix · Financial model of the project
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Introduction

According to the National PPP Center analyses, on average, only every third of initi-
ated PPP projects in the Russian Federation enters the stage of competitive selection
of a private partner and only 70% of them manage to find private investors and pass
the stage of commercial and financial closure (conclusion of a loan or other agree-
ment to attract financing). Thus, an average of 20–30% of project PPP initiatives
reach from the idea to the financial closure The quality of some of the PPP and
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concession agreements that have been concluded leaves much to be desired, which
may further affect the success of their implementation.

The reason for such a low percentage of successfully launched PPP projects in
Russia is primarily the lack of competence of market participants and inefficient
project management at the stage of preparation and approval of the project.

At the same time, the introduction of effective models and best foreign practices
of PPP project management, including the unification and digitalization of processes,
allows:

• to provide a higher quality of development of PPP projects;
• to increase the degree of controllability and verifiability of the results of the

implementation of PPP projects;
• reduce existing and potential administrative and other barriers to the successful

implementation of PPP projects;
• to provide maximum information openness of the whole process management of

PPP projects, with the aim of attracting the widest range of participants.

Effective management of PPP projects is based on a clear understanding of their
life cycle and the role of each participant at each stage.

Based on the PMBoK methodology, the National PPP Center identifies five key
stages of the life cycle of any PPP project (given for the case of launching the project
under the classical competitive procedure and from the position of a public partner):

• initiation of the project (initial assessment of the feasibility and concept
development);

• project planning (development of feasibility study, financial and legal model,
implementation schedule, etc.))

• selection and conclusion of an agreement with a private partner
• support of pre-investment stage;
• organization of control and monitoring of the project implementation by the

private partner.

Connection of these stages with the main phases of PPP project, provided by the
legislation on PPP in Russia, is shown in Chart 8.1.

In turn, within the framework of preparation and approval of the PPP project, the
initiators usually follow the following sequence of steps:

• Step 1: Development and coordination of the project concept, formation of the
working (project) group.

• Step 2: Technical, legal, and marketing analysis of project implementation
conditions.

• Step 3: Technical, legal, and financial structuring of the project (preparation of
necessary documentation).

• Step 4: Evaluation of the effectiveness and substantiation of comparative
advantagesComparative advantage of selected forms and model of PPP project.

• Step 5: Decide on the implementation of the PPP project and launch a tender
procedure for the selection of a private partner (if applicable).
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Chart 8.1 Key stages of PPP project life cycle

This sequence of steps is universal, but some nuances may differ depending on
the chosen form of PPP project implementation. For example, performance evalua-
tion and justification of comparative advantage is a mandatory requirement for the
launch of PPP projects implemented only within the framework of the Federal law№
224-FZ “On public-private partnership, municipal-private partnership in the Russian
Federation…”, for projects implemented within the framework of the concession
model, the procedure for assessing the effectiveness and justification of comparative
advantage is not mandatory and applies only if the public partner himself considers
it necessary to conduct it.

Results

The project is a unique set of coordinated actions with specific deadlines, undertaken
to achieve certain goals in terms of compliance with the requirements for cost and
quality. Given this definition, we can say that the relations arising from the public and
private parties in the framework of public-private partnership, clearly have a project
nature, as: strictly limited by the term of the agreement, have a clear goal—to achieve
certain socially significant results and involve fixing in the agreement (contract) the
amount of financial participation of each party.

At the same time, PPP project management has its own peculiarities.
First, the sectoral specificity of PPP mechanisms and the need to strike a balance

between the interests of business, society, and the state, significantly complicates the
process of development and coordination of such projects. It can be said that PPP
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projects are the most complex example of the application of project management
principles that can only be encountered in the public sector.

Secondly, PPP projects are more long-term and complex, and more attention
should be paid to their preparation:

• analysis of the feasibility of the project in the long-term and justification of the
chosen form;

• careful stydy of the terms of contract;
• organization of control and monitoring over the execution of the contract

(agreement).

At the same time, PPP projects are characterized by the allocation of two main
stages of the life cycle, which differ from the point of view of project management:

• stage 1—start of the project (from the initiation of the project until the conclusion
of the agreement) framework,which is characterized by greater involvement of the
public and application ofmethods of forecasting andmodeling of future processes;

• stage 2—project implementation (from agreement to completion of the project),
where the role of the public sector is practically reduced to monitoring the actions
of the private party, and the methods of project management by the private partner
are similar to the approaches used in construction projects or life cycle contracts.

Given this feature, it can be said that at the stage of implementation, PPP projects
are almost completelymanaged on the basis of parameters and in accordancewith the
plans developed at the launch stage, that is, the life cycle of the PPP project is predic-
tive. Therefore, the effectiveness of project management at the stage of launching
a PPP project is even more important than at the stage of direct implementation,
especially for the public side (Inshakova et al. 2019).

In turn, the launch stage can also be divided into two sub-stages:

(1) project preparation and approval;
(2) selection of a private partner for the project.

Step 1: Development and approval of the project concept

In the Russian Federation, there are no uniform requirements for the PPP project
concept or unified forms of such a document. In practice, as the concepts of PPP
projects, there are both short presentations with the most significant parameters, and
detailed, several hundred pages, analytical documents with a detailed analysis of the
advantages and disadvantages of using a particular form of project implementation,
as well as the legal and technical conditions in which the project is implemented.

Despite the differences in approaches, it is possible to identify the main issues
that are usually answered by the concept, regardless of the format of its provision:

• What problem is the project aimed at and what is its relevance?
• What are the objectives of the project and how are they correlated with the

objectives and targets of the relevant strategic planning documents?
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• Who are the main participants of the project? Who should be part of the project
team during the project launch phase?

• What are the main technical and economic indicators of the object planned to be
created?

• What services are planned to be provided using the object of the agreement?
• What are the expected deadlines for the main stages of the project?
• What is the estimated total cost of creating an object of agreement?
• Is a public partner ready to provide financing and in what amount?
• What is the expected distribution of the parties’ obligations in the project?
• What risks is a public partner ready to carry?
• What risks—in the public partner’s view—shall bear a private partner?
• What are the advantages of using PPP mechanisms for project implementation?

An important task before the project is formally launched and directed in the
prescribed manner for approval and evaluation, is to conduct preliminary discussions
of the concept of the project with the main potential stakeholders: the authorities, the
public, and potential private partners, population (users). Such a discussion allows
to understand at the earliest stage whether the project is viable and under what
conditions it can attract potential investors.

To organize such a discussion, interdepartmental bodies (councils or commissions
on investments and (or) PPP) or special online platforms that are constantly operating
or being formed for the project are most often used.

Nota Bene
Especially for the purpose of identifying potential interested parties and part-
ners for the launch and implementation of PPP projects in the subjects of the
Russian Federation National PPP Center and the Ministry of economic devel-
opment of the Russian Federation has launched the official online Platform of
support for infrastructure projects “ROSINFRA” (rosinfra.ru). With the help
of this platform, any public legal entity can find for its “PPP initiative”, which
is at the stage of the concept, potential investors, private partners (including
those ready to come out with a private initiative), experienced consultants, and
other possible partners interested in the project.

Either as part of the concept development or after its approval, a project team
can be formed to prepare and launch the project. As a rule, the formalization of
such a team consisted of state (municipal) employees occurs through the creation
of a permanent or temporary working group. Given the cross-sectoral nature of PPP
projects, their complexity and capital intensity, such a working group, as a rule,
is headed by a representative of the Supreme Executive authority in the rank of
not less than Deputy senior official (Governor, head of the municipality). Often the
authorities formalize the beginning of work on the project through the adoption of
a special order, which defines the deadlines for the preparation of the project and



146 V. A. Marinin and N. V. Studenikin

the responsible persons, can also be determined by the composition of the working
(project) group.

The hierarchical structure of works on preparation of the concept of a PPP project
is introduced in Chart 8.2.

Step 2: Marketing, technical, and legal analysis

If the concept of the project is approved in principle by all potential participants,
a marketing, technical, and legal analysis of the project implementation conditions
is carried out (there are often cases when these works are carried out within the
framework of the development of the project concept).

Such analysis can be carried out either by potential public partner (initiator) on its
own, or with the involvement of consulting companies or specialized development
institutions (agencies, development corporations, foundations, international financial
organizations, etc.).

Marketing analysis is understood as the activity of search, collection, and prelim-
inary analytical processing of information that is important for the successful launch
and implementation of the project in the future.

The need for marketing analysis in relation to PPP projects is determined by the
following factors:

• presence of a large number of participants with multidirectional interests (as a
rule, the initiator of the PPP project is the state, and the main executor are private
investors, who need to be interested and involved in the project);

• capital intensity of PPP projects, which determines the need to attract large
amounts of private investment and debt, using a variety of debt financing
instruments;

• political and social sensitivity of the population to the introduction of fees for
the use of public-private partnership, which determines the need for appropriate
research, and also outreach to the population;

• long period of project implementation, determining the complexity of the forecast
of the main financial and economic indicators of the project;

• high risks of implementation of PPP projects, complexity of forecasting their size
and impact on the long-term;

• the need to analyze the demand for goods/services provided using the PPP facility;
• the need to assess the possibility and feasibility of attracting state support.
• As part of the marketing analysis, as a rule, the following aspects of the

implementation of the infrastructure project are clarified:
• will the infrastructure facility or the services provided with its use be in demand;
• what is the market of demand for the object/services in terms of geography, target

groups of consumers and their number, including taking into account development
trends;

• what is the level of competitive supply, whether competing projects are planned
and their impact is taken into account;
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• what backs up the confidence in the availability of demand for services in the
long-term, including taking into account possible changes in the conditions of
their provision (fee collection, increased access, etc.);

• what is the practice of implementing similar projects in Russia and abroad?

The depth of marketing analysis can vary greatly depending on the objectives of
the project and availability of resources.

Nota Bene
Marketing analysis plays a significant role in forecasting cash flows, which
are taken into account in the financial model and directly affect commercial
efficiency of the project and feasibility of its implementation both for the private
and public partners.

As part of the technical analysis of the project implementation conditions, the
following types of work are usually carried out:

• estimation of current technical condition of the property complex, if the project
presumes transfer of any property to a private partner;

• definition of technical and economic indicators of the objects planned for
construction/reconstructions;

• definition of technologies and description of the process of operation and/or
maintenance of the facility;

• determination of requirements for the necessary engineering infrastructure
(supply of electricity, water, sanitation, gas, access roads, etc.);

• general estimation of capital and operating costs;
• development of the schedule of construction works and necessary repairs.

The results of the technical analysis are used to determine the costs of project
implementation, as well to formulate the tasks for a private partner to create an
object and its subsequent operation.

As part of the legal analysis of the conditions of project implementation the
following issues are usually evaluated:

• fundamental legality of the project on the basis of the analysis of legislation,
judicial, and law enforcement practice;

• available legal forms and models of project implementation;
• legal restrictions and peculiarities of the project implementation, including the

legal status of land plots and property complex, restrictions of sectoral legislation,
etc.;
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• regulatory risks of project implementation: budget legislation, competition law,
environmental legislation, tariff regulation, etc.;

• tax aspects of project implementation.

The results of the legal analysis are used to determine the possibility and conditions
for the use of PPP mechanisms in the implementation of the project, as well as the
limitations of the legal environment in which it will be implemented,

Step 3: Technical, legal, and financial structuring of the project (preparation of
feasibility study, risk matrix, and legal documentation)

As in the case of the project concept, there are no unified requirements for the
feasibility study of the PPP project in the Russian Federation. As a rule, a PPP
project feasibility study is understood as a comprehensive document that justifies
the feasibility of the PPP project and contains both analysis of the initial conditions
of the project (legal, technical, economic), and analysis of costs and revenues in
implementation of the project, as well as an assessment of the project effectiveness.

Subject to the use of this approach to the understanding of the feasibility study of
the project, such a document should include:

• results of marketing, legal, and technical analysis;
• description of the chosen legal model of project implementation;
• description of the technological process;
• requirements to the created object and necessary engineering infrastructure;
• description of main equipment, fixtures, and accessories;
• integrated calculation of the consolidated cost of products/services;
• duration of a project;
• description of the payment mechanism and payment schedule;
• financial model of project implementation;
• calculation of efficiency criteria (financial/commercial, budgetary, socioeco-

nomic, etc.).

The hierarchical structure of works on preparation of feasibility study of PPP
project is shown in Chart 8.3.

Financial model is the main component of the project feasibility study.
Financial model is a method of calculation of financial and economic indicators

of the project, which can be implemented, for example, in the form of a spreadsheet
file (MS Excel) or configured in a specialized software product.

The purpose of the financial model is:

• evaluation of income and expenses for the project;
• determination of the parameters of project payback;
• calculation of key project performance indicators;
• evaluation of budget participation in the project: the amount of budget payments,

tax revenues, net present value (NPV) of the project for the budget;
• evaluation of comparative advantage of the project implementation using PPP

mechanisms;
• quantitative assessment of project risks for both private and public partners;
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The initial data for the financial model are

• capital expenditures for creation (reconstruction) of the agreement object;
• operating costs for operation and/or maintenance of the facility of the agree-

ment, including taking into account the investment costs of the private partner
compensated at the stage of operation;

• volume of goods produced, works performed, services provided;
• the forecast of tariffs;
• potential cost and volume of borrowed financing;
• macroeconomic assumptions;
• volume and procedure of financial participation of budgets of the budget system

of the Russian Federation;
• tax assumptions.

The output of the financial model should include:

• cash flow forecast;
• profit and loss forecast;
• financial balance of the project;
• quantitative risk assessment;
• evaluation of the commercial effectiveness of the project, including net present

value (NPV) of the project, internal rate of return (IRR), payback period (PB),
profitability for the private partner and for financing organizations;

• calculation of the comparative advantage of the project implementation using PPP
mechanisms.

Before developing a financial model, the initiator must determine the payment
mechanism in the project, for which it is necessary:

• to determine the sources and structure of project financing during the construction
phase;

• to determine the required level of participationof the public partner in thefinancing
of the project;

• to determine the order and conditions for the allocation of excess revenue in the
project (if applicable);

• to determine the system of fines for the implementation of the project;
• to assess the expected tax burden on the private partner and possible tax and other

revenues to the budgets of the budget system of the Russian Federation as a result
of the project implementation;

• to determine the optimal model of risk distribution between the parties.

One of the key factors in the success of a PPP project along with the allocation
of risks is to determine the optimal level of participation of the public partner in
financing the project.

Financial participation can be carried out at different stages (design, construction,
operation, and/or maintenance) and in different forms (fixed payment or payments
tied to certain conditions: loading, profitability, etc.). From the legal point of view,
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possible mechanisms of budget participation in the implementation of PPP projects
in the Russian Federation, depending on the form of implementation are presented
in Table 8.1.

There are threemain types of paymentmechanisms (mechanisms of compensation
to the private partner of investments) used in the world practice of PPP projects:

• direct fee collection by concessionaire (direct toll or user-pay);
• minimum guaranteed income (MGI, minimal revenue guarantee)
• availability payment.

These payment mechanisms have a set of features that make it possible to
determine their appropriateness, taking into account the specifics of the project.

Table 8.1 Eligible mechanisms of budget participation in PPP projects in the Russian Federation

International
definition

Purpose Transfer of
funds

Budget code
of Russia

Federal law
(224, PPP)

Federal law
(115,
Concession)

Capital grant Co-financing
costs during
the creation
of the object

Fixed
payments at
the stage of
creation

Budget
subsidies
(article 78.2)

Public partner
partially
finances the
facility at the
stage of
operation and
(or)
maintenance
(part 2 of
article 6)

Concedent
partially
compensates
the expenses
for the creation
and (or)
reconstruction
of the facility
(article 3,
paragraph 13)

Operation
Grant

Co-financing
of operation
and (or)
maintenance
costs, as well
as return on
investment

Fixed
payments
during
operation and
(or)
maintenance
(“availability
fee »)

Concedent’s
payment
(article 13,
paragraph 3)

Compensation
payment paid
in case the
project does
not achieve
any indicators
(minimum
revenue
guarantee, or
MRG)
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In general, we can say that the success of a PPP project depends on the optimal
ratio of the following important parameters obtained during its structuring:

• expected profitability of the project for the private partner and, as a consequence,
duration of the project;

• form and possible level of budget participation in the financing of the PPP project,
including the ratio of “operational grant” and “capital grant”;

• allocation of risks between the parties;
• guarantees to be provided to financing organizations;
• correctness of calculations of capital and operating costs, as well as of demand

and revenues in the project.

Each of these parameters, both during the development of the project and in its
subsequent coordination and discussion with potential stakeholders, can be changed
in order to achieve the optimal combination. That is why for any PPP project it
is advisable to develop a financial model that allows sensitivity analysis and can
automatically recalculate output when input values change.

Risk assessment in a PPP project is an important point in its structuring and devel-
opment of financial and legal documentation. As part of this assessment, a complete
list of risks associated with the implementation of the project for all participants and
stakeholders should be made. Risks are generally understood as probable changes
in the project indicators, primarily related to income and expenses. The composition
and significance of risks in a PPP project depend on its specifics.

The distribution of risks in a PPP project plays a significant role in the success of
its launch and implementation. Accounting and risk assessment should be carried out
from the moment of concept development (qualitative) to the immediate implemen-
tation of the project (quantitative). It is also recommended to maintain a “register”
of realized risks, which indicates not only the list of risks, but the degree of their
impact on the project as well (Inshakova Agnessa and Goncharov Alexander 2017).

The risk matrix is usually presented in the form of a table that contains the
following information:

• list of risks (risk events) towhich the project is exposed at various stages (approval,
tender procedure, commercial and financial closure, direct implementation);

• risk qualification according to the probability of occurrence and consequences for
project implementation;

• quantitative and/or qualitative risk assessment;
• distribution of risks among project participants, including indication of who will

bear additional costs during their implementation;
• measures to be implemented to reduce the impact of risks.

Usually, risks are carried by the party that can manage it better.
General model of qualitative risk assessment when launching a PPP project is

presented in Chart 8.4.
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Nota Bene
Risks that can be realized after commercial closure of the project (signing of
the agreement) should be clearly described in the agreement text, indicating
which party and to what extent is responsible for their management.

Drawing up a risk matrix is a mandatory stage of preparation only for projects
implemented within the framework of the 224-FZ “On public-private partnership,
municipal-private partnership in the Russian Federation…”. Still, for large conces-
sion projects, participants also use this approach for better legal structuring and future
project management.

The final stage of PPP project structuring is the development of the draft agree-
ment. The availability of the draft agreement before the launch of the tender procedure
is a prerequisite only for projects implemented within the framework of the 224-FZ
“On public-private partnership, municipal-private partnership in the Russian Feder-
ation…”, as well as for concession projects in certain industries (water supply and
sanitation). This requirement was established by the legislator based on the need for
a comprehensive accounting and quantitative assessment of the risks of the public
partner, which can be carried out only based on the wording of the conditional obli-
gations of the public partner prescribed in the agreement. At the same time, the final
text of the agreement, both in the case of concession projects (except for the cases
mentioned above) and projectswithin the framework of the 224-FZ, as a rule, is devel-
oped only after the tender procedure and negotiations on commercial closure, since
the private investor may be interested in adjusting those provisions of the agreement
that are not significant and were not the criteria of the tender.

However, despite the fact that in most cases the agreement in the final form
is developed only at the time of commercial closure (signing), it is important to
determine essential and other significant terms of the agreement before sending it
for approval, in order to comprehensively assess the conditional and unconditional
obligations of the public partner andmake a balanced decision on the implementation
of the project.

At the stage of development and initiation of the project, it is advisable to define
and formulate the following terms of the agreement:

• associated with object agreement:

– provisions defining conditions and procedure for the emergence of a private
partner’s (concessionaire) ownership of the object of the agreement,

– provisions defining the legal basis for the transfer of the property complex,
including the land plot to a private partner (concessionaire) for implementation
of the agreement (lease or other rights),

– provisions relating to the possibility and conditions of the pledge of the object
of the agreement,

– provisions relating to the possibility and conditions of the pledge of rights
under the agreement;
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• related to the subject of the agreement:

– provisions describing obligations of the private partner to create and/or
reconstruct the object of the agreement,

– provisions describing conditions and features of implementation by the parties
of operation and/or maintenance of object of the agreement;

• related to the financial participation of the public partner in the project:

– provisions describing the mechanism of payments from the project budget,
– provisions describing conditions and amount of compensation for loss of

income and performance of other conditional expenditure obligations of the
public party,

– provisions describing special compensation for the project by the public
partner;

• related to the further fate of the object of the agreement after the termination of
the agreement;

• related to project risk allocation.

Step 4: Performance evaluation and justification of the comparative advantage
of the chosen form and model of PPP project implementation

Stage of consideration (approval and evaluation) of a PPP project implemented
under the Law on concession agreements (115-FZ) in the Russian Federation is
not regulated.

For PPP projects implemented within the framework of the PPP/MPP law (224-
FZ), a special procedure for consideration of the project by the PPP authorized
body is established (RF Government resolution No.1514 of December 30, 2015,
“On procedure for the authorized body to assess the effectiveness of the public-
private, themunicipal-private partnership project, and to determine their comparative
advantage“).

The general order of procedure of evaluating effectiveness and comparative advan-
tages of PPP project by a competent authority in accordance with the requirements
of the Law on PPP/MPP of the Russian Federation is presented in Chart 8.5.

As you can see from the Chart 8.5, the procedure includes the following main
steps:

• evaluation of financial efficiency of the project;
• evaluation of socioeconomic effects of the project;
• determining comparative advantage of the project.

The purpose of the financial efficiency assessment in Russia is to determine the
commercial feasibility of the project (payback of the project for the private partner).

The project is considered to meet the financial performance criterion if the net
present value of the project for the private partner N PVpp ≥ 0.

Net present value of the project for the private partner is calculated as follows:
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N PVpp =
T∑

t=1

FCFppt(
1 + rpp

)t

where:

FCFppt free cash flow from the project, in year t;
rpp discount rate for the private partner, which should not be lower than the

yield to maturity of Federal loan bonds of comparable period + 2.5%;
t year of the project;
T total number of years of project implementation

The purpose of assessment of socioeconomic effects of PPP projects in Russia is
to determine the compliance of the project with the target-setting documents, as well
as the compliance of its technical and economic indicators, with the target indicators
of the current programming documents of the relative level.

General logic of evaluation of socioeconomic effects of a PPPproject is introduced
in Chart 8.6.

The purpose of assessment of comparative advantage of PPP project in the
Russian Federation is to determine whether there is an advantage in the use of budget
funds for implementation of PPP project in comparison with conventional procure-
ment, provided that prices, volumes, quality, and other characteristics of goods,
works, and services are equal in both cases (Art.3–6 of the 224-FZ).

In other words, the task of assessment of comparative advantage is to justify the
budgetary expedience of using PPP, taking into account risks allocation and other
assumptions made in the project (Chart 8.7).

One of the key factors influencing the availability of comparative advantage in a
PPP project is quantitative risk assessment.

To quantify risks when considering alternative implementation of the project
through direct budget participation (“state order”, or public procurement), according
to the evaluation method, a standardized approach is used. That is, in quantitative
assessment of risks, it is necessary, based on the given probable cost deviations (see
Table 8.2), to choose from the proposed ranges probable cost deviation that is most
relevant to the specifics of the project under consideration, and multiply this value
by the corresponding cost or expenses/revenues items of the project.

As a result of discounting and summation of the values of probable cost deviations,
it is possible to estimate the present value of the obligations of a public entity in case
of risks (in monetary terms).

For quantitative calculation of risks in a PPP project, only risks assumed by the
public partner in accordance with the draft agreement, are taken into account. The
model of risk calculation and an example of such calculation for the case when the
public partner assumes currency risks are presented in Chart 8.8.

Along with this, PPP project risks in monetary terms are also discounted and
summed to estimate public entity obligations under the PPP project in case of risks.

If criteria of financial efficiency or socioeconomic effects of PPP project are not
met, and if the coefficient of comparative advantage (kv f m) < 0, the authorized body
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Table 8.2 Types of risks evaluated in the Russian practice

No. Type of risks Project cost items Probable deviations

1 Risks of design and preparatory
activities

Expenses at the pre-investment
stage of the project, including:
costs of preparation, purchase of
land for the placement of the
object, etc.

(7%; 15%)

2 Risks of creation of the object Expenses for construction,
reconstruction, technical
re-equipment of the facility, etc.

(5%; 12%)

3 Risks of the object operation Expenses of operation,
maintenance of the facility, etc.

(15%; 25%)

4 Risks of income from the use of
the object

Revenue from the provision of
paid services to the population

(20%; 40%)

5 Other risks Other risks, including the loss of
the object, political events, not
taken into account above

(5%; 10%)

gives a negative opinion on the effectiveness of the project, which automatically
blocks its further implementation (it is applicable only for projects implemented
under the PPP/MPP law in the Russian Federation).

Step 5:Decision onPPPproject implementation and launch of tender procedure
for selection of private partner

As a result of the project structuring and its evaluation, the public partner decides on
the project implementation. According to the requirements of the legislation, such a
decision should be taken

– for federal projects—by the Government of the Russian Federation,
– for regional projects—by the Supreme executive authority of the subject of the

Russian Federation,
– for municipal projects—by the head of the municipality.

According to requirements of the legislation the following parameteres are
approved by such a decision:

• goals and objectives of the project implementation;
• public partner, as well as the list of bodies and legal entities, acting on the side of

the public partner in the event of the transfer of certain rights and obligations of
the public partner to such bodies and legal entities;

• significant terms of the agreement;
• the values of the project efficiency criteria and the values of its comparative

advantage indicators, on the basis of which a positive conclusion of the authorized
body is obtained;

• type of tender (open or closed), as well as a list of persons who are invited to
participate in the tender (in case of a closed tender);
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• criteria and parameters of tender criteria;
• tender documentation or procedure and terms of its approval;
• terms of the tender for the right to conclude an agreement;
• terms and order of placement of the information on tendering on the official site

of the Russian Federation in “Internet”;
• procedure and terms of conclusion of the agreement;
• composition of the tender Commission and procedure for its approval.

Thus, it can be stated that the decision to implement the PPP project launches
a competitive procedure for the selection of a private partner and establishes the
general conditions for the implementation of the project.

Conclusions

When preparing and coordinating PPP projects, both public authorities and private
investors in the Russian Federation face the same problems as most countries using
PPP mechanisms:

• insufficient level of competence of public specialists in PPP;
• poor inter-agency coordination;
• lack of an integrated approach to project management.

All these problems lead to delays in the launchofPPPprojects, and—not seldom—
to complete abandonment of the project at an early stage or following the results of
tenders, due to poor structuring or not taking into account a number of critical risks.

To solve this problem, the Russian Federation, like other countries, is trying to
implement and improve approaches to PPP project management. Taking into account
specifics of legislative regulation andpeculiarities of the public administration system
in Russia, when building a PPP project management system, the methodological
approaches of PMBOK rather than PRINCE are used, which is expressed in the
division of the project life cycle into separate sub-stages with their results (approval
of the concept, decision on the project implementation, selection of a private partner,
and conclusion of an agreement with him, etc.) and the composition of project teams.

At the same time, it is worth noting some features of the PPP project management
system in the Russian Federation:

• as a rule, project management is used for large PPP projects with investments of
more than 1 billion rubles, which is less than 5% of the total, which does not allow
the mass dissemination of the principles of project management in the sphere of
PPP in the Russian Federation;

• strict legislative regulation of certain stages in the life cycle of projects with a
simultaneous lack of any regulation of other phases leads to the unsystematic
development of a methodological framework;
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• insufficient integration of project management principles into the public admin-
istration system as a whole hinders the development of these approaches to PPP
projects.
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Chapter 9
Selection of a Private Partner for PPP
Project Implementation. Launch of PPP
Projects Under “Unsolicited Proposal”
(Private Initiative)

Evgeny Y. Moiseichev and Nikolai V. Studenikin

Abstract A detailed analytical review of the legislative regulation of the proce-
dures for the preparation and conduct of the competition for the selection of a
private partner in public-private partnership projects used in the Russian Federa-
tion is provided. Research of the launch of PPP projects under a private initiative is
conducted. Systematized features and advantages of unsolicited proposals’ system
are analyzed and compared with international practices.

Keywords Public-private partnership · Competition · Competitive procedures ·
Selection of a private partner · Direct negotiations · Competition criteria · Private
initiative

JEL-codes H44 · H43 · K12 · K15

Introduction

Selection of a private partner is one of the key stages of the public-private partnership
project implementation process. The main task of this stage for the public partner
is to identify and attract to the project the most suitable investor, who would ensure
effective implementation of the infrastructure project onmost favorable for the public
party contractual terms.

International experience shows that the most effective way to select a private
partner is competitive tendering. Efficient regulation of the tender procedure, as well
as the resources and time that will be spent on its preparation and implementation,
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will make it possible to reduce the risk of failure in the selection process and increase
the chances of productive implementation of the project (National PPP Center 2018).

The process of competitive procedures does not always follow a unified format.
Due to country characteristics, specific regulations, specific nature of the project or
the number of participants, themechanisms of the competitionmay vary. At the same
time, in most foreign jurisdictions, approaches to their regulation remain as flexible
as possible, assuming several options at once (World Bank 2017).

In the Russian Federation, the selection of the private partner within PPP projects
is regulated by the Federal law of July 13, 2015, N 224-FZ “On public-private,
municipal-private partnership in the Russian Federation” (hereinafter—the Law on
PPP/MPP) and a number of decrees, including the Decree of the Government of
the Russian Federation of December 4, 2015, N 1322 “About the approval of Rules
of carrying out the preliminary selection of participants of competition on the right
of the conclusion of the agreement on public-private partnership, the agreement on
municipal-private partnership”.

For concession agreements rules of carrying out tender are established by the
Federal law of July 21, 2005, N 115-FZ “On concession agreements”.

In both “classic” forms of PPP used in Russia, the regulation of competitive
procedures is generally identical, but there are differences in certain aspects (see
Table 9.1).

Table 9.1 Key normative legal acts of the Russian Federation regulating competitive tender
procedures in PPP projects

Normative legal act Subject of regulation

PPP/MPP agreements

Federal law of July 13, 2015, N 224-FZ “On
public-private partnership, municipal-private
partnership…”

Chapter 5. Identification of a private partner for
the implementation of public-private
partnership project, municipal-private
partnership project
• Procedural order of selection of the private
partner

The Decree of the Government of the Russian
Federation of December 4, 2015, N 1322
“About the approval of Rules of carrying out
the preliminary selection of participants of
competition on the right of the conclusion of
the agreement on public-private partnership,
the agreement on municipal-private
partnership”

• Additional regulation of the preliminary
selection procedure

Concession agreements

Federal law of 21 July, 2005, N 115-FZ “On
concession agreements”

Chapter 3. Procedure for concluding a
concession agreement
• Procedural order of selection of the private
partner
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Also, in the Russian Federation, for both concession models and PPP agreements,
a simplified procedure for concluding an agreement with a private partner in accor-
dancewith the procedure of unsolicited proposal (“private initiative”)maybe applied.
In international practices, the mechanism of the unsolicited proposal is, in fact, an
alternative to the classical competition method of choosing a private partner for the
implementation of a PPP project.

The advantages of such a mechanism for the public partner are that it reduces
both time for the development of the project and time of tender procedures, as well
as saves budget funds for the preparation of tender documentation and the tender.
For potential investors, introduction of such a mechanism provides opportunities for
concluding a PPP agreement without holding a tender and implementing the project
on their own terms.

It is obvious that in the Russian context, significance of a private initiative mech-
anism especially increases for regional and municipal projects, since many regions
and municipalities do not always have necessary competencies, funding, and expe-
rience for independent development and structuring of complex PPP projects. Thus,
by shifting the costs of pre-investment project development to interested private
partners, efficiency of budget spending increases.

In world practices, different approaches are used to provide preferences to private
initiators of PPP projects within the framework of unsolicited proposal (private
initiative) procedure. The most popular are:

– bonus system—proposal of an initiator receives a bonus (usually up to 5% of the
value) and is considered to be the preferred bid if its value exceeds the value of
the best offer by no more than this amount;

– Swiss system—an initiator of the proposal is entitled to conclude an agreement
on the terms of the best offer from a third party;

– mixed system—an initiator is recognized as the preferred bidder (winner) if the
value of his offer exceeds the value of the best offer by no more than 5%. If
the difference between the two is greater (5–20%), an additional contest is held
between them, during which the initiator’s bonus is no longer taken into account.

In international practices, an unsolicited proposal (private initiative) mechanism
also uses schemes in which an initiator either does not receive any preferences, or is
recognized as a winner without competitive procedures.

Results

General Typology of Competitive Procedures

The legislation of the Russian Federation provides for two-stage competitive proce-
dures for the selection of a private partner in PPP projects, including pre-selection and
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evaluation of bids. In this case, the law on PPP/MPP of the Russian Federation—
in contrast to the Law on concessions of the Russian Federation—established the
possibility to exclude pre-selection from the procedure (Revzina and Shamirzayeva
2019).

The legislation defines two types of competition:

• open: applications for participation may be submitted by an unlimited number of
persons;

• closed: applications for participation may represent only those persons who are
invited to participate in the contest.

Closed procedures are used only for projects that are classified as a state secret.
Selection of a private partner may also be conducted without competition, in

particular, in cases where only one successful participant has entered the competition
or no alternative proposals have been received under the private initiativemechanism.
The conclusion of a concession agreement without competition is also possible with
a person who’s right to own and use the property that can be used as the object of
the concession agreement and is necessary for activities under the concession agree-
ment, arose on the basis of the lease agreement, subject to the following conditions
simultaneously:

1. the object of the concession agreement is the property that was transferred to the
lessee in accordance with the lease agreement, created and/or reconstructed by
the lessee under such agreement and in accordance with this Federal law may be
the object of the concession agreement;

2. the lease agreement, according to which the lessee has the right to own and use
the property that is the object of the concession agreement, was concluded before
July 1, 2010.

In the Russian Federation, it is also allowed to hold a joint tender if it is necessary
to conclude a PPP agreement or a concession agreement with two or more public
partners, for example, when it is planned to build several identical or related infras-
tructure facilities, while these facilities belong to and are located on the territory
of different public legal entities. In such a case, the public partners are obliged to
conclude an agreement on holding a joint tender, within the framework of which they
determine mutual rights and obligations, responsibility, as well as one public partner
who will act as the organizer of the joint tender. According to the results of the joint
competition, one winner is determined, with whom each public partner enters into a
separate agreement (Inshakova Agnessa et al. 2017).

Preparation of Tender Documentation

The formal start for the launch of competitive procedures is the decision on imple-
mentation of the PPP project, which, among other things, determines the criteria of
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the competition and the parameters of the competition criteria, timing of publica-
tion of the notice about the competition, the type of competition (open or closed),
as well as the list of persons invited to participate in the competition (in case of
a closed competition). Taking into account these data, the public partner develops
tender documentation and agrees with the relevant authorized body, depending on
the level of project implementation.

The tender documentation should first of all contain:

1. conditions of competition;
2. pre-qualification requirements;
3. criteria of the contest;
4. order of the competition;
5. timing of signing of the agreement;
6. information about the Deposit to be made.

To conduct the competition, the public partner creates a competition Commission.
The number of members of the Commission may not be less than five. The Commis-
sion is entitled to make decisions if no less than fifty percent of the total number of
its members are present at its meeting, and each member of the Commission has one
vote. Among its key functions are the following:

1. notice of the launch of the contest;
2. acceptance of bids;
3. pre-selection and evaluation of bids

Tender Procedures

Competitive Invitation

The announcement of the competition is published by the competition Commission
in the official publication determined by the public partner and posted on the official
website in the information and telecommunications network “Internet” (in case of
an open competition) or sent to persons in accordance with the decision to conclude
a concession agreement or PPP agreement simultaneously with the invitation to
participate in the competition (in case of a closed competition) within the period
established by the tender documentation, but not less than thirty working days before
the deadline for submission of applications for participation in the competition.

Submission of Applications for Participation
in the Competition

At the first stage, the contestants submit applications for participation in it. Applica-
tions must meet requirements established by the tender documentation and contain
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the documents and materials provided by the tender documentation and confirming
the applicants’ compliance with requirements for the participants of the competition.
The deadline for submission of applications for participation in the competition shall
be not less than thirty working days from the date of publication of the notice of the
competition or from the date of sending such amessage to persons in accordancewith
the decision to conclude a concession agreement at the same time with an invitation
to participate in the competition.

Envelopes with applications for participation in the competition are opened at the
meeting of the competition Commission in the manner, on the day, in time and place
established by the tender documentation.

Preliminary Selection

Preliminary selection of participants is carried out by the competition Commission
in accordance with the procedure established by the tender documentation. The task
of pre-selection is to determine:

– compliance of the application for participation in the competition with the
requirements contained in the tender documentation;

– the applicant’s compliance with the requirements to the participants of the
competition;

– the applicant’s compliance with requirements for a private partner in accordance
with the Federal law, under which the PPP project is implemented.

The competition Commission has the right to demand from the applicant an expla-
nation of the provisions submitted by him and confirming the applicant’s compliance
with the specified requirements of documents and materials.

Based on the results of the preliminary selection of participants, the competition
Commission shall decide on the admission of the applicant to participate in the
competition or on the refusal to admit the applicant to participate in the competition
and draw up this decision by the Protocol of the preliminary selection of participants.

Pre-selection Criteria

During the pre-selection the compliance with the “formal” criteria established by the
laws is verified in the first place, namely:

– absence of decisions on liquidation or termination of the participant’s activity;
– absence of decisions about recognition of the applicant as bankrupt and about

opening of bankruptcy proceedings against him.

For agreements within the framework of the PPP/MPP law of the Russian
Federation additional basic requirements are also established, namely:
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– non-application of administrative punishment in the form of administrative
suspension of activity of legal entity in the order, established by the Code of
the Russian Federation about administrative offenses, on the date of submission
of the application for participation in competition;

– no arrears on taxes, fees and arrears on other mandatory payments, as well as
arrears on thepayment of interest for the use of budgetary funds, penalties, fines, no
other financial sanctions not earlier than one month before the date of submission
of the application for participation in the competition;

– availability of licenses necessary in accordance with the legislation of the
Russian Federation for certain types of activities, certificates of admission of
self-regulatory organizations to perform the work provided for in the agreement
and other permits necessary for the implementation of the agreement.

In addition to the above-mentioned “formal” criteria, pre-selection may also
require qualification, professional and business qualities of the participants. In fact,
the list of such criteria in both laws is open.

An important feature of the PPP/MPP Law of the Russian Federation is provided
under them the possibility to confirm the above qualification, professional and
business criteria not only by applicant himself but also by the third parties, namely:

– a person who directly or indirectly owns at least ten percent of the autho-
rized capital of the person who submitted an application for participation in the
competition;

– a person, not less than ten percent of whose authorized capital is in direct or
indirect possession of the above-mentioned person;

– a person with whom the applicant for participation in the competition entered into
an agreement of intent providing for the performance of certain obligations of the
private partner.

The law on concessions of the Russian Federation does not provide for the possi-
bility of confirming qualifications by the third parties but in practice, for a long time,
provisions on the possibility of confirming qualifications in this way were actively
included in the tender documentation for concession projects (National PPP Center
2017)

Preferred Bidder

The tender Commission within three working days from the date of signing by its
members of the Protocol of preliminary selection of participants, but not later than
sixty working days before the expiration of the deadline for submission of bids to
the Commission sends a notification to the participants of the competition with a
proposal to submit bids.
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Envelopes with tender proposals are opened at the meeting of the tender Commis-
sion in the order, on the day, in time and place established by the tender documenta-
tion. All envelopes with bids submitted by the participants to the tender Commission
before the deadline for submission of bids are subject to opening, except for envelopes
with bids submitted by the participants of the tender, who did not comply with the
procedural requirements established by the tender documentation with regard to the
order, the size and/or the deadline for making deposits.

Based on the results of consideration of bids, the tender Commission makes a
decision on compliance or non-compliance of bids with the requirements of the
tender documentation.

Evaluation of bids is carried out in the following order:

1. in case the competition criterion is set to increase its initial value, the value calcu-
lated by the condition contained in the proposal and such criterion is determined
by multiplying the coefficient of such criterion by the ratio of the difference
between the values contained in the proposal and the smallest of the values
contained in all proposals to the difference between the largest of the values
contained in all proposals and the smallest of the values contained in all proposals;

2. in case the criterion of the competition is set to reduce its initial value, the
value calculated by the condition contained in the proposal and such criterion
is determined by multiplying the coefficient of such criterion by the ratio of the
difference between the largest of the values contained in all proposals and the
value contained in the proposal to the difference between the largest of the values
contained in all proposals conditions and the smallest of the values contained in
all proposals;

3. for each proposal, the values calculated according to all the criteria of the compe-
tition in accordance with the provisions of paragraphs 1 and 2 shall be summed
up and the final value shall be determined.

The preferred bidder (winner of the tender) is the participant who offered the best
conditions. If only one tender bid was made, the tender shall be deemed invalid. In
this case, the public partner has the right to consider it—subject to compliance with
the requirements of the tender documentation, including the criteria of the compe-
tition—and to make a decision on concluding the agreement with a sole participant
in accordance with the terms and conditions contained in the submitted tender offer,
within thirty days from the date of adoption of the decision on recognizing the tender
void.

In case two or more bids contain equal best conditions, the participant of the
tender, who submitted the tender offer to the tender Commission earlier than the
other participants is declared the winner of the tender.

Decision on the determination of the winner of the tender is formalized by the
Protocol of consideration and assessment of bids inwhich the following are specified:

– criteria of the contest;
– terms and conditions contained in the bids;
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– results of bids reviewwith indication of competition proposals in relation towhich
a decision on their inconformity with requirements of the tender documentation
was made;

– results of bids evaluation;
– name and location (for a legal entity), surname, name, patronymic and place

of residence (for an individual entrepreneur) of the winner, justification of the
decision made by the competition Commission to recognize the participant as the
winner of the competition.

The results of the competition are reported within 15 working days from the date
of signing the Protocol.

Evaluation Criteria of Bids

The competition criteria are established by the decision to enter into a concession
agreement or PPP/MPP agreement and are used to evaluate bids in accordance with
the established procedure.

The following criteria can be used for concession projects:

1. terms of creation and/or reconstruction of the object of concession agreement;
2. period from the date of signing the concession agreement to the day when the

created and/or reconstructed object of the concession agreement will meet the
technical and economic indicators established by the concession agreement;

3. technical and economic indicators of the object of the concession agreement;
4. volume of production of goods, works, services in the implementation of

activities under the concession agreement;
5. period from the date of signing the concession agreement to the day when

the production of goods, performance of works, provision of services in the
implementation of activities provided for by the concession agreement will be
carried out in the amount established by the concession agreement;

6. size of the concession fee;
7. upper limit prices (tariffs) for goods produced, works performed, services

rendered, surcharges to such prices (tariffs) in the implementation of the activ-
ities provided for by the concession agreement, and (or) long-term parameters
for the regulation of the concessionaire;

8. obligations assumed by the concessionaire in case of failure to receive the
planned income from the use (operation) of the object of the concession agree-
ment, the occurrence of additional costs in the creation and/or reconstruction
of the object of the concession agreement, the use (operation) of the object of
the concession agreement.

9. size of the budget co-financing of the project (capital expenditures, operation
costs, payment of the Concedent);

10. qualitative characteristics of project documentation (in case the private partner
carries out the development of such documentation under agreement).
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To calculate the evaluation of criteria 1–9, the following parameters are set:

– initial condition as a numeric value;
– decrease or increase of the initial value of the competition criterion in the tender

offer;
– coefficient that takes into account the importance (weight in the overall assess-

ment) of the competition criterion.

For projects in the framework of the Law on PPP/MPP of the Russian Federation
may apply the following criteria:

1. technical criteria;
2. financial and economic criteria;
3. legal criteria (duration of the agreement, risks assumed by the public partner

and the private partner, including the obligations assumed by the private partner
in cases of failure to receive the planned revenues from the operation and/or
maintenance of the object of the agreement, the occurrence of additional costs
when creating the object of the agreement, its operation and/or its maintenance).

4. size of budget co-financing of the project;

For the calculation of these criteria, parameters similar to those provided for by
the law on concessions of the Russian Federation are established, while limiting
weight coefficients (weight in the overall assessment) for criteria 1–3 are estab-
lished: technical criteria—up to 0.5; financial and economic criteria—up to 0.8;
legal criteria—up to 0.5.

In the Russian Federation, the mechanism of private initiative is used, but no
special bonuses are provided to the initiator when evaluating his bid (Chart 9.1).

It should be noted that concession legislation provides additional criteria for the
spheres of heat supply, water supply and sanitation.

The PPP legislation in Russia provides that the development of a proposal for the
implementation of a PPP project can be provided by both a public party and a private
investor.

The basicmandatory requirements to the private initiator, the discrepancyofwhich
excludes the possibility of the investor’s participation in the PPP project, are also
established:

– absence of administrative suspension of the activities of a legal entity;
– failure to liquidate a legal entity, the absence of a decision of the arbitration court

to initiate bankruptcy proceedings;
– absence of debts on taxes and levies, debts on other obligatory payments.

The form of the proposal for the conclusion of the concession agreement is
approved by the Government of the Russian Federation. This form includes general
information on the applicant’s compliance with the established requirements, as well
as on the compliance of the initiative with the programs of development of municipal
infrastructure systems of settlements, urban districts, state programs of the Russian
Federation, subjects of the Russian Federation, municipal programs (Tuktarov and
Dubinchin 2016).
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Consideration of the concession project by the authorized body does not include
an assessment of the effectiveness of the project and determination of its comparative
advantage. According to the results of the project review, the authorized body makes
one of the following decisions:

– on the possibility of concluding concession agreement on the terms presented in
the proposal;

– on the possibility of concluding a concession agreement on other terms;
– on the impossibility of concluding a concession agreement.

In contrast to the PPP/MPP law, the law on concession agreements contains
an open list of grounds for refusal of private initiative to implement PPP projects
(the Practice of applying concession agreements for the development of regional
infrastructure in Russia 2014), which include:

– public entity’s lack of ownership of the object of the concession agreement as
well as withdrawal of the object from circulation or limitation of its circulation;

– existence of the third party’s rights to the object of the concession agreement;
– public law entity’s lack of resource support for conclusion and execution of the

concession agreement on the proposed terms;
– creation/reconstruction of the object of concession agreement is not required or

does not correspond to the state programs of the Russian Federation, subjects of
the Russian Federation, municipal programs, and also other cases provided by
Federal laws.

Another distinctive feature of the private concession initiative is the place of the
stage of collecting applications for participation in the tender in the life cycle of
the project. Under the Law on PPP/MPP, the decision on implementation of PPP
project is carried out before the collection of statements of intent to participate in the
competition. In contrast, the decision on the conclusion of concession agreements
(Law 115-FZ) is adopted after the collection of applications about the readiness to
participate in the contest (Inshakova Agnessa et al. 2017).

Specifics of PPP Projects’ Launch Under Private Initiative
in Accordance with 224-FZ

Themechanism of development and consideration of an unsolicited proposal (private
initiative) under PPP/MPP law (224-FZ) is not regulated by a separate article, relevant
rules are included into General provisions governing the life cycle of PPP project.

A significant specifics of 224-FZ is a limited range of eligible private initia-
tors—only Russian legal entities (Law on public-private partnership: guidelines for
application, 2015). In contrast to 115-FZ, a proposal for the implementation of a
PPP/MPP project cannot be made by:
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– foreign legal entities;
– associations of legal entities;
– individual entrepreneur;
– state and municipal unitary enterprises;
– state and municipal institutions;
– public law companies, state corporations;
– business partnerships and companies, as well as non-profit organizations,

controlled by the state (50%+).

224-FZ also makes for a potential private partner necessary:

– to have appropriate licenses, permits, and memberships in self-regulating organi-
zations;

– to provide the public partner at the initial stage with a Bank guarantee issued to
the initiator in the amount of not less than 5% of the estimated financing of the
project.

It should be noted that the requirements for the proposal to implement the project
are identical both for projects initiated by the public party and for projects developed
by a potential private partner. The corresponding fairly detailed form of the proposal
for the implementation of a PPP project was approved by the Russian Government
resolution№ 1386 of December 19, 2015, and contains 54 points allowing to present
the project comprehensively. Thus, it can be concluded that structuring of a PPP
project under 224-FZ requires much more serious preparation and deep elabora-
tion of the proposal by the initiator compared to 115-FZ (Recommendations for
implementation of PPP projects. Best practices/Ministry of Economic Development,
2016).

Another distinctive feature of the 224-FZ is the existence of the special stage of
consideration by a public partner of the project prepared by a private initiator (before
sending it for evaluation to the appropriate authorized body) (Chart 9.2).

Based on the results of the project review, the public partner may make a negative
decision if (close-end list of grounds):

– the proposal does not comply with the principles of PPP or the approved form
of such a proposal (the content of the project does not meet the requirements of
224-FZ);

– operation, technical use, and/or transfer to private property of the object of the
agreement, as well as the conclusion of the agreement concerning the specified
object is not allowed;

– the public partner has no ownership right to the specified object;
– the object is not free from the rights of the third parties or there are already

concluded agreements with respect to the object;
– there are no budget funds for the project;
– the object does not require reconstruction or creation;
– the initiator of the project refused to negotiate.



180 E. Y. Moiseichev and N. V. Studenikin

In
de

pe
nd

en
t g

ua
ra

nt
ee

 
%

 
(>

5
of

es
tim

at
ed

am
ou

nt
 o

f f
in

an
ci

ng
)

Pu
bl

ic
 p

ar
tn

er

Pr
op

os
al

 tr
an

sf
er

 to
 a

ut
ho

riz
ed

 b
od

y 
fo

r p
ro

po
sa

l 
ev

al
ua

tio
n 

an
d

co
m

pa
ra

tiv
e 

ad
va

nt
ag

e 
ca

lc
ul

at
io

n

Pr
op

os
al

 p
ub

lic
at

io
n 

at
 p

ub
lic

 p
ar

tn
er

 o
ffi

ci
al

 
w

eb
-s

ite

Im
po

ss
ib

ili
ty

 o
f p

ro
je

ct
 im

pl
em

en
ta

tio
n

Ex
ha

us
tiv

e 
lis

t o
f r

ea
so

ns

Pr
oj

ec
t i

m
pl

em
en

ta
tio

n 
pr

op
os

al

>9
0

da
ys

>1
0

da
ys

C
ha

rt
9.
2

Fi
rs
ts
ta
ge

of
un
so
lic
ite
d
pr
op
os
al
re
vi
ew

—
re
vi
ew

by
th
e
pu
bl
ic
pa
rt
ne
r



9 Selection of a Private Partner for PPP Project Implementation … 181

The existence of a closed list of grounds for rejection of the project is certainly an
undeniable advantage of 224-FZ in the eyes of potential private investors. It is worth
noting, however, that in practice there is a fairly broad interpretation of the above
grounds for rejection of a PPP project.

In case of negotiations at any stage of consideration of the proposal, the initiator
of the project—a private partner—is their mandatory participant. It should be noted
that if during the negotiations the parties do not come to a consensus and some
disagreements remain, it is also the basis for a negative decision on the project.

Another distinctive feature of the private initiative under 224-FZ is that if the
decision on implementation of the project is made on the basis of the proposal of a
private party, such decision approves a limited list of information, namely:

– goals and objectives of the PPP project;
– public partner, as well as a list of bodies and legal entities acting on the side of

the public partner;
– essential terms of agreement.

At the same time, if the decision to implement the project is made on the basis
of the proposal of the public party, it approves the expanded list of information
(including the value of the project performance criteria and the value of indicators
of its comparative advantage, on the basis of which a positive conclusion of the
authorized body was received).

The procedure for evaluating the effectiveness of the project by the authorized
body and determining its comparative advantage in accordance with the 224-FZ is
identical for projects prepared as a private or public initiative.

In case a decision to implement the project (under 224-FZ) is made on the basis
of a proposal developed by a private partner, the public partner within 45 days shall
accept fromother person’s statements of intent to participate in the tender for the right
to conclude a PPP/MPP agreement. In the absence of relevant statements PPP/MPP
agreement is concluded with the initiator of the project without tender (Chart 9.3).

An important specifics of unsolicited proposal procedure under 224-FZ is the
possibility of compensation of the costs incurred to the project initiator, if as a result of
the tender a third party becomes a preferred bidder.However, unfortunately, at present
this provision is actually only declarative, themechanism of its implementation is not
regulated in the legal framework, and this aspect is another “point of improvement”
for PPP legislation in Russia.

Conclusions

To date, the Russian Federation has already developed a thorough approach to the
regulation of competitive procedures for selection of a private partner in public-
private partnership projects, corresponding to the best international and regional
practices.
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Although there are still gaps in the regulation of tenders, the main potential for
legislative development seems to lie in its harmonization between the two major
laws—the concession Law and the PPP/MPP Law.

Another important direction in the coming years may be the harmonization of
supranational nature—in the Eurasia Economic Union (EAEU) region, there is an
increasing demand for the cooperation of the member States of the Union in imple-
mentation of integration infrastructure projects, in connection with which there is a
need for standardization of legal support tools for PPP (PPP projects effectiveness
assessment in the countries of the EAEU 2018) (Table 9.2).

Just as it is accepted in international practices, in Russia there is a possibility of
submission of a private initiative (“unsolicited proposal”) within “classical” forms of
implementation of PPP projects: concession agreements (115-FZ) and agreements
on public-private, municipal-private partnership (224-FZ).

The procedures for private initiative under the 115-FZ and 224-FZ are similar in
many respects, but also have their differences, advantages, and disadvantages. The
main differences are the openness/closeness of the range of possible applicants for

Table 9.2 Key parameters of a private partner’s selection regulation in PPP projects in the Russian
Federation

Russian Federation

Law on concessions Law on PPP/MPP

Regulation mode Law + sub-legislative acts Law + sub-legislative acts

Selection options (1) Tender
(2) Direct negotiations**

(1) Tender
(2) Direct negotiations**

Types of tender (1) Open
(2) Closed (state secrets)

(1) Open
(2) Close (state secrets)

Stages of tender* Two-stage (1) One-stage
(2) Two-stage

Preliminary selection
(pre-qualification)

Yes Possible

Preliminary selection
(pre-qualification) criteria

Formal + qualification
(open-end list)

Formal + qualification
(open-end list)

Bids evaluation (stages) One-stage One-stage

Bids evaluation (type of criteria
list)

Close-end Open-end

Negotiations with preferred
bidder (winner)

Provided Not provided

Bonuses/guarantees to the
private initiator (in case of
tender)

Not provided Not provided

*When calculating the number of stages of the tender, the presence of the pre-selection stage is
taken into account. In this regard, the description may differ from the official terminology used in
the legislation
**Direct negotiations are used in case of unsolicited proposal (private initiative)
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private initiative and the lists of grounds for rejection of private initiative, as well as
the presence/absence of the possibility of compensation to the initiator of the project
for the costs of structuring and initiation.
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Chapter 10
Commercial and Financial Closure.
Monitoring and Control of PPP Projects
Implementation
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Abstract The paper analyzes the features of the project life cycle at the stages of
commercial and financial closure, control andmonitoring of implementation. Among
these features, the procedures provided for by the legislation and their sequence,
conditions, andmechanisms for successfulmovement of the project from themoment
of signing the agreement to the signing of the financing documentation and further
to the organization of effective control and monitoring of its implementation are
explored. The composition of procedures and documents at key points of appropriate
stages of the project life cycle, factors, and conditions for the qualitative finalization
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helps to coordinate effectively between project participants, as well as between them
and the authorities.

The process of PPP project management is divided into a number of stages, the
transition to the next stage is possible upon completion of the previous work.

This approach is applied because, firstly, it enables the timely participation of over-
sight bodies in the management of PPP projects, and secondly, it allows to filter PPP
projects at the pre-preparation stage and thus to avoid the loss of time and resources.
As a rule, evaluation of the project at an early stage of development increases its
prospects both in terms of socioeconomic effect and return on investment.

At the stage of commercial and financial closure, the “driver” of the project on
the public side—the participant most interested in the successful achievement of the
goals of the stage—is the PPP authority.

During the control and monitoring of the project implementation, such a “driver”
of the project on the public side is the authority authorized in the field in which the
project is implemented—the industry (sector) authority,with the involvement of other
authorities that can assist in monitoring the quality of execution of the terms of the
agreement by the private partner, depending on the stage of project implementation
(design, construction, operation, and/or maintenance).

Results

Commercial and Financial Closure (Negotiations
with the Winner, Signing of the Project Agreement and Loan
Agreement)

Negotiations with the winner of the competition, commercial and financial closing
are three consecutive parts of the general closing stage of the project, after which
the implementation stage begins. In this case, the financial closure of the project can
occur both simultaneously with the commercial closure and after a certain (in many
cases—significant) period of time.

Negotiationswith thewinner of the competition precede commercial and financial
closure. Such negotiations take place in the form of scheduled and unscheduled
meetings with the preferred bidder. As part of the negotiations, the final terms on
which the agreement will be signed are formed. Discussion at this stage may be
subject to any conditions other than the invariant conditions—that is, the essential
terms and conditions included in the tender documentation, aswell as other conditions
that in the framework of the decision on the implementation of the project were
defined as immutable. At the stage of commercial closure, different parameters can
be discussed, for example

• status and conditions of creation and operation of the object of the agreement, as
well as other property technologically related to the object of the agreement;
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• provision of land;
• special circumstance;
• payment mechanism;
• conditions and amount of compensation upon termination;
• fines and penalties.

The main points for discussion at this stage are, as a rule, special circumstances
and compensation in case of termination. Special circumstances are essentially an
additional tool for riskmanagement and risk allocation between the private and public
partner (concessionaire and Concedent).

The two starting points for commercial closure are:

• pre-selection of applicants;
• identification of a private partner based on the results of a competition or any

other procedure.

Negotiations are held in the form of open consultations, bilateral meetings with
all applicants within road shows and negotiations in the form of scheduled and
unscheduled meetings with the winner of the competition.

Additional special circumstances and compensation, as a rule, suggest the emer-
gence of new conditional expenditure commitments of the public side, which can
affect the comparative advantage of the project and make it ineffective from the point
of view of budget participation. It is, therefore, recommended that the comparative
advantage of the project be re-evaluated at the stage of commercial closure prior to
the signing of the agreement, taking into account the new conditions to be included
in the text of the agreement.

It should also be noted that part of the position of potential private part-
ners/concessionaires can be taken into account even before the tender, as the public
party has the right to hold open consultations andbilateralmeetingswith all applicants
within road shows.

What Is Commercial Closure?

Commercial closure has no strict legal definition. Commercial closure is a procedure
of legal registration of all obligations of the parties involved in a PPP project: public
partner (Concedent), private partner (concessionaire), contractors, suppliers, land-
lords, etc. These obligations are usually formalized in an agreement between public
and private partners. Accordingly, the date of signing the agreement is the date of
commercial closure.

Theminimum legal requirements for commercial closure in Russia are as follows:

– the agreement is concluded after the signing of the Protocol on the results of the
competition/decision on the conclusion of an agreement with the only participant
(the draft agreement is sent to the winner of the competition/the only participant
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with the terms included in it in accordance with the received proposal) and after
negotiations;

– the agreement is signed on the terms approved by the tender documentation, taking
into account the changes agreed by the parties at the stage of negotiations (the
terms that were determined on the basis of the tender offer, as well as the terms
that are fixed in the tender documentation as unchangeable);

– the private partner should not be in a state of liquidation or bankruptcy;
– the notice on signing of the agreement shall be published.

Commercial closure implies that by the time of signing the agreement the terms
of signing determined by tender documents are met. These terms include:

• concurrence on the text of the agreement;
• submission of key project documents—contract, operation contract, insurance

contracts, financial documentation, and others;
• agreement on the financial model with the public partner;
• provision of documents confirming the private investor’s performance of all

internal procedures and obtaining all necessary permits in accordance with the
current legislation.

Additional requirements for commercial closure may be set out in the tender
documents.

Documents as Part of Commercial Closure

Tender documents may require a private partner to provide a number of documents
for commercial closure, including:

– bank guarantees or other security documents provided by the documentation;
– documents confirming contribution to the authorized capital;
– documents confirming the authority to sign and perform all necessary competitive

procedures.

As a rule, the public partner is not required to provide any special documents (on
confirmation of the powers of the signatories, etc.) during the commercial closure.

During commercial closure, the Act of commercial closure (and/or the Act of
financial closure if financial close occurs simultaneously), confirming fulfillment of
the closing conditions, can be composed.

Documents related to the execution of the agreement on PPP (contracts with
experts, auditors, construction plans, etc.) are usually signed after the commercial
closure.

The general structure of the documents that can be signed by the project
participants at the stage of commercial closure is shown in the Chart 10.1.

Documents to be signed can be divided into three groups:
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• PPP/concession documentation: PPP agreement, lease agreements, acts of accep-
tance and transfer of project documentation, etc.

• Contract/operator documentation: agreement with the General
contractor/equipment supplier/operator and related agreements (security
documentation).

• Financial documentation (with simultaneous financial closure): agreements with
debt and equity investors (loan agreements, subordinated financing agreements,
etc.).

Ideally commercial and financial close occur simultaneously. This reduces the
risks of changes in the terms of attracting financing, as all project documentation
and terms of implementation are coordinated in parallel by all project participants,
including financing organizations (Inshakova et al. 2019).

In practice, however, it takes one to six months between commercial and financial
closure. Moreover, there are cases when the project was not financially closed due
to the refusal of financing organizations to participate in the project for one reason
or another, and the project was never implemented. The difference in the timing
between commercial and financial closure is due, on the one hand, to the scale,
specific features and risks of the projects, and, on the other hand, to the volume of
financing, the complex process of agreeing final credit terms together with changing
market conditions.

In practice, there are a number of difficulties associated with the implementation
of commercial closure, the most common of which are the following:

• tight deadlines for commercial closure. The limited time for negotiations between
the winner/sole participant and the public party may necessitate an extension of
the negotiation period.

• limited scope of negotiations. In accordance with 115-FZ and 224-FZ, the terms
and conditions determined on the basis of the tender offer, as well as those directly
specified in the tender documentation as unchangeable, are not subject to change
within the framework of negotiations. In addition, in accordance with the 224-FZ,
the essential conditions of the PPP are not subject to change in negotiations with
the winner of the competition.

A possible practical way out of the above difficulties is a “paper” commercial
closure, in which the parties sign the documentation with an obligation to agree on
detailed terms in the future.

Financial closure is the signing of an act on financial closure by the public partner
and the proffered bidder (winner of the competition), simultaneouslywith the signing
of a credit agreement. In other words, it is providing the project with real money with
legal registration of financing obligations.

Providing the project with finance is preceded by a long-termwork. The procedure
of financial closure, in fact, begins from the very beginning of the project prepara-
tion—from financial structuring, that is, construction of a financial model and risk
allocation. The financial closure process is usually controlled by a private partner
(concessionaire) and may include the following steps:
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– assessment of the acceptable amount and cost of borrowed funds taking into
account the financial model of the project and the terms of the agreement;

– analysis of the market of credit funds;
– determination of the preliminary list of financing terms and receipt of letters of

interest from creditors;
– selection of the Bank—the organizer/underwriter of financing;
– preparation of documents for obtaining financing;
– conducting pre-investment research by creditors;
– preparation and signing of credit documentation (financial closing act);
– fulfillment of preliminary conditions by the project company, achievement of

financial closure.

The act of financial closure may be accompanied by:

• direct agreement with creditors;
• loan agreement with annexes;
• creditors’ agreement;
• agreement on subordinated debt;
• hedging agreements;
• Bank guarantee for construction (fulfillment of preliminary conditions for

construction);
• contract documents;
• auditor’s letter on the financial model;
• security package of lenders (agreement on guarantees of the sponsors, collateral

agreements).

The chances of successfully attracting funding to the project may increase
significantly if the following conditions are met:

• high financial performance of the project, elaboration of the project concept;
• positive social and budgetary effects;
• cash flow guarantee;
• stability of the financial condition of the public partner;
• implementation of the project within the 115-FZ, or 224-FZ;
• availability of security structure;
• share of debt financing does not exceed 80–85% of the total private financing;
• existence of a direct agreement.

One of the main tasks in the organization of financial closure is to determine the
most appropriate source of financing. The key types of financial instruments used
for the implementation of PPP projects usually include:

• loan financing;
• equity financing;
• mezzanine and subordinated financing;
• project financing;
• infrastructure bonds;
• leasing arrangements;
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• export credit financing;
• public funding (full/partial).

The choice of the form of financing depends on many factors, such as the scale of
the project, duration of the project, required amount of financing, share of debt
financing in the total amount, availability of guarantees from the state, cost of
financing, etc.

The form of financing also depends on the payment mechanisms used, on which,
in turn, the cost of financing depends (Chart 10.2).

Control and Monitoring of Project Implementation

After signing the agreement, the main task of the public party is to monitor the
progress of the private partner’s (concessionaire) execution of the terms of the
agreement.

Control of PPP project implementation includes:

• control over the operation of the infrastructure object, implemented by the relevant
industry authorities, depending on the industry and specifics of the object;

• monitoring and control of implementation of the PPP agreement and project
targets;

• monitoring and management of risks and obligations assigned to the public
partner.

The organization of control over design, construction, commissioning, and oper-
ation of the infrastructure object under a PPP project is carried out by the relevant
public and municipal authorities in the framework of standard procedures.

It is recommended to develop procedures for monitoring and control of the PPP
project at the stage of structuring the project and preparation of the PPP agreement.
The control procedures are based on relevant regulations and legal acts, as well as
on the provisions of the agreement.

It is important to distinguish the powers and responsibilities of various public and
municipal bodies involved in the implementation of PPP projects.

It is also possible to involve independent expert organizations to improve
efficiency and develop specialized solutions.

The authority responsible for finance and budgeting controls spending and
monitors effectiveness of the use of budgetary funds.

Sectoral authorities control the project within their powers (including regulation
of tariffs and monitoring quality of services of the infrastructure object).

In addition to the formation of a special public body responsible for the control and
monitoring of a PPPproject, for successful implementation of the relevant functions it
is important to develop a procedure for interaction with the private party and between
public organizations (at the management level—to solve strategic tasks, and at the
executive level—to solve current issues) (Kalinina et al. 2019).
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Chart 10.3 General model of regulation of control over the implementation of PPP project
(concession agreement)

The general model of regulation of such control is presented in Chart 10.3.
At the same time, general requirements for the public partner to monitor imple-

mentation of the PPP agreement by the private partner, under 224-FZ, are established
by the Decree of the Government of the Russian Federation of December 30, 2015,
No. 1490 “On the implementation by the public partner of control over the imple-
mentation of the public-private partnership agreement and the municipal-private
partnership agreement”.

The General logic of such control is shown in Chart 10.4.
Monitoring and analysis of the private partner’s activities in the project can be

carried out on the basis of several sources of information:

• data provided by the private partner—the private partner provides the public
authorities with information on the implementation of the project. The regularity,
format and content of this information is defined in the PPP agreement on the
basis of the PPP project control regulations and other legal acts;

• data of independent expert organizations and consultants—independent experts
can be involved in collection and analysis of information on the quality of services
provided at the relevant PPP project infrastructure;

• end-user data—surveys and customer satisfaction surveys are the most reliable
source of information on the quality of infrastructure facility services.
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Chart 10.4 General logic of PPP agreements’ audit

The results of control over the activities of a private partner may be the basis for
management decisions to adjust the terms or early termination of the agreement.

No less important part of the control and monitoring of the PPP project is cost
control. As a rule, cost control is carried out in three semantic groups:

• budget costs

– determination of the cost of work performed during the reporting period;
– monitoring of the cumulative total of expenses from the beginning of the project

and comparison with the initial budget;
– comparison of initial and current/final budget.
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• invoices and payments

– analysis of compliance of invoices and payments to the time period and cost;
– analysis of payments to the General contractor based on the results of the work

performed.

• borrowed funds

– analysis of the intended use of borrowed funds;
– analysis of cash flows for the project.

An integral part of the control and monitoring is the monitoring of risks and
obligations assigned to the public partner.

• monitoring of actual and expected indicators of potential threats to the project
implementation for the public partner;

• reducing the likelihood of risks transferred to the public party;
• development of measures to eliminate new risks arising in the process of project

implementation.

In order to monitor the risks and liabilities of the project, public authorities
are recommended to develop a Risk management map of the public partner. This
document includes a list of risks and liabilities with relevant indicators and data
sources that are monitored. The following information structure is formed in the
Risk management map of the public partner for each risk:

• type of liability;
• risk status;
• expected impact of risk on the project;
• current risk status;
• proposed risk mitigation measures.

It is recommended to develop a Risk management map for public and private
partners before signing an agreement.

In March 2017, the Government of the Russian Federation established the proce-
dure for monitoring conclusion and implementation of concession agreements,
including compliance by the parties to the concession agreement with their obli-
gations to achieve the targets contained in the concession agreement, the timing of
their implementation, the volume of attracted investments, and other essential terms
of the agreement.

Monitoring is to be carried out using the state automated information system
“Management” through the collection, analysis, compilation, systematization, and
accounting of information provided by the Concedent on the concession agree-
ments planned, being in the process of implementation and already realized in the
reporting period in the territory of Russia. The Ministry of economic development
is empowered with the authority to monitor all concession agreements.
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Conclusion

Despite the fact that the key terms of PPP projects are determined at the stage of
project preparation, the stages of commercial and financial closure, at which the
distribution of risks between the parties (as a result of post-competitive negotiations)
or the terms of attracting financing (as a result of financial closure) may change, are
no less important. In the Russian Federation, less than 5% of PPP projects attract
debt financing, which makes the problem of financial closure relevant only for large
projects. This situation is due to the fact that the concession mechanism is actively
used in Russia in the housing sector, where there are mainly non-capital-intensive
projects, and investors are accustomed to invest their own, not borrowed funds.

Another aspect of the successful implementation of PPP projects and the protec-
tion of the interests of the public side in such projects is the organization of effective
control and monitoring of the performance of private partners of their obligations
under the project. Such monitoring, on the one hand, should not create problems and
obstacles for the private partner, and on the other hand, should ensure the protection
of public interests in the execution of the agreement.

The quality and organization of control and monitoring is often associated with
penalties in the project, with terms for ensuring the implementation of the agreement,
and as a consequence, with the flow of funds in the project. That is, the approach to
the organization of control andmonitoring can affect not only the future course of the
project implementation, but also its financial parameters at the stage of preparation
and launch.
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Abstract Current state and major problems of transport infrastructure—one of the
largest segments of the Russian economy—are examined. New trends in government
approaches to public administration of the sector are explored. Conclusion on the
objective need for the use of PPPmechanisms to reach ambitious goals of government
transport policies ismade. Application of PPPmechanisms in transport infrastructure
is explored. It is noted that the transport industry in Russia is the most advanced in
terms of the application of public-private partnership mechanisms. Noteworthy that
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Introduction

Transport infrastructure is one of themost important components of social and indus-
trial infrastructure in the Russian Federation. The special geographical position of
Russia determines the enormous role of transport in the development of competitive
advantages of the country. The high level of development of transport infrastructure
directly affects both the satisfaction of social and production needs in the country and
the implementation of economic relations in the territory of the Russian Federation
and abroad.

However, despite the strategic importance of the transport component, Russia is
not able to provide its financing in full. The budget for the implementation of all
projects is not enough. According to the World Economic Forum, the quality of
Russian infrastructure in many important components leaves much to be desired—
114th place in the quality of road infrastructure, 66th in the quality of seaports, 59th
in the quality of airport infrastructure. (World Economic Forum 2018, pp. 248–249).

The country’s leadership is aware of the scale of the problem and is trying to solve
it systematically. In the beginning, the government developed a strategic document
for the development of infrastructure. Since 2018, the transport system in Russia has
been developing within the framework of a Comprehensive plan for modernization
and expansion of the core infrastructure for the period up to 2024 and National
projects.

Since the state is not able to cover the infrastructure deficit in the transport system,
PPP mechanisms are actively used in the country. Most of the concessions in trans-
port are on roads. In fact, this sector is one of the most advanced in terms of PPP
application.

Results

Transport Infrastructure in Russia

The Russian market of transport infrastructure is quite large: according to the data of
the consulting company EMBS Group, the construction and repair of roads, bridges
and railways, airports, ports, and coastal infrastructure in 2017 accounted for 12%
of the costs of the construction industry in Russia, amounting to almost 7.6 trillion
rubles. Currently, the transport complex employs more than 1.8 million people.

Historically, the transport infrastructure of the Russian Federation is experiencing
a lack of investment (Maksimov 2010; Ivanov 2019). The infrastructure deficit causes
a low level of accessibility and quality of transport infrastructure in the country and,
according to the estimates of the Research Institute of Territorial Development and
transport infrastructure, costs the domestic economy more than 1.3 trillion rubles or
3% of GDP annually.
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In many respects, the transport infrastructure occupies an important place in the
agenda of the government. In 2009, the implementation of the Federal target program
(FTP) “Modernization of the transport system in Russia in 2002–2009” was success-
fully completed. The projects and initiatives launched within its framework were
continued in the new sectoral FTP for 2010–2020, implemented within the frame-
work of the Transport strategy of the Russian Federation, which was adopted by the
Government in 2008. In 2014, the Government of the Russian Federation approved
the State program “Development of transport system for the period 2013–2020”,
which includedfinancing of two target programs—“Development of transport system
of Russia” and “Modernization of Uniform system of the organization of air traffic
of the Russian Federation”.

Since 2018, the fundamental document for the development of transport infras-
tructure inRussia is aComprehensive plan for themodernization and expansion of the
core infrastructure for the period up to 2024. Its budget is 6.3 trillion rubles, of which
only 3 trillion rubles will be allocated from the Federal budget. It is planned to attract
3.3 trillion rubles from extra-budgetary (private) sources. The comprehensive plan
includes nine projects aimed at modernization and expansion of transport infrastruc-
ture. These Federal projects envisage the development of the West-East and North-
South transport corridors for transportation of goods and improvement of economic
connectivity of the territory of Russia through expansion and modernization of
railway, aviation, road, sea, and river infrastructure. In particular, the plan includes
such projects as: “Europe—Western China”, “Sea ports of Russia”, “Northern Sea
route”, “Railway transport and transit”, “Transport and logistics centers”, “Com-
munications between the centers of economic growth”, “Development of regional
airports and routes”, “High-Speed railways”, “Inland waterways”.

The priority of the transport part of the Comprehensive plan is the innovative
transformation of the infrastructure construction industry. To this end, it is planned to
introduce and widely apply advanced technologies and best practices, digitalization
of the transport industry and logistics processes (Inshakova et al. 2019).

According to the Russian government, the implementation of the transport part
of the Comprehensive plan will significantly improve the transport system by 2024.

Since 2018, road construction has been separately identified in the national project
“Safe and high-quality roads”. The budget of the national project is 4.8 trillion rubles
(Chart 11.1).

Traditionally, the Russian market of transport infrastructure is dominated by road
facilities—in 2017 their share was 59%. The remaining costs and investments are
borne by railways, airports, and ports (Fig. 11.1).

Despite the increased attention from the government and the slow but still existing
growth of the Russian market of transport infrastructure, its quality is still estimated
to be low. Thus, in the special annual report of the World Economic Forum, The
Global Competitiveness Report1, Russia has not been in the best positions among
almost 140 countries for many years.

1The rating is compiled by processing the results of a survey of local businesses for satisfaction with
the state and level of development of national infrastructure. This KPI, which reflects the degree of
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Chart 11.1 Dynamics of the volume of the Russian transport infrastructure market (2009–2016,
billion rubles). Ictoqnik: PAO “Moctotpect” po dannym PMR, EMBS Group, Pocctat

Fig. 11.1 Structure of the Russian transport infrastructure market (2017, % and billion rubles).
Ictoqnik: PAO “Moctotpect” po dannym PMR, EMBS Group, Pocctat

Although, as can be seen in Table 11.1, since 2011 Russia has managed to signif-
icantly improve its position in the ranking in terms of the overall quality of transport
infrastructure, rising from 100 to 35-the place, quality of roads—that is 62% of the
total market—is still at a critical level

optimism/pessimism of infrastructure users, is recognized by the most informative experts of the
WORLD ECONOMIC FORUM.
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Table 11.1 Russian
Federation in the WEF
ranking of quality of
infrastructure

Index components Global competitiveness index

2011/2012 142
countries

2017/2018 138
countries

Quality of overall
infrastructure

100 35

Quality of roads 130 114

Quality of railroad
infrastructure

29 23

Quality of port
infrastructure

97 66

Quality of air
transport
infrastructure

105 59

Source World Economic Forum. The Global Competitiveness
Report 2011–2012, 2017–2018

Moreover, according to a World Bank study, Russia ranks 85th in the world in the
Logistics Performance Index (Logistics Performance Index), with low scores on all
indicators taken into account in the calculation of the index (including the assessment
of the customs system, the state of infrastructure, the availability of international
transport, etc.).

Thus, despite attempts to rectify the situation, Russia still has the historical prob-
lems of the transport sector: lack of investment and low operational efficiency. The
use of PPPmechanisms is intended to solve these problems, and it is quite natural that
public-private partnership in the transport sector is becoming increasingly common
practice.

PPP in Transport Infrastructure

In Russia, there are 148 PPP projects in the field of transport infrastructure at different
stages of implementation as of May 2019. Most of them were initiated in the road
sector (Fig. 11.2).

As of May 2019, 124 projects have reached commercial closure, the total volume
of investment obligations of the public and private parties amounts to 2,051 billion
rubles, including the obligations of private investors—1,293 billion rubles.. It is note-
worthy that the accumulated volume of private investment attracted to PPP trans-
port projects is greater than the volume of investment in all other areas of public
infrastructure combined.

The sectoral structure of projects that have reached commercial closure is shown in
Chart 11.1. The share of road projects is 53%, while the share of private investment
in these projects in total amounts to 49%. However, if we take into account the
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Fig. 11.2 PPP projects in transport by stages of implementation. Source National PPP center

Fig. 11.3 PPP projects in the transport sector that have passed the stage of commercial closure

accumulated budget investments made through PPP, the investment share of road
projects will be significantly higher—71% (see chart below) (Fig. 11.3).

Specifics of Concessions in the Road Sector

In toll road construction and operation projects, revenue from toll collection is the
main and in most cases the only source of return on investment. That is why one
of the key risks of such projects is the risk of demand/traffic. In order to minimize
this risk, at the pre-project stage, it is especially important to assess the potential
intensity of traffic at the object. The main factors that should be taken into account
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in its calculation are current traffic intensity in the location of the object, forecasts
of socioeconomic development, and data on the development of the road network.

At the same time, the actual traffic intensity is often lower than expected, which
should be taken into account in the financial structuring of the project. In this regard,
for example, the Ministry of Economic Development of Russia recommends to build
financial models of road projects in such a way that the cost of the project at the stage
of operation in the amount of 20–30% less than the projected revenue.

Legal structuring of the project should adequately reflect the peculiarities of imple-
mentation of projects in the field of construction and operation of toll roads in all
material aspects, including distribution of liabilities and risks between the parties,
paymentmechanismunder the agreement,mechanismof enforcement (the procedure
for recovery of losses, penalties, conditions and procedure for payment of additional
remuneration to the private partner/concessionaire, the procedure for providing Bank
guarantees and other security methods) (Estache et al. 2007; Rall et al. 2010).

Thus, in terms of risk allocation, the project should ensure the transfer of specific
risks associated with the construction and operation of the road to one of the parties
(taking into accountwhich party ismost likely tomanage such risk). For the construc-
tion stage primarily risks of errors in design, detection of additional objects, risks
associated with the provision of land as well as environmental risks and risks of
commissioning should be paid attention in the legal structuring of the project. For
the stage of operation, it is important to take into account the already mentioned
demand risk, risk of road changes at the request of the Concedent, etc. Distribution
of risks can be made through various legal mechanisms, in particular, mechanism of
circumstances (ensuring the economic balance of the agreement), assurances about
the circumstances (Art. 431.2 of the Civil Code) and others.

In the case of toll roads, the main factor determining their payback is the effi-
ciency of toll collection. Fee collection, in turn, largely depends on the demand and
accordingly, the quality of the final infrastructure services. In this regard, it seems
appropriate to link payments in favor of the private partner to the achievement of the
established levels of transport and operational indicators (for example, convenience
and safety of travel and other operational qualities of the road).

To date, the Russian practice of implementing road PPP projects has been formed
within the framework of the concession law (Ivanov 2016). Themain types of conces-
sion agreements are the direct fee concession and the availability payment conces-
sion. The subject of the concession with direct fee collection is the performance
by the private partner of a complex of works on construction or reconstruction and
operation of the road (or its section) in whole or in part at the expense of own and
borrowed funds. This agreement allows participation of the Concedent in the costs
of creating the facility of the concession.

The right of ownership of the created object of concession after completion of
construction (reconstruction) remains with the Concedent, thus for the period of
validity of the agreement the object is transferred to the private partner for temporary
use. The main source of return on investment and financing of the concessionaire’s
operating costs is the direct collection by the private partner of fees from the users
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of the object of the concession agreement. Such agreements are usually concluded
for 25–30 years.

The subject of the concession with the payment of the Concedent is the conces-
sionaire’s performance of a complex of works on construction and operation of the
concession facility (road, road section) in whole or in part at the expense of its own
and borrowed funds. The concessionaire collects fees from the users of the conces-
sion facility in favor of the Concedent. In this case, the concessionaire’s return on
investment is provided in stages within the period specified in the agreement with
the agreed rate of return, the actual amount of which depends on the achievement of
the private partner’s transport and operational targets. Financing of operating costs
is provided by operating fees paid by the Concedent. Agreements on this model are
concluded, as a rule, also for a period of 25–30 years.

Case. Construction of the Moscow—St. Petersburg Highway
(M-11)

This is a high-speed toll road connecting the largest megacities of the country. The
total length of the motorway is 669 km, which is comparable to the distance from
Paris to Zurich. The road passes through Moscow, Tver, Novgorod, and Leningrad
regions bypassing all settlements. The construction period 2010–2019. The highway
was put into operation in November 2019.

TheM-11highway is built in parallel to the existing freeM-10highway.According
to Russian law, toll roads can be used only if there is a free-of-charge alternative.

Construction of the highway Moscow—St. Petersburg was carried out in several
sections, each of which was an independent investment project. All plots were built
under concession. The state company “Avtodor” acts as the Concedent, which on
behalf of the state concluded agreements. For a long time, Avtodor was the only
company in Russia that could act as a Concedent. Since 2018, such an opportunity
has appeared at the state Corporation Rosatom, which is engaged in the construction
and maintenance of nuclear power plants in Russia, and also owns the world’s only
nuclear icebreaker fleet.

Concessionaires at M-11 in different sections were: a consortium of investors
“North-West concession company” (including the French group Vinci), companies
“Magistral of two capitals”, “Mostotrest”, “Transstroymechanizatsiya”.

The total cost of construction of the M-11 resulted in 520 billion rubles, of which
about one third (148 billion) are the funds of private investors.

Sources of return on investment for M-11:

– Direct collection of fees from consumers for the use of the object (services)/other
commercial activities;

– Availability fee (fixed payments) from the public partner (budget).



11 PPP Mechanisms in the Transport Infrastructure of Russia 213

According to “Avtodor”, the fare throughout the site will be 1800-2000 rubles.
(≈25–27 e).

Technical parameters of the Expressway:

– road category—IA (highway);
– design speed—150 km/h;
– number of lanes—4 to 10.
– traffic intersections at different levels—36;
– artificial structures (bridges, overpasses, overpasses, and cattle runs)—325;

Case. Modernization of Pulkovo Airport (St. Petersburg)

Pulkovo airport in St.Petersburg is the first airport in Russia built on the terms of
public-private partnership. In 2010, following the results of the tender, the govern-
ment of St. Petersburg and Pulkovo Airport (owned by St. Petersburg) signed an
agreement on PPP with the consortium “Air Gates of the Northern Capital” (VVSS),
which includes VTB Capital (subsidiary of VTB state Bank), the German company
Fraport managing Frankfurt airport, as well as the Qatar Investment Authority (QIA).
The airport was built entirely at the expense of the consortium. The total investment
amounted to 50 billion rubles.

Source of return on investment is direct collection of fees from consumers for the
use of the object (services).

Under the terms of the agreement, the private consortium received a long-term
lease for 30 years of the airport property complex for the large-scale reconstruction
of existing and construction of new airport infrastructure. Throughout this period, the
consortium will operate Pulkovo airport, provide airport services, and invest in the
development of the airport in accordance with the PPP agreement. The consortium
has been granted the exclusive right to provide airport services at the Pulkovo airport.
In 2011–2015, a new international passenger terminal with an area of 145 thousand
square meters, passenger and cargo aprons, a hotel and a business center on the
forecourt, a complex of Parking lots and other infrastructure of the airport were
built and put into operation, as well as the terminal building of “Pulkovo-1” was
reconstructed.

The agreement on PPP “Pulkovo” is considered one of the most successful. The
projectwas awarded international awards. In 2014, the International Financial Corpo-
ration, as well as the Infrastructure Journal, selected the best projects out of 40 PPP
projects worldwide on the basis of their high innovative level and social significance.
The Pulkovo airport reconstruction and development project won a silver award in
the categories Europe, Central Asia, Middle East, and North Africa.
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Case. Construction of Western High-Speed Diameter (St.
Petersburg)

Western high-speed diameter is the first intracity high-speed toll highway in Russia.
The road length of 47 km passes through the territory of St. Petersburg. At the same
time, more than half of the motorway are artificial structures: bridges, overpasses,
etc.

The plans of the government of St. Petersburg to build a high-speed road passing
through the city, appeared in 1966. However, the work on the project began only in
the 90 s, at the same time it got its name “Western high-speed diameter”, because
the road runs along the Western part of St. Petersburg along the coast. The project
was decided to be implemented on PPP terms and even a tender was held to choose a
concessionaire. However, the project encountered many difficulties. Due to the crisis
of 2008, the agreement on construction and operation with the winner of the tender
consortium “Nevsky Meridian” headed by “Basel” billionaire Oleg Deripaska was
never signed. As a result, the city authorities built the southern and northern sections
of the road by 2011 independently, without the involvement of a private investor.

However, the most difficult from a technical point of viewwas the Central section,
which runs along the coastline. In 2011, the government again announced a tender,
which resulted in signing a PPP agreementwith theNorthern capital highway consor-
tium for 30 years. The consortium includes VTB Capital, Gazprombank and Astaldi
(Italy), Ictas Insaat (Turkey) as construction contractors (Inshakova et al. 2018).

The volume of investments in the Central section amounted to 120 billion rubles,
of which the private investor invested 70 billion rubles.

Source of return on investment—direct collection of fees from consumers for the
use of the object (services).

According to the PPP agreement, the consortium will maintain all sections of the
road and charge tolls until 2042. Under the agreement, if the private partner’s annual
income is less than 9.6 billion, the city budget pays the investor a subsidy to cover
the costs incurred.

Technical parameters of the Expressway:

– road category—IA (highway);
– total length of the highway—46.6 km;
– number of lanes—4 to 8;
– maximum speed—110 km/h;
– average intensity →100 thousand cars per day;

PPP in Other Transport Sectors

At the first stage, PPP in the transport industry was only in roads. However, afterward
the mechanisms of public-private partnership began to be increasingly applied in
other sectors too. At the same time, the volume of investment in projects, for example,
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in the railway industry was not inferior to roads. In 2018, Russia signed two major
concessions for construction of railway lines: Kyzyl–Kuragino (Eastern Siberia) and
Northern Latitudinal Passage (Western Siberia).

Kyzyl–Kuragino is a section of the road more than 412 km, which is to be built for
the export of coal from the Elegest Deposit. Its capacity is up to 15 million tons/year.
The construction of the roadwill be fully financed by a private investorwhowill invest
127 billion rubles. Construction will be carried out in a mountainous area, which will
require the construction of 8 tunnels with a total length of 11 km, the construction
of 127 bridges with a length of about 16 km. Source of return on investment—direct
collection of fees from consumers for the use of the object (services).

The Northern Latitudinal Passage will be built for the export of oil cargo and gas
condensate. The length of the section of the Ob–Salekhard–Nadym is 353 km, total
investments—113 billion rubles, the Government will provide a capital grant in the
amount of 13 billion rubles, the remaining funds will be invested by private investors.
It is also expected to attract debt financing. The main work on both projects will be
carried out by the state company—“Russian Railways” (in the case of the Northern
Latitudinal Passage, Russian Railways is a co-owner of the project company), which
in Russia is a monopoly on the transport of goods by rail. The source of return on
investment under the project is the availability fee (fixed payments) from the public
partner (budget).

Both projects—Northern Latitudinal Passage and Kyzyl–Kuragino—were under
discussion for more than 10 years, because the state could not afford to fully finance
them. Construction started in fact only with the use of PPP mechanisms.

In addition to the railway industry, PPP mechanisms have started to be used in the
port and airport infrastructure. In 2018, a concession agreement for the construction
of the Lavna coal terminal in Murmansk (1500 km North of Moscow) was signed.
The capacity of the terminal will be 18 million tons/year. The construction will be
carried out entirely at the expense of the private investor, who will invest 16.7 billion
rubles, the Source of return on investmentwill be the availability fee (fixed payments)
from the public partner (budget).

The next port concession project is expected to be a dry cargo terminal in Taman
(Krasnodar region, South).

The first since the Soviet Union times completely new airport was also built using
the PPP mechanism. Renova Group, a private investor, built Platov International
Airport in Rostov-on-Don, the largest city in the South-West of Russia. The capacity
of the airport is 5 million people/year. “Renova” has fully funded the construction
of nearly $20 billion. Source of investment return is a direct collection of payments
from consumers for the use of the object (service)/other commercial activities.

In addition to classical concessions and PPP agreements, other forms of public-
private partnership are actively used in the transport sector in Russia. For example,
Moscow buys subway cars under life cycle contracts (LCC) from a private group of
companies Transmashholding. These are large contracts for more than 100 billion
rubles. Transmashholding supplies subway cars for Budapest (Hungary) under a
similar scheme.
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Moscow is also actively using this form of PPP as a corporate model of public-
private partnership in the implementation of transport projects. According to the
approach of the World Bank (the leading analytical center and aggregator of PPP
projects in the world), the corporate model of public-private partnership corresponds
to the type of contract called “Partial privatization”/“Joint venture”, which means
the partial sale of equity in a state-owned asset company to a private investor while
maintaining state control over the asset of the company (“Project company”/“Special
purpose company”). Moscow is building transport hubs through the corporate model
as part of the development of the capital’s passenger transport system. As of May
2019, 15 contracts worth 110 billion rubles were signed under the scheme. Funds are
invested by a private investor. The contracts provide for different sources of return
on investment:

– other commercial activities (sublease, advertising, trade, etc.);
– availability fee (fixed payments) from the public partner (budget);
– direct collection of fees from consumers for the use of the object (services).

Conclusion

– Russian transport industry is the most advanced sector in terms of the use of
public-private partnership mechanisms. The most capital-intensive PPP projects
are also implemented in the transport infrastructure. Initially, PPP mechanisms
were used only in road construction, gradually the spectrum of PPP application
significantly expanded to include railways, airports, ports, transport hubs, city
public transport, etc.

– Since 2018, Russia has been implementing two large-scale National projects—the
“Main infrastructure development plan” and “Safe roads”. For these two projects
alone, 11.1 trillion rubles will be invested in transport projects over six years,
of which 3.5 trillion rubles will be extra-budgetary funds. No doubt, these are
significant funds for the country, but these plans will not have a strong impact
on the PPP market. According to the estimates of the National PPP Center, most
of the projects are planned to be implemented through public procurement, i.e.,
without the use of PPP mechanisms.

– However, since the implementation of transport projects using PPP forms has
already proven itself, especially in the road sector, these tools will continue to
be used. Russian governors recognize that Federal budget money provided to
implement National projects to improve transport infrastructure is not enough.
Therefore, regional authorities will have to look for private investors and use PPP
mechanisms. As recognized by the Ministry of Eonomic Development of Russia
at the St. Petersburg International Economic Forum in June 2019, “more than
90% of the total network of roads in the country are roads of regional importance.
The subjects of the Russian Federation are faced with the urgent task of ensuring
both the construction of these roads and bringing them to the normative state.
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Here, of course, it is necessary to pay attention, first of all, to projects within the
framework of public-private partnership”.

– We also believe that PPP mechanisms will be developed in different sectors of
transport infrastructure. Budget deficits in the regions will encourage the search
for new mechanisms to achieve the goals. This will be the main driver for not rich
regions. On the other hand, rich regions, such as Moscow, have already gained
good experience in implementing multibillion projects through PPPmechanisms,
and will continue to move along this path. So, there is enough ground to believe
that public-private partnership will develop in the regions regardless of the level
of gross-regional product.

– A significant driver for the PPP market will be the new status of Rosatom State
Corporation as a Concedent, granted by a special Decree of the Government in
2019. The company is assigned as the curator of the Federal project “Northern
Sea route” with total investments of 735 billion rubles, and with dozens of large
enterprises in which more than 400 thousand people work, under its control.
Therefore, from our point of view, Rosatom will become no less active player in
the PPP transport market than Avtodor state company.

We also believe that if Russia takes the decision to begin construction of such
large-scale projects as Europe–Western China and Meridian highways, Moscow–
Kazan or Moscow–St. Petersburg high-speed railways, they will be implemented
through PPP mechanisms.
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Chapter 12
PPPs in Social Infrastructure. Problems
and Perspectives

Elena B. Zavyalova and Agnessa O. Inshakova

Abstract Social commitments account for the biggest share of the Russian budget
expenditure. However, there is an evidence of insufficient budget spending both on
regional and federal levels, though the demand for better social services is growing.
The only way to eliminate this imbalance is to find the alternative source of financing
social commitments by private funds, mainly through public-private partnerships.
The emphasis should be set on the social infrastructure development. “Social infras-
tructure” includes such objects as infrastructure objects in health, education, social
security, culture, tourism and sports.

Keywords Public-private partnership · PPP in social sector · PPP in health · PPP
in education · PPP in sports · PPP in tourism · PPP in social security system ·
Concessions · PPP agreements · Social infrastructure · Social sphere
JEL-Codes L32 · L30 ·M10 ·M21

Introduction

The development of social sphere is traditionally the key factor of Russian economic
agenda formation. This fact is attested to by total social consumption in budgets of all
levels and analysis of regulations, the May decrees of The President of The Russian
Federation in particular. Social commitments are traditionally high, however, they
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do not correspond fully to the actual needs for the development of social infras-
tructure. Furthermore, in conditions of an economic crisis, the reduction of budget
spending for developing infrastructure in health, education and culture sectors has
occurred. As a result, inflows to capital construction of social facilities has slowed
down considerably, which impacts on the accessibility of qualitative services. In this
regard in addition to the need for enhancing the effectiveness of budget expenditure
the problem of stimulating the inflow of private investments in the social sphere
takes place. This problem is particularly severe on the regional level where the social
pressure on budget is traditionally larger than on the federal level (Baksheeva 2016).

We may say that a controversial situation takes place in Russia. The long-term
stagnation of budget inflows is combined with the growing society demand for a
higher quality of social infrastructure. To solve this contradiction, the Federal Law
on “Public-Private Partnership” was adopted in 2015. Additionally, the practice of
concessions application was enhanced. Because of the given factors share of private
investments in the social infrastructure development started to rise. Due to the coop-
eration of the authorities and the business community, the practice of applications
of PPP in developing the social infrastructure of health, sport, elder care, vacation
and education sectors has developed. The application of a given method allows us to
consider the interests of all parties concerned. Thus the government reduces budget
costs on creating and exploitation of social infrastructure facilities, the manage-
ment of state property enhances and the financial returns from these assets increase
(Inshakova et al. 2017). Unlike privatization measures that took place in the 1990 in
this case the government reserves the ownership. For their part, the private partners
receive guaranteed income from investments for rather long terms. Eventually, the
society becomes the main beneficiary as the development of social infrastructure is
enhancing the quality of life (Ivanov 2016).

Results

Today wemay face two different trends. On the one hand, there is a decline in budget
funding, while on the other hand the number of projects funded by private capital
under PPP conditions is growing steadily. To prove this statement let us refer to the
statistics.

According to the Federal Treasury, the aggregate public expenditure on social
infrastructure was steadily declining since 2011. But starting from 2018 the govern-
ment increased the financing to the sector. According to the current 3-year financial
plan, the tendency is to stay for the coming years (Fig. 12.1).

However, the growing demand in creating new social infrastructure facilities
provided the trigger for private investors. Wemay say that unsatisfied public demand
on social services proved to be a powerful incentive for the market to find the means
of reaching the needed level of infrastructural accessibility. In fact, a new funding
system for social infrastructure has occurred through private funding.
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Fig. 12.1 Total government spending on social infrastructure (industries/budgets of appropriate
levels). Source Ministry of finance of the Russian Federation. https://www.minfin.ru/ru/perfom
ance/budget/federal_budget/budgeti/2019/ (date of issue: 28.10.2019)

Due to the current economic situation and the decline of effective demand a special
place is held by projects that require PPPs. In this case, the government can lend a
“budget hand” for private investors by undertaking co-finance of the costs of creating
a facility and guarantee a certain load of the facility as well as the returns over the
years.

Thus, according to PPP Development Center, the total number of PPP infrastruc-
tural projects is steadily growing. The share of human-centred projects is rather high.
307 out of 2586 PPP projects are aimed at the social sector. The aggregate value of
social sector projects implemented is 278,2 billion rubles, which is a share of 10,7%
of the total investment. As can be seen in Fig. 12.2, the majority of PPP projects
are implemented in health and education, while tourism and culture draw less atten-
tion of possible investors. Such sectors as a sport and social services draw even less
interest in private business (Seleznev 2017).

Main Factors that Influence the Development of PPP
in Social Sector

In most cases, analysing possible opportunities and difficulties in implementation of
PPPprojects the balance tilts towards advantages.However, in practice, the success of
a project dependson awayof implementationof a certainPPPproject. Thegivenways
happen to be themost common ones: concession agreements, classical agreements on

https://www.minfin.ru/ru/perfomance/budget/federal_budget/budgeti/2019/
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Fig. 12.2 The distribution of the number of projects and the total volume of investments in the
areas of implementation. Source http://pppcenter.ru/assets/docs/pppcenter_a4_2016_v2_web.pdf
(date of issue: 28.10.2019)

PPP and such forms of quasi-PPP as lease agreements with investment commitments.
In terms of concession, a concessionaire attracts funding for creating/reconstructing
an infrastructure facility and provides services according to the terms of agreement.
In their turn, the grantor offsets the lost income to the concessionaire or fulfils other
obligations according to the agreement. The form of concessions is useful for the
creation of healthcare facilities, park projects and social sector projects, for example,
creation and development of gerontology centres and rehabilitation centres. Such
projects allow us to combine services funded by the government and services based
on the commercial framework (Tkachenko and Meteleva 2017).

In terms of the PPP agreement, the private partner attracts funding for
creation/reconstruction of an object, equipping andmaintaining it until the end of the
agreement, then conveys the right of property at the end of the agreement (Inshakova
et al. 2019). If the costs for the private partner have been below 50% the public coun-
terpart offsets the costs of the private partner according to the terms of the agreement.
The public partner also leases land or a real estate for the purposes of the agreement.

In case of lease with investment commitments (quasi-PPP), the government leases
the infrastructural facility and the private investor obtains finance for equipping,
reconstructing, or constructing of a social infrastructure facility, manages and oper-
ates it and makes investment commitments. For example, in the Moscow area under
the programme“Moscowmanors”, 18manors are being restored thisway. InMoscow
care facilities are created according to such method.

The key issue for all PPP social sector projects is a problemof applyingmechanism
of reimbursing the private investment (Ivanov and Ivanova 2019). On this matter, all

http://pppcenter.ru/assets/docs/pppcenter_a4_2016_v2_web.pdf
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PPP and quasi-PPP projects in Russia can be divided into four groups depending on
a used model:

1. access fee implies full or partial returns for the private investor paid by the public
counterpart including compensation of funds spent on creating quipping and
maintaining a facility and raising finance.

2. direct collection of charges and other commercial activities according to admin-
istrated prices. The private partner provides returns by collecting service fees
according to administrated prices.Due to legislation features, a public counterpart
may refund private counterpart’s costs after the project is completed.

3. minimum guaranteed return. A private counterpart provides a return on invest-
ment by collecting service fees according to administrated prices. In this case,
the agreement implies a contingent liability on the public counterpart to refund
the lost income to the private counterpart.

4. direct collection of charges and other commercial activities without additional
assurance from the public counterpart. A private counterpart provides refunds
solely through commercial activitieswithout additional assurance from the public
counterpart.

Based on the given classification all social infrastructure facilities can be divided
into groups depending on whether there are any guarantees provided by the
government:

1. projects with a fixed flow of payments—when is the government guarantees
minimal return;

2. projects where the flow of payments fully depends on consumer demand.

In the first case, the financial model and the risks are clear to the investors. This
attracts more investors for the project. In the second case, the projects appear to be
more risky and attract less investors or require additional guarantees. However, in
both cases funding social structure facilities seems to bemore risky and less marginal
than funding other sectors such as transport.

As was stated the interest to social sector among investors is steadily growing;
however, there is a number of dimensions that hinder PPP development the in social
sector. First of all implementation of Federal Law #224 has shown that the law
requires various changes. In particular, one of the main deterrents for a private coun-
terpart is an impossibility of full return from a PPP project from a public counter-
part. Also, the experts dispute the procedure of benefits evaluation (Sergi 2019).
It compares the budget efficiency of a PPP project and a direct budget financing
which is not always within reach especially for projects in education sphere. The
amendments to the law are expected soon.

Secondly, talking about actual problems of implementing PPP projects in the
social sector we should mention that people-centred business projects are distin-
guished by high uncertainty of payback periods and future consumer demand.
Furthermore, pricing and budget funding mechanisms can differ from the traditional
market approach. The whole thing reduces the capacity of effectiveness evaluation.
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Such risks as insufficient budget funding of projects that involve budget participa-
tion, lack of guarantees from a public partner the complexity of forecasting consumer
demand were considered above. However, the way of things in different regions may
vary.

The Analysis of Specific Features of the Implementation
of PPP Projects in Selected Industries

Wewill use twomethods for the following analysis: the feasibility of attracting private
investments into human-centred projects and assessment of current trends towards
budget expenditures. In the first case, the official policy is shown in the Government
Decree setting the road map “Access of the non-state organizations to social services
rendering”. Thus in the road map health, education, social protection and culture
spheres are regulated. Analysing budget expenditures in recent years, we may see a
long-term shortage in the same spheres: health, education, social protection, culture
and sport.

Health. According to the State programme “Health development” (26.12.2017
№ 1640), the leading directions are focused on primary health care, high-technology
medicine, healthy lifestyle, innovative medicine, elder care, medical rehabilitation,
spa, etc.

Almost 70% of proposals of PPP implementations in health sector are focused
on these directions. Moreover, 80% of such projects are already on the market.
Interestingly, high-technology projects are in high demand. Such spheres as delivery
care (maternity homes, perinatal centres) and high-technology medicine also have a
capacity for PPP (Seleznev and Mihaylova 2017).

According to experts, health is not only themost forward-looking but also themost
successful sector in applicating PPP (Sizova 2015). The most known projects are the
health centre in Samara region and general practice health care net in Ul’anovsk
region, etc.

However, the capacity could be used in a more effective way. Thus, to enlarge the
number of PPP projects it could be useful to address the question of mitigation of
the law about compulsory health insurance (CHI) and the time frame of concession
contract pay-scale agreements in the health sector to decline commercial risks of PPP
health investors. According to the requirements of legislations, CHI is not capable
of covering investment costs (capital construction, repayments and others). In so
doing, a number of regions have to refund PPP investors by capital granting during
constructing/reconstructing a health facility and guaranteeing a load of the facility
(the number of commercial patients multiplied by rate).

The potential private partner is significant for PPP health projects. It is important
to understand what share of the services was provided by compulsory and voluntary
insurance or weather all of the services were paid for. In Russia, there are lots of
examples of implementation of PPP projects in health sector where the counterpart
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does not provide medical services but simply makes commitments on maintaining
the facility, while the service is provided by the budget facility itself. In such projects,
it’s important to assess the long-term demand for such facilities as such projects are
especially expensive in the long term excluding construction and exploitation cost
overruns that occur in classic government infrastructural projects. It is also important
to understand that projects that require reconstruction of a health facility should be
properly structured in terms of land and property relationships.

Education. First of all, it is important to notice that the officials and private
businessmen have the same views on the education sector. Over 90% of all initia-
tives account for the industries flagged by the State Programme “Education devel-
opment” (26.12.2017 #1642). The key directions implementing PPP are early
childhood education (kindergartens, child development centres), general educa-
tion (schools, gymnasium, lyceums, boarding schools), additional child education.
Building of childhood education and general education facilities in theYamal-Nenets
Autonomous Region can come as a good example of success (Glushko and Kolodina
2017) (Fig. 12.3).

The only form used in the sphere is PPP agreement that doesn’t implement
education services but only technical maintenance.

Social protection. This sector covers a vast variety of industries and facilities.
The main directions are stated in the State Programme of Social Support. They are
multifunctional disability service centres; elderly service centres (nursing homes,
geriatric centres), minors’ residences. The impetus for the private sector involvement
was set in 2018 when the government increased the funding of the non-governmental
organization’s efficiency programme.

It is interesting to mention that in the first stage the majority of PPP projects
were involved in this particular sector, however nowadays private companies have

Fig. 12.3 Key areas of the education sector for the application of PPP mechanisms. Source http://
pppcenter.ru/assets/docs/pppcenter_a4_2016_v2_web.pdf (date of issue: 28.10.2019)

http://pppcenter.ru/assets/docs/pppcenter_a4_2016_v2_web.pdf
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broadened their area of interest. For example, now elderly care service centres attract
more attention.

Culture. According to PPP Development Center in today’s Russia 34 PPP culture
projects are being implemented. Most of them are related to cultural heritage cultural
and art centres (creative centres theatres, cinemas) and cultural activity centres
(concert halls, entertainment facilities).

The activity in this sphere corresponds to the State Programme “Culture and
Sports Development” (15.04.2014 g.№ 317, amended 17.08.2019) which shows that
developing infrastructure using PPP is quite promising. In practical terms, investors
are also active in implementing projects in such directions.

The most well-known of all implemented projects are improvement, maintaining
and reconstructing aBaryshnikovSquare inMoscowRegion,modernization of “Cos-
mos” cinema in the Perm region and reconstructing a central recreation park in
Volgograd.

A tourist sector is also worthy of attention. While in the beginning, the most
popular sphere was the creation and development of the recreation tourist centres,
now the attention is drawn to the creation of sport and leisure centres (child sport
and recreation camps, ski resorts).

Physical education and sports. The most prospective directions are determined
by the State Programme “Physical training and sports development” (15.04.2014
#302), expressed in the development of mass sports and sport reserves. Moreover,
this project includes a special procedure for subsidies to implement events as a way
to undertake finances.

The main sectors of applying PPP are: physical-culture centres; multifunctional
sports centres, ice arenas (hockey stadiums, skating rings); water sports facilities
(swimming pools, water parks).

The selection of these directions is based on their relevance on the market
(Savchenko 2017): physical-culture centres, multifunctional sports centres, ice
arenas and water sports facilities account for 3/4 (74%) of the overall number of
sport projects.

Conclusions

Within the results of a given analysis the author came to the following conclusions:

1. Today using private capital to solve social problems has become an objective
reality. Using private capital has proven to be the most effective and the most
profitable way to satisfy the population demand for quality service.

2. Despite the decline in the financing of capital construction of social facilities,
the share of PPP projects remains steady (10–12%). This allows us to make a
conclusion that social sphere remains a priority on the PPP market.

3. Ineffective demand for the social services has become a powerful incentive for
themarket to search for newmeans of social infrastructure development.Wemay
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witness a creation of a new system built on the financing of social infrastructure
through private investment.

4. The gap between projects that are planned and are already being implemented is
obvious. The market requires new projects on developing social structure. This
fact proves the limits of current frameworks that prevent implementing PPP’s
full capacity in the social sector.
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Chapter 13
PPP—A Key to Salvation of Russian
Communal Utilities Sector?

Evgeny Y. Moiseichev and Maria A. Ivanova

Abstract Intensive introduction of PPPs in communal utilities sector of Russia in
recent years not without reason can be called “a quiet revolution” carried out by
the authorities. Mechanisms of public-private partnership in the communal utilities
sector, leading in Russia in a number of PPP projects, are investigated and system-
atized. The paper describes major problems faced by the sector and key measures
taken in recent years by the state to attract private investment. Data characterizing
quantitative and qualitative changes in the use of PPP mechanisms in the Russian
communal utilities sector are also presented. Specific features of PPP projects in
communal services are introduced.

Keywords Public-private partnership · Concession agreements · Public-private
partnership agreements · Housing and communal utilities services

JEL-codes K12 · K15 · L97 · R31 · R53

Introduction

Housing and communal services are one of the basic sectors of theRussianFederation
economy, providing the population with vital services, and industry—with necessary
engineering infrastructure. Its share in the country’s GDP is 7.2%, annual industry
turnover exceeds 3 trillion rubles. Its fixed assets are more than 26% of the total fixed
assets of the country (8 trillion rubles) Housing and communal services are provided
by 35 746 enterprises and organizations. The number of employees in the housing
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and communal sector is more than 3 million people. The sector consumes more than
20% of the country’s energy resources.

Annual investment needs of the housing and communal sector are estimated at
500 billion rubles, including.

– 200 billion rubles in heat supply,
– 100 billion rubles in water sector,
– 100 billion rubles in sanitation, and
– 100 billion rubles in solid waste treatment.

At the same time, the communal utility sector is characterized by systematic
underfunding, which has already led to high levels of wear and tear of Russian utility
infrastructure and, as a consequence, to an increase in accidents and a decrease in the
quality of public services. According to the polls held a few years ago, for example,
housing and communal services took the first place in the ranking of personal and
family problems of Russians.

Physical depreciation of fixed assets of housing and communal services in the
Russian Federation remains at 60%, reaching 70–80% in somemunicipalities. About
30% of fixed assets of housing and communal services have already fully served the
standard terms.

This situation is typical for all sectors of housing and communal utilities. For
example, heat supply systems of settlements in Russia includemore than 77 thousand
boilers, about 24 thousand central heating points, about 160 thousand kilometers of
heating networks. More than 60% of the objects are in municipal ownership. The
performance of heat supply systems is 20–30% worse than in the Nordic countries.
In the past 20 years, the wear of heating systems equipment has grown critically. The
number of boilers with a service life of more than 30 years was 75%, one-fourth of
themworked formore than 50 years. The situation is similar with heating networks—
68% of them have exceeded the critical service life of pipelines. The consequence of
these negative factors is the poor quality of heat supply and hot water supply services
(mass “under-heating”), significant restrictions in the provision of multi-apartment
buildings with heat energy in emergency situations, long outages of hot water during
the repair period.

The situation with water supply and sanitation is not much better. Every fifth
sample of drinking water from water supply networks does not meet sanitary stan-
dards for sanitary and chemical and every tenth–formicrobiological indicators.About
30 million people in rural areas use drinking water that does not meet sanitary stan-
dards. Annually, 55 billion cubic meters of wastewater is discharged into natural
water bodies, of which almost 20 billion cubic meters are contaminated in excess of
established standards (Table 13.1).

Today, it is obvious that it is impossible to reverse the situation in the housing and
communal services related to the degradation of infrastructure and its critical wear
and tear without attracting private investors to the industry.

In terms of attractiveness for the private sector, the communal utilities sector has
at least two important features. First, housing and communal services have a huge
consumer market, since housing and communal services are in demand by every
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Table 13.1 Condition of communal utilities (as of 1 January 2017)

Objects of communal utilities
infrastructure

Total length of networks
(thousand km)

Share of networks in need of
replacement (%)

Heat supply networks 173 29.06

Water supply networks 577 43.6

Sewerage networks 194 44.4

Source Ministry of construction and communal utilities of Russia

resident of the country, which as a result provides a guaranteed demand of more
than 145 million people (this does not include industrial sector). Secondly, the sector
has significant potential to improve profitability. The existing “unprofitability” is
not a natural characteristic, but a consequence of inefficient management and other
negative factors. One of the main tools by which the private sector can succeed in
terms of efficiency is the introduction of new technologies. Today new technologies,
including digital, allowing to optimize the processes, application of energy efficiency
technologies, commissioning of automated dispatching systems, mobile services,
etc., are increasingly introduced in the Russian communal utilities sector.

Results

Measures to Attract Private Investment in Housing
and Utilities

In order to attract private capital into the communal utilities sector for modernization
ofmunicipal infrastructure, the Government of the Russian Federation has developed
and implemented a range of measures, primarily related to the consolidation of the
regulatory framework. On the whole, more than 30 normative legal acts have been
adopted (including within the framework of improving the legislation on conces-
sion agreements) to create conditions for attracting private investment in housing
and communal services (Concession agreements in the municipal sphere: current
statistics, changes in concession legislation, and improvement of regulation 2016).

Amendments to the federal concession legislation introduced in 2013 provided, in
particular, for the establishment of mandatory requirements for owners, concession-
aires, and tenants to achieve targets of reliability, quality, and energy efficiency. Thus,
at the conclusion of concession agreements, obligations of the operator to ensure the
quality of services and achieve indicators of reliability and energy efficiency of the
objects taken in the concession are determined. In case of default, property liability
is envisaged.1

1Indicators of reliability and energy efficiency of heat supply facilities, as well as rules for their
determination were approved by Resolution of the Government of the Russian Federation of May
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At the same time, conditions that ensure guarantees of return of invested funds
were created for investors. In particular, amendments to sectoral legislation synchro-
nizing the rules of the Federal law “On concession agreements” and provisions
relating to tariff regulation were adopted. As a result, the size of the tariff began to
depend on obligations to achieve the quality of services provided to consumers.

The process of tariff regulation has also undergone changes. In order to increase
the attractiveness of investment in heat supply, a number of important amendments
weremade to the Decree of the Government of the Russian Federation of October 22,
2012№ 1075 “On pricing in the heat supply sector”. These changes made it possible
to stimulate heat supply organizations to increase the efficiency of their activities,
reduce operating costs, increase the number of energy-saving and energy efficiency
measures, reduce the level of losses in heat networks, use more efficient types or
brands of primary and reserve fuel on heat sources.

In July 2014, amendments to the Law on concessions (115-FZ) regarding the
possibility of concluding a concession agreement by the initiative of the conces-
sionaire (private partner) were adopted (came into force in May 2015). This signif-
icantly expanded the possibilities of implementing concession agreements in the
communal utilities sector. Previously, the conclusion of concession agreements was
possible only at the initiative of the Concedent (public partner) through competitive
procedures.

Inclusion in July 2016 in the 115-FZ of a special Chap. 5 concerning preparation
and implementation of PPP projects in water, heat, and sanitation (entered into force
on January 1, 2017) was a real innovation for the PPP market. New provisions

• defined the subject of the Russian Federation in housing and utilities projects as
an independent party to the greement (along with the Concedent (municipality)
and an investor);

• established a ban on participation of foreign investors in such projects;
• fixed the possibility of holding a joint regional-municipal tender;
• enshrined the right to transfer concession objects of centralized water and heat

supply and sanitation with unregistered property in their composition;
• introduced possibility of repayment by the concessionaire of debts of unitary

enterprises;
• described in detail preparation and holding of concession tender, conclusion and

amendment of the agreement in heat and water supply, sanitation, etc.

The emergence of a new Chapter in the Law had a positive impact on the appli-
cation of PPP mechanisms in the communal utilities sector, improving the quality
and investment volume of projects in this area. The right to take into account—
when determining the size of concession fee—outstanding monetary obligations of

16, 2014 № 452, and the list of indicators of reliability, quality, energy efficiency of objects of
centralized hot water supply, cold water supply, and (or) wastewater disposal and the procedure for
their determination was approved by the Order of the Ministry of construction of Russia of April
4, 2014 № 162/, etc.
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state/municipal enterprises made it possible to repay debts of unitary enterprises with
the help of investor funds.

At the end of 2017, the Federal law № 503-FZ which clarified powers of state
bodies and local governments in solid waste treatment was adopted. In accordance
with the Law from January 1, 2019, urban settlements have to ensure the creation
and maintenance of places of accumulation of solid municipal waste, to determine
places of accumulation of such waste and to maintain a register of such places.
Requirements to places (sites) of waste accumulation were established, powers of
regional operators on treatment of solid municipal waste and rules of establishment
of tariffs were defined (Inshakova et al. 2019).

In addition, over the past year, the legal framework for implementation of PPP
projects in water, heat, and sanitation facilities has been significantly adjusted: the
procedure for holding a joint regional-municipal tender was described in detail,
new measures for financing communal utilities modernization projects have been
provided, procedure for adopting, changing investment programs of organizations in
heat and water supply, etc., has been updated.

In addition to legislative measures, steps have been taken to financially support
investment projects.

Decree of the Government of the Russian Federation of December 26, 2015 №
1451 “On provision of financial support at the expense of the State Corporation—the
Fund for promotion of reform of housing and communal services for modernization
of municipal infrastructure systems” became the main instrument of such support.
The rules approved by Decree № 1451, provided for allocation of funds for each
specific project, including financial support for preparation, implementation of the
project, and co-financing of the interest rate on the loan for its implementation.

In August 2017, these rules were updated by Decree of the Government of the
Russian Federation of August 25, 2017 №997 “On implementation of financial
support measures at the expense of the State Corporation—the Fund for the promo-
tion of housing and communal services reform and amendments to some acts of
the Government of the Russian Federation”. The said Decree provides for financial
support from the Fund for the purpose of co-financing the interest rate on loans, bond
loans, attracted by resource supply organizations, as well as for the preparation of
modernization projects.

Financial support for the modernization of municipal infrastructure systems will
be provided to the subjects of the Russian Federation within the limits defined by
the decision of the Prime Minister of the Russian Federation, adopted on the basis
of proposals of the Ministry of construction of Russia, agreed with the Ministry of
economic development of the Russian Federation.

To receive financial support in the subject of the Federation, a “road map” for
development of housing and communal services in the region, the procedure for
selecting potentialmodernization projects, the procedure for co-financing the interest
rate, including the obligation of the subject of the Federation to conclude an agree-
ment with a resource supply or credit institution on co-financing the interest rate,
must be approved.
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Table 13.2 Investment support of the Fund of Housing and Communal utilities

Provision of financial support at the expense of Housing and Communal utilities Fund for
promotion of reform of housing and communal services

74 applications
(from 32 subjects of
the Russian
Federation) are
registered

Total amount of applications—8726.99 million rubles

51 application
approved by the
Board of the Fund
(23 applications in
heat supply, 23
applications in water
supply and
sanitation, 5
applications in solid
waste treatment

Total amount of approved funds—5669.00 million rubles

Project development
(RUB million)

Project implementation
(RUB million)

Subsidy of
interest rate
(RUB million)

2016 16,18 1180,68 122,17

2017 8,59 4341,37 0

Total 24,77 5522,06 122,17

Source Ministry of Construction and Communal Utilities of the Russian Federation

Financial support will be provided in accordance with the requests of the regions
received by the Fund on the basis of an agreement between the subject of the
Federation, the Ministry of Construction, and the Fund.

The agreement should include the indicator of the effectiveness of the use of
financial support. It is defined as the ratio of the amount of funds raised by the
subject of the Federation under concession agreements to the amount of financial
support. This ratio should be more than 10 to 1. If this condition is not met, the
subject of the Federation will be obliged to return the funds of financial support in
proportion to the failure to meet the target (Table 13.2).

In 2018, the President of the Russian Federation in the “May Decree” outlined
national goals and set strategic objectives for the development of the Russian Feder-
ation for the period up to 2024 (presidential Decree of May 7, 2018 N 204 “On
national goals and strategic objectives of the Russian Federation for the period up to
2024”, GARANT 2018). In pursuance of the May Decree, 12 national projects and
the Comprehensive Plan of modernization and development of core infrastructure
were approved. The national project “Ecology” consists of several Federal projects,
including

• The Federal project “Improvement of the Volga river”, which provides for
construction, reconstruction (modernization) of treatment facilities. 129.7 billion
rubles are allocated by budgetmechanisms, 31.7 billion rubles is planned to attract
from off-budget sources.

• The Federal project “Clean water” is a part of the state program of the Russian
Federation “Providing affordable and comfortable housing and public services to
citizens of the Russian Federation” and provides for the construction, reconstruc-
tion (modernization) of drinking water supply facilities. 146,7 billion rubles are
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allocated by budget mechanisms, 85.5 billion rubles is planned to attract from
off-budget sources.

Of course, not all the problems of infrastructure activities in the communal utilities
sector have been resolved. There is a certain set of issues that are increasingly being
addressed when discussing various aspects of improving the legal framework in
this area (Draft National report on attracting private investment in infrastructure
development and the use of public-private partnership mechanisms in the Russian
Federation 2018). First of all, we are talking about finding legal tools to resolve
the issue of consolidation of concessions in various settlements, expanding possible
ways and forms of transfer of heat and water supply facilities to private investors,
finding new mechanisms of financial support for the modernization of housing and
communal services, etc. (Inshakova et al. 2017).

Since housing and communal services remain one of the most important and
socially significant areas, interest in optimizing PPP regulation will not run out in
the coming years.

PPP in Communal Utilities

Thanks to the establishment of conditions for attracting private investment, public-
private partnership in the communal utilities sector in terms of the number of annu-
ally concluded agreements experienced a period of rapid development, reaching
a peak by 2016. Over the following years, the number of projects implemented
reduced. (Simply and honestly about investments in infrastructure and PPP in Russia.
Analytical review 2019) (Table 13.3).

The atypical increase in the number of projects was due to changes in legislation.
According to the Federal law of July 27, 2010 N 190-FZ “About heat supply” and
the Federal law of December 7, 2011 N 416-FZ “About water supply and water
disposal” since January 1, 2015 the rights of possession and use of the objects which
are inmunicipal property are transferred only under concession agreements providing
creation or reconstruction of property.

In fact, these changes affected only noncapital-intensive projects. Therefore,
despite the increase in the number of PPP projects, there was no proportional increase
in investment volumes. According to experts, by 2018 the effect of these factors
was completely exhausted, and the market will continue to develop without sharp
fluctuations.

Table 13.3 Dynamics of number and volume of investment of PPP projects in communal services

2014 2015 2016 2017 2018 Total

Number of PPP projects 244 477 1111 471 240 2890

Volume of investment (RUB billion) 35,3 78,6 89,3 68,9 77,1 601,3

Source data of The National PPP Center
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Source: data, calculations of the National PPP Center

As of April 1, 2019, 2731 projects were being implemented in the communal
utilities sector with a total investment of more than 590 billion rubles (of which 560
billion rubles are concessionaire finance).

Similar trends are observed in the heat, water, and wastewater sectors.
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Source: data, calculations of the National PPP Center
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The situation is somewhat different in solid waste treatment. According to official
data, in Russia every year the city with a population of about 1 million people throws
into the surrounding environment up to 400 thousand tons of solid waste, which
corresponds to about 350–400 kg of annual solid waste per capita in the country
(Kosolapov 2014). At the same time, the share of municipal solid waste transferred
for processing in the total volume of the produced waste is still extremely low and
was about 7.5% in 2014, 7.8% in 2015, and 8.9% in 2016. Thus, according to the
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Ministry of Natural Resources and Ecology of the Russian Federation, the share of
the neutralized waste in the total volume of waste during the past 5 years fluctuated
within 46.9–59.6% (Order of the Government of the Russian Federation of January
25, 2018 N 84-p “About the approval of Strategy of development of the industry on
processing, utilization and neutralization of production and consumption waste for
the period until 2030”, 2018).

In order to solve these problems, President of the Russian Federation by Decree
of March 29, 2011№ PR-781 ordered the regions to ensure preparation of long-term
targeted investment programs for the treatment of solid municipal and industrial
waste, based on an integrated approach to the process of collection and disposal of
all types of waste. In 2013, Order of the Ministry of Natural Resources of Russia
approved the Strategy of solid municipal (household) waste treatment in the Russian
Federation. InDecember 2014, Federal law№ 458which established a new system of
solidmunicipal waste treatment was adopted. Russia seriously took up the solution to
the “solid waste” problem. The government decree in 2018 adopted a Strategy for the
development of industry for the treatment, utilization, and disposal of solid waste for
the period up to 2030. The document noted that sources of financial support for the
implementation of the Strategy can include borrowed funds of credit institutions and
private investors finance, including in the framework of public-private partnership.

Conditionally “waste reform” can be divided into several stages:

• preparation of territorial schemes of waste treatment in each region of the country;
• selection of regional operators2 responsible for the entire waste treatment cycle;
• installation of a unified regional tariff for waste treatment services;
• creation of modern high-tech waste disposal complexes in the regions;
• introduction of separate waste collection in the regions.

However, the “waste reform” stalled due to the lack of preparedness for such
changes at the regional level. Amendments to the legislation repeatedly delayed
the transition to the new system. Nevertheless, the legislation defined that no later
than January 1, 2019 in all regions of the Russian Federation regional operators of
solid waste should start working. However, the Federal law of 2018 established a
transitional period for those regions in which regional operators were not determined
subject to all legally established procedures—until 2020, and for regions that are
cities of Federal importance—until 2022. As of May 2019, out of 85 subjects of
the Russian Federation, only 65 subjects selected regional operators, 5 subjects of
the Russian Federation did not even announce the election of regional operators
(Regional operators of solid waste treatment 2019).

2Regional operators are organizations responsible for the entire technological chain of waste
treatment from the container site to the landfill.
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At the same time, a positive trend of qualitative changes in legislation in this area,
which increases the investment attractiveness of such projects for investors should
also be noted. Since January 1, 2018, Federal law No. 503-FZ came into force.
Among the key innovations defined by the Law are the following:

• The content and procedure for approval of territorial schemes have been clarified,
which will make the obligations of public partners (Concedents) on PPP projects
more transparent, and for private partners (concessionaires) it will become an
additional guarantee of return on investment (through the forecast tariff). Terri-
torial schemes should undergo a procedure of public discussion, which should
improve the quality of their preparation;

• The procedure for the adoption of regional programs and priority directions of the
collected funds from the payment of the environmental fee have been clarified.
Now the funds from the environmental collection are prioritized for the imple-
mentation of recycling standards and the renewal of treatment facilities, waste
disposal;

• Some aspects of the regulation of waste treatment activities of operators have
been changed. In particular, it is provided that the status of a regional operator
shall be granted for a period not exceeding 10 years.

In November 2018, the powers on solid waste treatment were transferred from
the Ministry of Construction to the Ministry of Natural Resources of the Russian
Federation. In January 2019, the company “Russian environmental operator (REO)”
was created by the decree of the President of Russia. The main task of the company
is to coordinate the reform of solid waste treatment, to carry out necessary exper-
tise and to monitor territorial schemes of waste treatment, including by involvement
of leading scientific institutions. The company will formulate proposals to change
the legislation, develop projects of Federal state programs to support investments,
issue bonds, buy land, enterprises, equipment, and acquire equity of other compa-
nies. REO will also form a database of best projects in the sector, develop and
promote new technologies. 240 million rubles were allocated for the organization of
the company’s activities and the start of work (Alexey Gordeev held the first meeting
of the Supervisory Board of the Russian environmental operator 2019).
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Solid waste treatment

* Forecast. Basic scenario. Optimistic scenario. Pessimistic scenario.
Source: data, calculations of the National PPP Center

Table 13.4 Accident reduction (2012–2016)

2012 2013 2014 2015 2016

Number of accidents (water supply) 142893 109114 106913 86709 74412

Number of accidents (heat supply) 9397 8082 6782 5794 5738

Source Ministry of construction and communal utilities of the Russian Federation

Involvement of the private sector in communal services has already borne fruit:
from 2012 to 2016, the accident rate at heat supply facilities decreased by more than
1.5 times, at water supply facilities—by almost 2 times (Table 13.4).

Specific Features of PPP Projects in Communal Services

Today, taking into account the accumulated experience, the best tool for the appli-
cation of PPP in communal services is the transfer of public infrastructure facilities
to private operators under concession agreements. The existing regulatory and insti-
tutional framework ensures a balance of interests of all parties of public-private
partnership—the state, the private sector and end-users (Recommendations for the
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implementation of public-private partnership projects. Best practices/Ministry of
economic development 2016).

The use of concessionmechanism in the communal sector has a number of specific
features, which include the following:

– no obligation to establish a concession fee

The amount of such fee may not exceed the level calculated on the basis of the
principle of reimbursement to the Concedent of the costs of mandatory payments
related to the right of ownership of the object of the concession agreement.

– criteria of the contest

The preferred bidder is the participant who offered a minimal amount of discounted
revenue. If the value of discounted revenue of the two best contestants differs by
less than 2%, the participant who offered the highest number of the best planned
indicators of the activities of the concessionaire is declared the winner.

– Harmonization of long-term regulatory parameters and targets for quality,
reliability and energy efficiency

Heat supply, water supply, and sanitation are the areas of public utilities, the prices
in which are regulated by the state, and until 2016 the legislation provided for a
gradual transition to long-term regulation of all tariffs in these areas. Pursuant to
the principle of transition to long-term regulation, the Federal law “On concession
agreements” was amended in July 2014. According to amendments only long-term
tariffs using long-term parameters of concessionaire’s activities can be set, and long-
term parameters are essential conditions of concession agreements. If the tariff is
not based on the long-term parameters of the concessionaire’s activities included in
concession agreement, the Concedent is obliged to compensate the concessionaire
lost revenue (Tuktarov and Dubinchina 2016).

– Obligatory participation of the subject of the Russian Federation as an indepen-
dent party in municipal concessions related to heat supply facilities, centralized
hot water supply systems, cold water supply and (or) water disposal, individual
objects of such systems if the authority for state regulation of tariffs in the relevant
area is not transferred to the municipality.

– Possibility of transfer to concession of property, part of which was not registered
in accordance with the established procedure. In addition, in accordance with the
law on concession agreements, the transfer of municipal infrastructure objects to
the concession can be carried out in one of three ways:

– as a result of a tender;
– on a noncompetitive basis through private initiatives;
– on a noncompetitive basis through the transformation of the existing lease

agreement of municipal infrastructure.
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Standardization of PPP Projects Implementation Practices
in Communal Services

OnAugust 18, 2017, theMinistry ofConstructionofRussia published a standard form
of concession agreement for modernization of municipal infrastructure, developed
jointly with Sberbank of Russia (Recommended form of concession agreement for a
Standard industry decision in heat supply 2017). The so-called “package approach”
can now be used by regions and investors to prepare, finance, and support regional
and municipal public-private partnership projects. To date, 41 regions of Russia have
prepared proposals on concluding concession agreements using “package approach”.

A set of document templates for preparation, maintenance, and financing of
concession projects in the housing and communal utilities sector has become
available to the regions.

“Package approach” suggests that if the concession is developed according to
the proposed form, the Bank can provide project financing up to 15 years at 11–
14% per annum. The rights under the concession agreement can be a collateral. The
parameters specified in the form can be adjusted depending on region, investor, and
object of the concession agreement. The concession agreement itself already includes
a step-in agreement, where the Bank acts as a fourth party.

For the project to become bankable, it is necessary to fix in the concession agree-
ment the long-term parameters of regulation, as well as to describe in detail the
procedure for payment and calculation of the amount of compensation for early
termination. This provision allows banks to be confident in the security of the loan.

The first agreement with the use of this form was signed in relation to the recon-
struction of heat supply systems in Yasnogorsk, Tula region in June 2017 between
the Government of the Tula region, PJSC “Sberbank” and CJSC “Regional gener-
ating company № 1”. The total cost of the project in Yasnogorsk is 453.05 million
rubles. Under the concession agreement, it is planned to re-equip 5 boilers in the
amount of 175.3 million rubles and reconstruct heating networks of 277.8 million
rubles. “CJSC Regional Generating Company No.1” is a project company created
especially for investment in projects ofmodernization and development of generating
and network infrastructure of heat and power supply in the territory of the Russian
Federation.

Cases of PPP Projects in Communal Utilities

Most of the municipal concessions (92% of total investment and 85% of total project
number) belong to the communal utilities sector. Such projects are traditionally small
in volume: 130 municipal projects in communal services belong to the segment from
100 million rubles to 1 billion rubles, and only 34 remaining ones are more than 1
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billion rubles. However, municipal-level agreements can also be capital-intensive—
for example, a concession for water supply and sanitation in Volgograd, which in
volume (58 billion rubles) exceeds even the largest concessions at the regional level.

In 2015, JSC “Water supply concessions” inVolgograd beganwork on the replace-
ment of dilapidated and in-emergency-condition pipelines of the city water utilities.
According to Volgograd city administration estimates, wear of urban water supply
networks exceeded 75%, water losses reached 100 million tons per year, which is
50% of the total volume of water pumped from the Volga River. The concession-
aire has developed a 2-year program that will dramatically reduce these losses and
significantly reduce the degree of wear of water supply networks.

Under the terms of the agreement, the investor must invest 7.1 billion rubles in
networks and public infrastructure facilities within 2.5 years. In total, for the 30-year
period of the concession, the company undertakes to invest 58 billion rubles in the
modernization of the city’s water and sanitation facilities.

Another landmark project for the entire communal utilities sector is the concession
agreement between the Arkhangelsk region and “RVC-Center” Co., which provides
for a comprehensive modernization of water supply and sanitation system of the
capital of the region. The agreement was signed in autumn 2018 for 49 years.

Under the term of the agreement, total investment in construction and reconstruc-
tion of water supply and sanitation facilities in Arkhangelsk will amount to 12.8
billion rubles. Concessionaire takes over 85% of the debt of municipal enterprise
“Vodokanal”, which is about 1.2 billion rubles. The priorities include work on the
construction of the second and third stage of the ring water pipeline as well as recon-
struction of the main water pipe with a diameter of 1000 mm. This will significantly
improve the current situation in public services.

Concession agreement fixed key targets for water quality, continuity, reduction
of accidents. It is planned that by 2022 the number of accidents on water supply
and sanitation networks will be reduced 3 times. The proportion of wastewater that
does not meet requirements will be reduced fourfold. Drinking water losses will be
reduced from 52.3% to 12%. In the meantime, more than half of the water literally
“goes into the sand” because of pipes wear and high accident rate.

One more example—the project of construction of an integrated inter-municipal
landfill for placement, disposal and treatment of solid municipal waste for cities of
the Khanty-Mansi Autonomous district-Yugra—is of interest from the point of view
of its financial model. It is a concession agreement for 22 years, whichwas concluded
in 2017. Private partner is JSC “KhMAO resource saving”, which assumes to invest
in the project at least 875 million rubles.

As part of the project, the concessionaire will create

• two landfills for solid municipal waste treatment located on plots of 16.2 and 21.5
hectares;

• waste sorting complex with a capacity of 100 000 tons per year.

The specifics of the project is the use of the mechanism of the minimal guaranteed
income (MGI). In case of discrepancy between the actual gross revenue and theMGI,
the Concedent shall pay each year a compensation payment to the concessionaire.
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In other words, under the terms of concession agreement the Concedent guarantees
the amount of gross revenue received by the concessionaire. MGI is calculated on
the basis of concessionaire’s estimated tariff for the relevant year in accordance with
the terms of concession agreement and the difference between the projected capacity
of the facility (in percent) and the volume of underutilization of the capacity of the
facility.

Conclusions

– Implementation of PPP projects in communal utilities sector has a number of
specific features, primarily associated with the application of tariff regulation
and the need to find a balance of interests between all parties of public-private
partnership—the state, the private sector, and users.

– Key problems facing the sector in Russia include problems of inefficient manage-
ment, especially in the regions, use of outdated technologies, and lack of
funding.

– To overcome these problems, measures to improve both special legislation on PPP
and sectoral legislation in heat supply, water supply, sanitation are taken. They
include

• procedures of transfer into the concession of objects of heating, water, and
wastewater are specified;

• the subject of the Russian Federation is defined as an additional party to
concession agreements of municipal level;

• under concession agreements repayment of debts of unitary enterprises by
incorporating their outstanding monetary obligations into concession fee
became possible;

• possibility of private concession initiatives (unsolicited proposals) is fixed in
legislation;

• transition to long-term regulation of tariffs in heat supply, water supply, and
sanitation has been carried out, the Concedent’s obligation to ensure tariff
setting on the basis of these long-term obligations has been established;

– Along with the adopted legal and regulation acts, additional legislative initiatives
aimed at development and improvement of this sphere are under consideration.
In particular, a bill limiting the creation of state and municipal unitary enterprises
in order to reduce cases of bankruptcy of these organizations is being considered.

– Financial support mechanisms, including different types of funds, etc., are
developed.

– The Russian Federation is implementing a large-scale reform to create a system of
solid municipal waste treatment. Despite the existing lag behind the originally set
deadlines, the reform is being implemented consistently. In order to implement
the tasks of creating a solid waste treatment system relative legislation is also
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being improved, establishing transparent rules, which positively affect the PPP
market and help to attract investors.

– PPP in the communal utilities sector is one of the largest segments of the Russian
PPP market in terms of both the number of projects and investment volume.
A large part of municipal concessions are projects of municipalities (92% of
investment and 85% by number). Such projects are traditionally small in volume:
130 municipal projects in housing and communal services belong to the segment
from 100 million rubles to 1 billion rubles, and only 34 remaining ones are more
expensive than 1 billion rubles. However, municipal-level agreements can also
be capital-intensive—for example, a concession for water supply and sanitation
in Volgograd in volume (58 billion rubles) exceeds the largest concessions at the
regional level and is one of the largest in Europe.
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Chapter 14
IT—New Horizons in Application of PPP
Mechanisms in Russia

Maxim V. Tkachenko and Ellina A. Shamanina

Abstract Innovative information and communication technologies penetrate all
spheres of public life in themodernworld. IT technologies are one of the basic factors
of competitiveness not only for an individual company but also for a country in the
world market. At the same time, the development and implementation of digital tech-
nologies require significant financial investments, as well as professional, specialized
knowledge and skills in this area. In the conditions of economic and financial insta-
bility observed in many countries of the world today, the financing of IT projects is
becoming a heavy burden for the state budget. Consequently, in many countries, the
role of mechanisms of public–private partnership (PPP), particularly, in the devel-
opment of IT infrastructure, is growing. The inclusion of IT projects in the PPP
perimeter is becoming a profitable solution for the participants of such a partnership.
On the one hand, the public sector, which receives a ready-made solution with the
ability to pay for it by installments, on the other hand, a business that is secured with
a guaranteed return on investment. This chapter discusses the features and key areas
of PPP mechanism application in IT infrastructure projects, including the infrastruc-
ture of “smart cities” in Russia. A description of some features of the legislative
regulation of PPP mechanisms in the IT sector of the Russian Federation, as well
as typical models for the implementation of such projects with the latest legislative
changes, is presented.
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JEL-Codes H54 · K11 · O33 · O34
Starting from the end of the twentieth century, the global economy is undergoing
a massive transformation caused by the process of the information revolution,
accompanied by the implementation of information technologies into the economy.

The development of such a trend indicates the formation of a new model of
economic development, a model of so-called digital economy, the production factor
of which is data in digital form (Chinaeva 2018; Drath and Horch 2014).

For the first time, this term, like the very concept of the digital economy, appeared
in the paper of D. Tappscott, Doctor of Law, Professor of Management at the Univer-
sity of Toronto “The Digital Economy: Promise and Peril In The Age of Networked
Intelligence.” The author highlights the emergence of new business models and the
strengthening of the relationship between people and organizations due to access to
the information space of the Internet and the absence of intermediaries due to the
establishment of direct contacts between producers and consumers (Tappscott 1996).

Currently, there is no unified generally accepted approach to the definition of “dig-
ital economy.”However, summarizing the definitions provided by international orga-
nizations and consulting companies such asDeloitte (Cassar et al. 2017),McKinsey&
Company, IMF (Measuring theDigital Economy, IMF2018), andOECD(Gestrin and
Staudt 2018), onemay think of the digital economy as the “part of the socio-economic
relations associated with the production, exchange, distribution, and consumption of
information technologies” (Basaev 2018).

In accordance with the national program “Digital Economy of the Russian Feder-
ation“ drawn up by the Ministry of Communications and Mass Media of the Russian
Federation and adopted in 2017, the digital economy in Russia is represented by
three levels:

– markets and industries (fields of activity),where the interaction of specific subjects
(suppliers and consumers of products, works, and services) is carried out;

– platforms and technologies, where competencies for the development of markets
and sectors of the economy (fields of activity) are formed; and

– environment that creates conditions for the development of platforms and tech-
nologies, as well as effective interaction of market entities and sectors of the
economy (fields of activity) and covers regulations, information infrastructure,
personnel, and information security.

Along with such key objectives of the above program are as follows:

– increasing competitiveness of the Russian economy in the global market; creating
an ecosystem of the country’s digital economy, in which data in digital form is
a key factor of production in all spheres of social and economic activity, where
effective interaction, including cross-border one, between business, scientific and
educational community, the state and citizens is ensured;
the need to create sufficient infrastructural conditions for the creation and (or)
development of high-tech businesses or inadmissibility of the emergence of new



14 IT—New Horizons in Application of PPP Mechanisms in Russia 251

Chart 14.1 Dynamics of IT infrastructure investments by country (2010–2030, $billions) (Repro-
duced fromROSINFRA (2019), PPPDevelopment Center,Moscow. http://pppcenter.ru/assets/files/
obzor240419.pdf)

obstacles and restrictions both in traditional sectors of the economy and in new
industries and high-techmarkets is outlined (National Program “Digital Economy
of the Russian Federation”, 2019).

The widespread introduction of the latest information and communication tech-
nologies in all spheres of public life, including the activities of a number of individual
companies, is becoming one of the main factors of competitiveness of both firms and
the state as a whole (Kolodnyaya 2018; Kozhevina 2018). However, typically, the
costs of creating and implementing IT technologies are high (Chart 14.1).

Today, Russia is lagging behind the leading world economies in terms of digi-
talization, which is vividly demonstrated by the positions it holds in international
rankings. Particularly, according to the ICT Development Index (IDI 2017 Rank.
ICT Development Index, 2017) for 2017, Russia ranks 45th, and in the IMD World
Digital Competitiveness Index (IMD World Digital Competitiveness Index 2018)
for 2018 the country ranked 40th. Such low positions of Russia are explained by the
minor amount of IT infrastructure financing.

For example, in 2018, Russia’s investments in this area amounted to $5 billion,
while, for example, in the United States for the same period of time, financing was
at around $24 billion and in China, the IT infrastructure costs for the same period of
time amounted to $30 billion.

Accordingly, the uncovered prospective need for investment in the infrastructure
of the information and communications sector in Russia for 2024 is 2 trillion rubles.
At the same time, the total cost of the National Program for the Digitalization of
Russia for the period 2018–2024 accounts for 1.634 trillion rubles (National Program
“Digital Economy of the Russian Federation”, 2019).

In this regard, aswell as due to the unstable global economic environment, govern-
ment financing of large-scale and costly fields becomes problematic and even burden-
some, which conditions the need in search for alternative methods and models for
financing and managing such projects. In such conditions, public–private partner-
ships become an attractive tool both for the state, which, when receiving a ready-
made solution, reduces the budget burden and for the private sector, which guaranteed

http://pppcenter.ru/assets/files/obzor240419.pdf
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the return of invested funds as well as the opportunity to earn money during project
implementation (Caselli et al. 2015).

Over the past couple of decades of its development, the institution of public–
private partnership in international economic practice has proven to be one of the
most effective tools for attracting private financing to implement socially important
infrastructure projects, demonstrating its viability in various sectors of the economy
(Ivanov 2019; Ivanov and Ivanova 2019).

The rapid penetration of digital technologies in all socio-economic spheres
requires formation of new skills and competencies in Industry 4.0 (Nosova et al.
2019). No doubt, the change of technological structures affects the development of
the institution of public–private partnership as well. The digital economy is putting
forward to the institute of public–private partnership new requirements for the devel-
opment of the intellectual, scientific, and technological activity (Gromova 2018). The
creation of sufficient infrastructural conditions mentioned in the National Program
“Digital Economy of the Russian Federation” for the development, implementa-
tion, and commercialization of digital technologies is conditioned not only by the
need to find additional sources of investment but also the need to attract innovative
management potential.

The public–private partnership, which, according to international practice, has
proven to be an effective mechanism for creating the infrastructure of the digital
economy, is becoming the ideal tool for solving the tasks set (Sulejmanov 2017). In
Russia, the aforementioned program on the digital economy recognizes the public–
private partnership as one of the basic tools for attracting alternative sources of
financing for implementing the main fields of the program, as well as for structuring
newprojects in the sphere of information technologies and communications emerging
in the market (Inshakova et al. 2017).

Thus, it is assumed that the use of PPPmechanisms in creating the IT infrastructure
of the digital economy will provide an opportunity to attract both the required funds
and technologies, which will undoubtedly have a positive socio-economic effect. At
the same time, the use of PPP tools in the IT sphere will allow to increase efficiency
of state information systems (SIS), which amount to about 1,000 in Russia today.

PPP in IT: Regulation and New Prospects

The adoption of the Federal Law No.173-FZ dated 29.06.2018 “On Amendments to
Certain Legislative Acts of the Russian Federation“ contributed to the active devel-
opment of public–private partnerships in the field of information technologies in
Russia, which significantly expanded the boundaries of PPP tools.

The law makes significant changes to the Federal Law No. 224-FZ dated
13.07.2015 “On Public-Private Partnership, Municipal-Private Partnership in the
Russian Federation” and to the Federal Law No.115-FZ dated 21.07.2005 “On
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Table 14.1 IT infrastructure facilities, in respect of which the conclusion of concession agreements
and PPP/MPP agreements is possible (PPP experience of creating the “Smart Cities” infrastructure:
overview (2018). National PPP Center, Moscow. http://pppcenter.ru/assets/files/10122018.pdf.)

Objects of information
technologies (IT objects)
(First group)

Technical means of support of
IT object functioning (Second
group)

Data processing centers (Third
group)

• Computer software;
• Databases;
• Information systems
(including public ones);
• Websites on the Internet or
in other networks (which
include computer software,
databases);

• A set of the specified objects

• IT objects;
• Property technologically
related to IT objects,
intended to secure their
functioning or to implement
other activities

A set of:
• Buildings;
• Parts of buildings; premises
– Combined by common
purpose with movable
property technologically
related to IT objects;

– And intended for:
• Process automation
information processing
(using computer software
and databases);

• Providing access to
information;

• Presentation and distribution
of information

Concession Agreements.” The main innovation proposed by the law is the inclu-
sion of IT infrastructure objects in the lists of objects of concession agreements and
PPP/MPP agreements (Table 14.1).

At the same time, prior to the amendment, the conclusion of relevant agree-
ments with respect to IT infrastructure objects was burdened by the binding to real
estate items or real estate items and technologically related movable property, which
significantly affected the investment attractiveness of such projects.

Currently, IT infrastructure objects, in respect of which the conclusion of conces-
sion agreements and PPP/MPP agreements is possible, are divided into three general
groups.

Thus, the conclusion of concession agreements and PPP/MPP agreements is
possible with respect to the following types of property:

– exclusively, intellectual activity outcomes (intellectual rights), to which intellec-
tual rights are recognized, which include the exclusive right being a property right,
as well as personal non-property rights (first group);

– intellectual activity outcomes (intellectual rights) and movable property items
(second group); and

– real estate items and movable property items (third group).

At the same time, the project perimeter may include objects both individually and
in their entirety. The legislation allows implementing not only the so-called “infor-
mational” projects but also launching projects with a mixed object. For example, a
project may include the creation of and/or upgrading an object of education, health
care (preschool institutions, schools, hospitals, laboratories) along with the creation

http://pppcenter.ru/assets/files/10122018.pdf


254 M. V. Tkachenko and E. A. Shamanina

of training, research, or other information systems, information banks, i.e., associated
IT infrastructure (Belousova et al. 2018).

Taking into account the legal nature of information technology objects and intel-
lectual property outcomes (IPO) as a part of technical means, the conclusion of
concession agreements or PPP/MPP agreements in respect of IPO leads to the need
to distribute the arising property rights, the exclusive rights.

The exclusive right is a kind of “analog” of the right of ownership, the holder of
which may use IPO at its discretion, in a manner not contrary to the law, including
alienating or granting the right to use (license) to third parties. The right to use
gives the holder the opportunity to use intellectual activity outcomes (information
technology object) within the limits established by the agreement (Table 14.2).

Thus, the Law 173-FZ not only added IT objects to the lists of objects of conces-
sion agreements and PPP/MPP agreements, having regulated the procedure for their
involvement in a sectoral project, but also described in detail the features of regula-
tion of relations arising from the implementation of such projects, which has signif-
icantly reduced the likelihood of additional risks for the public and private parties of
the project.

Amendments made by the Law 173-FZ have become a tremendous step not only
toward the development of domestic legislation in the field of regulation of mecha-
nisms of public–private partnership but also actually allowed forming a new market
for sales of PPP projects—the IT market—due to the addition of such IT objects to
the list of allowable objects of concession agreements and PPP/MPP agreements.
It is predicted that making such amendments will not only increase the number of
concession agreements and PPP agreements but also increase the quality of projects
implemented (Zusman and Shcheglov 2018).

PPP Projects in the Field of Information Technologies
in the Russian Federation

Despite the fact that, until recently, IT facilitieswere not included in the list of objects,
in respect of which the conclusion of concession agreements was not possible in
accordance with Federal Law No.115-FZ dated 21.07.2005 “On Concession Agree-
ments” and PPP agreements in accordance with Federal Law No.224-FZ dated
13.07.2015 “On Public-Private Partnership, Municipal-Private Partnership in the
Russian Federation and Amendments to Certain Legislative Acts of the Russian
Federation,” it did not mean that there had been no projects under PPP agreement,
as well as projects within the framework of concession agreements in the IT field.

PPP projects in the field of IT infrastructurewere being implemented and are being
implemented at present. Except for the fact that the conclusion of such agreements
before the adoption of 173-FZ “On Amendments…” was possible only in respect of
real estate items or real estate items and technologically related movable property.



14 IT—New Horizons in Application of PPP Mechanisms in Russia 255

Table 14.2 Distribution of rights to IT and intellectual property outcomes (IPO) objects as a part
of technical means depending on the legal model and project conditions

Types of agreements/rights to
the object of agreements

Concession agreement PPP/MPP agreement

Exclusive right Acquired by the concessor at
the time of the creation of IPO
(always owned by the
concessor)

Acquired by the private
partner at the time of the
creation of IPO, except for the
following cases:
– The PPP agreement
establishes the obligation of
a private partner to alienate
an exclusive right to a
public partner after a certain
period, but no later than the
day of termination of the
PPP agreement;

– The volume of financing by
the public partner of the
creation of the object or the
market value of the
exclusive rights transferred
by the public partner to the
private partner exceeds in
the aggregate the amount of
financing the creation of the
object by the private partner

Moreover, alienation of the
exceptional right by the private
partner with the written
consent of the public partner is
possible before the expiration
of the PPP agreement

Right to use May be owned by the
concessionaire based on
license agreements and (or)
sublicense agreements, if there
is an appropriate conditions in
the concession agreement

May be owned by the public
partner in the case, if in the
PPP agreement establishes the
obligation of the private
partner to provide the public
partner with the right to use
after a certain period of time,
but no later than the day of
termination of the PPP
agreement

Possibility to pledge the right No yes

Source PPP experience of creating the “Smart Cities” infrastructure: overview (2018). National PPP
Center, Moscow. http://pppcenter.ru/assets/files/10122018.pdf

http://pppcenter.ru/assets/files/10122018.pdf
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In this regard, until recently, all implemented projects were structured as industry
projects (transport, housing and public utilities, health care, education, etc.) with IT
systems as part of the object (other property).

As of the end of 2018, according to the analytical review of the National PPP
Center and data from the ROSINFRA portal, in the field of the Russian IT infrastruc-
ture, about 80 PPP projects have already been implemented or are at the implemen-
tation stage. 20 more projects, for which it is planned to attract 24.1 billion rubles,
are at the stage of tender procedures.

The leader in the number of implemented PPP projects in the IT field, as well as
in terms of the volume of investments attracted in this field, is the Central Federal
District of the Russian Federation. There are 41 projects being implemented with
the aggregate amount of attracted private investment of 12.8 billion in the subjects
of the Central District Russia (Chart 14.2).

In the sectoral context, according to Table 14.3., the leader in the number of
projects is the industry of the creation of automated lighting systems for the road
network. On the other hand, in terms of capital intensity, the leaders are projects
for the creation and operation of an automated system for integrated road traffic
safety, including avision-based inspection systemof road conditions, photo andvideo
recordings of administrative road traffic offenses, as well as weight and dimensional
monitoring of vehicles.

More than 60% of the total investment in projects of the Automated System for
Integrated Road Traffic Safety (ASIRTS) falls on the federal project for the creation
and operation of the Platon fee collection system designed to ensure compliance with
the procedure for fee collection to compensate for road damage caused by vehicles
with a gross vehicle weight of over 12 tons.
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Chart 14.2 Allocation of PPP projects by Federal Districts of the Russian Federation. http://
pppcenter.ru/assets/files/10122018.pdf). Source PPP experience of creating the “Smart Cities”
infrastructure: overview (2018). National PPP Center, Moscow
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Table 14.3 Implemented PPP projects in the IT sector in Russia

No. Project implementation sectors Number of projects Total investment (million rubles)

1. Automated System for Integrated
Road Traffic Safety (ASIRTS)
(photo and video recordings of
road traffic offenses, weight and
dimensional monitoring)

17 + Platon 42.8

2. Automated lighting systems for
the road network (lighting in
cities and on regional roads)

39 11.67

3. Systems of organization and
operation of parking space

3 1.17

4. Automated traffic control
systems (traffic lights, monitoring
systems, etc.)

3 0.663

5. Smart public transport stops and
information systems on public
transport (including for collecting
fees)

5 3.46

Source Tkachenko (2018) National PPP Center, Moscow

At present, the Platon project is the largest and the most expensive PPP project
implemented in the Russian IT sector. The total cost of the project is estimated
at 28.9 billion rubles, and at the same time, the capital costs for the creation of
the object fall on a private partner. This project is being implemented in the form
of a concession agreement concluded on September, 29, 2014 by the Federal Road
Agency (Rosavtodor) with the special project company RT-Invest Transport Systems
LLC. The total project implementation period since the signing of the Concession
Agreement is 13 years.

The company RT-Invest Transport Systems LLC acts as the operator of the fee
collection system, for its own and borrowed funds ensure the full cycle of creation
of the Platon state system, from design to operation and upgrade of the system. All
funds raised from the system go to the Road fund of the Russian Federation, from
where they are then sent to build and repair roads and artificial road structures, as
well as to implement PPP projects. Through fees from the Platon system, the Road
fund of the Russian Federation has already received more than 73 billion rubles.
Thanks to the funds allocated from the system, more than 2,000 km of roads and 30
bridges have been repaired. Of this amount, 22.9 billion rubles were allocated for
the construction of roads and bridges; more than 2,000 km of roads and 30 bridges
have been repaired (“Platon”: The state charge system 2018).

Despite the difficulties encountered during the project implementation, the Platon
system in Russia proved its reliability as a source of replenishment of the Road fund
of the Russian Federation, which caused the authorities to expand the scope of the
Platon system to regional and municipal roads (Hovavko 2018).
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The Russian IT infrastructure is not limited to the implementation of large federal
mega-projects only. PPP projects in this sphere are being implemented in other 32
regions of the Russian Federation. Smolensk region is the leading region in the
number of projects (13) on creation of automated lighting systems in the framework
of energy service contracts with features of PPP. (Infrastructure Projects Support
PlatformROSINFRA2019) PPPmechanisms are actively andmost successfully used
to create road traffic safety monitoring systems, regional navigation and information
systems, automated centralized warning systems for the population, etc. Moscow,
Nizhny Novgorod, and Voronezh regions show priority development in this field.

Undoubtedly, the experience of implementing IT projects using PPP mechanisms
and quasi-forms of PPP in the Moscow region seems to be more interesting and
diverse. For example, in education, within the framework of the investment agree-
ment, a project to create, implement, and support the operation of a hardware and soft-
ware complex of a unified information system for accounting and monitoring educa-
tional achievements of students of general education organizations, particularly,
schools of Moscow region, is being implemented.

The information portal (platform) “school.mosreg.ru” created within the project
has already covered 1,500 schools, 776,500 students and 56,000 teachers throughout
Moscow region. Two years since the implementation of the system in 2015, more
than 80% of schools in the region have abandoned paper grade book and school
diaries (“Homework Diary”—Digital educational platform, 2018).

Table 14.4 reflects the main obligations of the parties to the investment agreement
for the implementation of the project of the school information portal. It should be
noted that the investor is not only responsible for creating and financing of the project
but also obliged to ensure the further technological support of the platform.

Table 14.4 Model of interaction between the investor and the state (Dnevnik—Cifrovaya
obrazovatel’naya platforma 2018 (“Homework Diary”—Digital educational platform))

Investor Subject of the Russian Federation

• Will invest in the creation of a unified
information educational platform;

• Will determine the subordinate organization
responsible for the comprehensive support
and development of the project;

• Will teach the work with the platform to
responsible officers of the region and
schools;

• Will publish methodological
recommendations on the implementation and
use of the platform in the region;

• Will ensure support and reliable operation of
the platform for the entire duration of the
investment project (at least 10 years);

• Will organize the monitoring of the active
operation of the platform and contribute to
the achievement of target indicators of the
use of key free services of the platform;

• Will undertake to upgrade the platform in the
case of the emergence of new federal
requirements for the platform without costs
from the regional budget during the entire
term of the investment project

• Will confirm the investor’s right to develop
and manage the platform with the possibility
of providing additional (optional)
commercial services on its basis to ensure
return on investment
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It is worth noting that every year, each region of the Russian Federation spends
3–17 million rubles on various information systems in education. And the total cost
of the budget is about 255 million rubles per year, excluding the cost of main-
tenance (Unified procurement information system, http://zakupki.gov.ru/epz/main/
public/home.html. Access 28 June 2019).

Moreover, the SIS “Regional navigation and information system of Moscow
Oblast” has been created and upgraded in the format of an investment contract
(according to 39-FZ “On investment activity in the Russian Federation, Carried Out
in the Form of Capital Investments”). The system allows monitoring the movement
of vehicles in real time, controlling tasks and routes on a “plan/fact” principle.

The parties to the contract are the Ministry of Transport and Road Infrastruc-
ture of Moscow region (MTRIMO), the Mostransavto State Unitary Enterprise of
Moscow region, the Mosavtodor State Budgetary Institution, the State Public Insti-
tution Road Traffic Safety Center of Moscow region, and T-1 Group JSC. The cost
of the project amounted to more than 249 million rubles. Financing of the project
was in full provided by a private partner, T-1 Group JSC. At the same time, the
return of invested funds is not being carried out at the expense of the budget, but
through payment for additional services of the Regional Navigational and Informa-
tion System by private enterprises, state and municipal departments, and carriers.
The implementation period of the project is 7 years.

Immediately after the creation of the Regional Navigational and Information
System, it became the property of MTRIMO. More than fifteen thousand vehicles
have been already connected to the system, which regularly transmits their data;
these vehicles, particularly, are school buses, ambulances, passenger transport, etc.
(Paramonov 2018).

Currently, one of the interesting, innovative projects, which is at the stage of
structuring, is the project of creating the SIS “Product Labeling.” The agreement on
this project, which is being finalized, will be the first PPP agreement in the IT sphere
in Russia concluded within the framework of Federal Law No.224-FZ “On Public-
Private Partnerships, Municipal-Private Partnerships in the Russian Federation“. The
aim of the project is to introduce a system of labeling and tracing products in the
territory of the Russian Federation and EAEU countries.

The data in Table 14.5 show that the project has its advantages for all stakeholders:
for the state, consumers, andbusiness. It is expected that the introductionof the system
will create prerequisites for economic growth in Russia (the projected increase in
the efficiency of market participants and the state is 6–7%), as well as will help to
deepen the integration of the EAEU, increasing the transparency of trade flows and
promoting the growth of trade between countries through the unification of regulation
and information about products in a uniform catalog (CRTP 2019. https://p3week.
ru/images/2019/12.pdf. Access 28 June 2019).

Currently, the most popular form of project implementation in Russia’s IT infras-
tructure is the so-called quasi-PPP, particularly, energy service contracts; the total
number of projects is 35. Among other forms, concession agreements in a total of 19
projects, as well as government contracts with investment component in a total of 5,
prevail. Structuring of projects takes place within the framework of other contractual

http://zakupki.gov.ru/epz/main/public/home.html
https://p3week.ru/images/2019/12.pdf
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Table 14.5 Aims and objectives of creating a system of labeling and tracing products

State Consumers Business

✓ Increase in customs and tax
collection, including excise
payments;
✓ Saving of budget costs for
control of commodity markets;
✓ Real-time, nationwide
statistics

✓ Protection of life and health
of citizens;
✓ Public control;
✓ Consumer protection

✓ Increase in the
competitiveness of legal
market participants by
reducing the share of illegal
traffic;
✓ Access to data on the
movement of products along
the supply chain in real time

Source CRTP, 2019. https://p3week.ru/images/2019/12.pdf

models, particularly, lease agreements with investment commitments, investment
agreements, and PPP/MPP agreements. Currently, about 20 projects in the IT sphere
are at the finalization and initiation stage (Infrastructure Projects Support Platform
ROSINFRA, 2019. http://www.pppi.ru/projects?sphere=748. Access 28 June 2019).

As can be seen from Chart 14.3, the main player in the Russian market of PPP
projects in the IT sphere is currently Rostelecom PJSC, Russia’s largest provider of
digital services, which implements about 13 PPP projects in this sphere, both within
the traditional forms of PPP and within the quasi-PPP format.
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Chart 14.3 List of major investors (and concessionaires) participating in PPP IT projects
(You&Partners 2018, Moscow)
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In the last 3 years alone, RostelecomPJSChas investedmore than 23 billion rubles
in IT projects (Kostryukova 2019). Among the most significant IT projects imple-
mented by the company are projects to design, construct, and operate automated-
vision-based inspection system of road conditions, photo and video recordings of
road traffic offenses in the Zabaykalsky Krai, Astrakhan region, Nizhny Novgorod
Oblast to organize paid parking in Kursk, to create a corporate regional educational
communication networks of state andmunicipal educational organizations of Samara
Oblast, to create and support a unified information and analytical utilities system in
Moscow Oblast, and others (PJSC “Rostelecom”, Moscow, 2018).

Applying PPP Mechanisms to Create the IT Infrastructure
of the Digital Economy and Smart Cities in the Russian
Federation

The creation of “smart cities” is an integral part aimed at raising the standard of
living of the population and achieving sustainable development goals, including in
Russia. This direction of the digital economy has been actively developing since the
end of the twentieth century in many countries of the world and it is the basis of
urbanization (Dameri 2017).

In accordance with the report of the International Telecommunication Union in
2014, “a smart sustainably developing city is an innovative locality, inwhich informa-
tion and communication technologies andothermeans,which provide the satisfaction
of the economic, social, and environmental needs of present and future generations,
are used for the purpose of the improvement of quality of living of the population
and services provided, the effectiveness of urban management, and the increase in
competitiveness” (Smart and Sustainable Cities Indicators, UNECE 2015).

According to another interpretation, a smart city is a concept aimed at developing
modern methods and strategies for managing cities (urban areas), using the up-to-
date advanced technologies (including IT), in accordance with the principles of envi-
ronmental safety and maintaining the trend toward saving resources and achieving
expected results (Sikora-Fernandez and Stawasz 2016; Camero and Alba 2019).

And these are far from all definitions characterizing the concept of a “smart city,”
which suggests that this term today does not have a strict, unified definition. However,
after analyzing the diversity of approaches to the term “smart city,” it may be noted
that the focus of the definition shifts toward one or another aspect depending on the
level of socio-economic development, at which the state is. As a consequence, it is
worth noting that governments and stakeholders need to work together to develop a
common understanding of what smart city means in their specific national contexts
and at the level of individual cities.

Digitalization projects and the implementation of smart city technologies, both
abroad and in Russia, may often be introduced in the form of public–private
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or municipal–private partnerships. This approach allows municipalities to imple-
ment advanced technologies without investing in their development. For tech-
nology companies, PPP projects provide a guaranteed sales market and a return
on investment.

Projects cover such areas as street lighting, parking space monitoring, traffic
video recording and management, air quality monitoring, monitoring of filling rate
of garbage cans, navigation for household waste disposal, data on the movement of
passenger traffic, and analysis of social media data (Center for Strategic Research
“North-West”, 2019).

In Russian reality, the creation of “smart” cities is directly connected with state
initiatives in the field of the development of the digital economy. In 2018, theMinistry
of Construction Industry, Housing and Utilities Sector of the Russian Federation
approved the project of digitization of the municipal economy “Smart City,” which
will be implemented within the framework of the national project “Housing and
Urban Environment” and the national program “Digital Economy.” The project is
aimed at improving the competitiveness of Russian cities, the formation of effective
mechanisms for managing the urban economy, and providing safe and comfortable
conditions of living for citizens (“Smart City”: official project of urban economy
digitalization 2019).

The goal of “Smart City” lies not only in digital transformation and automation of
processes but also in a comprehensive increase in the efficiency of urban infrastruc-
ture (McClellan et al. 2018; Votzel and Kuznetsova 2018). The departmental project
“Smart City” is the basis, according to which the subjects of the Russian Federa-
tion are recommended to approve their own projects “Smart cities of the Subject of
the Russian Federation,” taking into account the specifics of the development (PPP
Development Center, Moscow, 2018).

The implementation of the “smart city” concept implies the use of ICT, digital
resources, modern technological management solutions, and more, and other IT
infrastructure objects, for the development and implementation of which significant
amounts of investments are required (Eliseev 2018). The lack of financing, as well as
the managerial capacity and experience, in the IT sphere in the state conditions the
objective need to find additional resources, both financial and managerial. Attracting
alternative sources of public financing is feasible only if there are legal mechanisms
accessible for and understandable to investors. The public–private partnership may
serve as such a mechanism (PPP Development Center, Moscow, 2018).

Currently, almost all of the PPP projects being implemented in Russia in the IT
sphere may be attributed to the projects of creation of the infrastructure of “smart
cities.” (Chart 14.4).

Thus, at the end of 2018, about 90 such projects are being implemented in the
Russian Federation with the total accumulated capital investment of 34.6 billion
rubles, of which budget financing amounts to 7.1 billion rubles and private financing
amounts to 27.5 billion rubles.

Table 14.6 presents the leading ongoing projects in terms of attracted investments.
22 out of 90 PPP projects on “smart cities” are being implemented in the form

of concession agreements, and another four projects are being implemented within
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Chart 14.4 Number of PPP projects for smart cities infrastructure development and the cumulated
private investment (PPP experience of creating the “Smart Cities” infrastructure: overview 2018.
PPP Development Center, Moscow.)

Table 14.6 Top 5 projects in terms of attracted investments (PPP experience of creating the “Smart
Cities” infrastructure: overview, 2018. PPP Development Center, Moscow)

Project name Form of implementation Private investments (million
rubles)

Creation and operation of the
safety control system for road
traffic of Moscow Oblast

Concession agreement
(115-FZ)

4,960

Creation of the cashless payment
of fares for passengers in the
territory of Moscow Oblast
(Strelka)

Investment agreement 3,357

Range of works for the design,
construction, and further technical
maintenance of objects of outdoor
lighting in Nizhny Tagil,
Sverdlovsk Oblast

Lifecycle contract
(44-FZ)

1,870

Creation of information and
dispatch center and transport stop
pavilions with multimedia
scoreboards for information
display in Nizhny Novgorod

Concession agreement
(115-FZ)

1,600

Creation and operation of a set of
elements of motor road
development in the territory of
Sevastopol

Concession agreement
(115-FZ)

1,534



264 M. V. Tkachenko and E. A. Shamanina

the framework of PPP (MPP) agreements. The priority of concessions and PPP/MPP
agreements is explained by the fact that the use of other forms requires not only the
presence of the developed “investment” legislation at the regional level but also the
unconditional compensation of investments of a private partner or concessionaire
in the case of early termination of the agreement, which is fixed in the law. 24 out
of 28 IT projects, the subject of which is the upgrade of street lighting, are being
implemented in the form of energy service contracts.

The projects implemented and planned for implementation cover virtually all
subsystems of the “smart” city: housing and public utilities, construction and energy;
solid waste treatment, environmental protection and monitoring; upgrading the
streets and public spaces; public safety; transport; city administration; social sphere;
and business development (Chart 14.5).

As of the end of 2018, the sector of motor road and street network development
was the leader in the total amount of attracted private sources of financing (about
14.5 million rubles).

Thus, the ideology of a “smart” city and an awareness of the need to introduce
smart technologies into everyday life should penetrate absolutely all spheres, ranging
from government and business to the life of a particular individual (Il’ina 2018). In
the conditions of a lack of budget financing, the necessity and practical value of
introducing smart technologies under the PPP model is manifested.

Road network improvement

Informa�sa�on of public transport

Street lightning

Parking space arrangement

Automated centralized warning
systems

Private Equity Investment
Volume (mln. Rbl.)

14,5

5,1

4,04

1,7
0,8

Chart 14.5 Top 5 IT largest industries in terms of private investments in Russia in 2018 (PPP
experience of creating the “Smart Cities” infrastructure: overview, 2018. National PPP Center,
Moscow)
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Conclusion

The solution of fundamentally new tasks, which in the modern world concern all
spheres of life, economics, and politics, is inextricably linked with the level of
informatization of these areas. Today, around the world, in which Russia is no excep-
tion, all sectors of the economy are actively passing the informatization stage. Such
a dynamic development of digital infrastructure, of course, imposes an additional
burden on the budgets of all levels. Nevertheless, digital transformation not only
imposes a heavy burden on the state but also brings additional opportunities for IT
business, for example, due to the development and provision of new IT infrastructure
services.

In this regard, it becomes necessary to develop such legal mechanisms that ensure
business involvement in the field of information technologies. When creating new
and developing existing IT technologies, it is the synergy of the state and business
that provides the key to successful, mutually beneficial processes of informatization
of all spheres of life.

PPP mechanisms are becoming one of the most effective forms of such synergy
since not only the successful creation and launch of the relevant product but also its
further development lie in the field of relations between the state and business, in the
format of such a partnership. The relationship of such nature determines the direct
interest of a private partner in the effectiveness of its obligations, and accordingly in
the quality of the infrastructure created by it, ensuring its long-term operation. At the
same time, the state obtains legal grounds to support IT projects, which makes the
agreement mechanism mutually beneficial from the point of view of the economy
(Tarakanov et al. 2019).

Of course, despite significant progress in the development of PPP in the field
of information technologies, there still are some bottlenecks. It would be expedient
to further improve federal legislation in this area due to the need to structure a
number of practical aspects that are not coveredwithin the framework of Federal Law
No.173-FZ “OnAmendments to Certain LegislativeActs of the Russian Federation.”
Moreover, the absence of active lawenforcement and judicial practice or its ambiguity
currently serves as a deterrent to the development of PPP in the IT sphere in Russia.

Another challenge facing the Russian IT infrastructure market is the need to
increase the investment attractiveness of projects, to ensure which is necessary to
improve the mechanisms for commercializing IT products, providing the devel-
opment of sectoral legislation to create opportunities for the implementation of
commercial services based on IT systems being created.

Summing up, it may be said that as for 2019, there are quite a lot “gray areas” in the
legislation that regulates the procedure for the conclusion of concession agreements
and PPP/MPP agreements in the field of IT, as well as “pressing issues” in the
course of implementation of these agreements, withwhich parties of such agreements
encounter.
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Nevertheless, the adoption of the law that allows concluding concession agree-
ments and PPP agreements with respect to IT objects has opened up new opportu-
nities not only for the state but also for the private sector with respect to the global
trend toward digitalization of the economy. The involvement of private capital in the
modernization of the IT infrastructure of the country, secured by the legal guarantees
of the state, may serve as an incentive for the growth of the entire market since it
opens access to large-scale projects not only for the already proven leaders of the IT
industry but also for a number of new actors. An additional advantage of using new
tools is the ability to improve the quality and availability of public services for the
population.

Thus, the potential of the project market, which has opened after the recogni-
tion of IT objects as independent objects of concession agreements and PPP/MPP
agreements, is enormous, which conditions further prospects for the development
of partnership mechanisms and the formation of diverse sources of monetization of
projects.
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Oleg Ivanov

Abstract Public–private partnership is of increasing interest in the post-Soviet
space. The countries of the former USSR see PPP as an effective tool for infras-
tructure development solving many socio-economic problems, promoting sustain-
able economic growth, and improving the living standards of the population. At the
same time, PPP development in the former USSR countries is still mainly of the
“vertical” model, providing for combining of efforts of the state and business in the
national framework. Development of PPP “horizontally,” i.e., giving it a suprana-
tional, multilateral character could be useful for these countries not only in terms
of promoting development of national infrastructure, but also in terms of expanding
the field of their economic cooperation both bilaterally and within the framework of
economic associations in which they participate (EAEU, SCO, etc.), to consolidate
their efforts in the implementation of mutually beneficial transnational infrastructure
projects, as well as to cooperate in achieving the UN sustainable development goals.
Based on the study of relevant experience, it is concluded that it is possible and expe-
dient to strengthen mutual cooperation of former USSR countries in the field of PPP
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Introduction

Over the past decades, public–private partnership (PPP) has become an effective tool
for infrastructure development in different countries of the world and has proved its
viability in countries with different systems and levels of socio-economic develop-
ment. Through PPP mechanisms the state engages a private partner in financing,
construction, operation, maintenance, reconstruction, and modernization of public
infrastructure on the terms of long-term cooperation, sharing of risks and responsi-
bilities. The results of PPPs are clearly embodied in the objects of transport infras-
tructure, energy supply, utilities, communications and telecommunications, public
and municipal administration, health care, education, and culture.

Public–private partnership is beneficial to all the parties involved. It gives the
public partner the opportunity to provide better quality of service, to complete
projects on time and within budget, to access improved technology and innova-
tion, to ensure the proper allocation of risk, optimization of resources and greater
service coverage for users, to promote lower tariffs for users, to achieve clear sepa-
ration between regulation and operations, and to increase foreign investment in the
economy (APEC, USAID, p. 9–10).

The private sector considers it beneficial to participate in PPPs, given the expan-
sion of business opportunities and access to new, previously inaccessible market
segments. Attractive for business are the long-term nature of PPP, the availability
of direct government support and participation, which reduce risks for the private
entrepreneur aswell as the relative autonomy inmakingoperational decisions (Ivanov
2016).

In view of the above, public–private partnership is of increasing interest in the
post-Soviet space. The countries of the former USSR see PPP as an effective tool
for infrastructure development, solving many socio-economic problems, promoting
sustainable economic growth, and improving the living standards of the population.
The interest of the former USSR countries in PPP and importance they attach to
this institution in improvement of infrastructure are becoming even more clear in the
light of assessments by authoritative international experts of infrastructure condition
in these countries. According to the World Economic Forum (WEF) estimates, the
state of infrastructure in the main sectors is estimated to be no more than “medium”
and “medium-low” (see Table 15.1).
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Table 15.1 Quality of infrastructure in former USSR countries

Country Quality of
overall
infrastructure
rank/137

Quality of
roads (score
1–7)

Quality of
railroad
infrastructure
(1–7)

Quality of air
transport
infrastructure
(1–7)

Quality of
electricity
supply (1–7)

Armenia 80 3.7 2.9 4.8 4.8

Kazakhstan 68 2.9 4,1 4,0 4,6

Kyrgyz
Republic

109 2.7 2,4 3,1 3,6

Russia 35 2.9 4,5 4,6 5,1

Tajikistan 99 4.1 3.7 4.3 3.7

Uzbekistan n/d available

Ukraine

Azerbaijan 26 4.8 4.7 5.6 5.5

Moldova 102 2.5 2.7 4.1 4.3

Georgia 76 3.8 3.8 4.3 5.0

Source Compiled on the basis of World Economic Forum (2017). The Global Competitiveness
Report 2017–2018

Results

Specifics of Approaches of the Former USSR Countries
to the Establishment and Development of Public–Private
Partnership

The countries of the former USSR started using PPP mechanisms at different times,
on different scales, and having different legal and institutional frameworks of PPP.
As a result, the development of PPP in them today has a multi-level character.
According to the World Bank estimates, the degree of the former USSR countries’
“PPP maturity” in the main thematic areas is as follows (Table 15.2).

In general, Russia and Kazakhstan are significantly ahead of other countries
according to the degree of maturity of the institutional environment for PPPs, which
is understood as a complex political, economic, legal, and institutional conditions that
shape incentives for its development: political support of the state, receiving expres-
sion in formulation of PPP policies and programs, legal framework—adoption of
relevant legislation and regulations, system of PPP governance including creation
of PPP units fulfilling functions of coordination, assistance, and control. Ukraine,
Ukraine, Belarus, and Kyrgyzstan, who started development of PPP later, are trying
to force formation of its legal and institutional framework.Many countries, including
Armenia, Tajikistan, and Uzbekistan, are at the very beginning of the road and are
only taking the first steps (Inshakova et al. 2019).
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Table 15.2 Assessment of former USSR countries’ activities in PPP key thematic areas

Preparation of
PPPs

Procurement of
PPPs

PPP contract
management

Unsolicited
proposals

Armenia 47 77 12 0

Azerbaijan 16 38 32 Not regulated

Belarus 75 53 60 58

Georgia 41 57 33 Not regulated

Kazakhstan 59 51 59 58

Kyrgyz Republic 33 40 49 50

Moldova 48 62 49 Not regulated

Russian
Federation
(concessions)

34 63 78 58

Russian
Federation (PPP)

31 67 63 54

Tajikistan 23 51 52 67

Ukraine 78 57 42 75

Source Compiled on the bases of WB (2018). Procuring Infrastructure Public–Private Partnerships
Report 2018

Nevertheless, analysis of the activities aimed at development of PPP in the coun-
tries of the formerUSSRallows to highlight some general points that can be attributed
to the specifics of their approach to PPP.

PPP Conceptual Design

In the countries of the former USSR (as, indeed, in the world as a whole), there is no
single, unified definition of public–private partnership. Nevertheless, regardless of
the peculiarities of national legislation, all countries are united in the understanding
that PPP has its own system characteristics that distinguish it from other forms of
interaction between government and business, which primarily include the long-
term partnership, the distribution of risks and responsibilities between partners, full
or partial financing of the creation of a public infrastructure facility by a private
partner, as well as the involvement of a private partner not only in the creation of the
facility, but also in its subsequent operation or maintenance.

In the practice of the countries of the former USSR, the conceptual founda-
tions of PPP are usually enshrined in fundamental political documents, as well as
special legislation. Doctrinal design of public policy of PPP in these countries is
quite variable and has the form of concepts, strategies, plans, programs, and other
documents.
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Thus, in Armenia, with the help of the UN Development Program (UNDP), the
concept of PPP was developed, which fixed the concept of PPP, its system charac-
teristics, scope, main goals, and scope of application. In 2017, the PPP Policy of the
Republic of Armenia was also developed and approved, which defined the legisla-
tive and institutional principles for the implementation and promotion of PPP taking
into account local conditions and international practice, as well as set the task of
transferring public–private partnership to a qualitatively new level.

In 2013, the Cabinet of Ministers of Ukraine approved the concept of public–
private partnership development for 2013–2018, themain purpose ofwhich is to form
a national model of public–private partnership development, taking into account the
institutional features andmodern conditions for attracting investment and developing
the national economy on an innovative basis. As the main tasks in the field of PPP,
the concept defines the following:

– development of a unified approach to the development of the institutional envi-
ronment of PPP, identification of priority areas of PPP development, as well as
features of PPP development in certain areas;

– improvement of legal regulation of PPP;
– establishment of a clear distribution of powers between the executive authorities

in the public administration of PPP;
– identification ofways to improve the efficiency of interaction between the state and

the private sectors regarding the initiation and implementation of PPP projects;
– improving the institutional capacity of public authorities and local governments

to use modern PPP mechanisms; and
– definition of directions of improvement of mechanisms of the state support and

guarantees of the state.

The concept provides for the modernization of the national economy through
cooperation between the public andprivate sectors, support for energy and resource—
saving technologies and attracting investment in housing and communal services. The
next step is expected to be the adoption of the PPP development strategy in Ukraine,
which will outline the main objectives, characteristics, and principles of further PPP
development.

In Russia, in March 2018, the Russian government approved the “Roadmap for
the development of public-private partnership tools”—in fact, the first systematic
and planning document aimed at stimulating the use and development of PPP mech-
anisms. According to the document, it is planned to implement a set of measures
aimed at developing mechanisms for the construction and reconstruction of infras-
tructure in Russia, improving legislation in the field of PPP for the implementation
of long-term infrastructure projects and increasing their investment attractiveness
for private investors. A road map, in particular, provides for the development of
concepts for new mechanisms of construction and reconstruction of infrastructure,
the establishment of a government commission, the competence ofwhichwill include
the coordination of interested bodies and organizations on issues of public policy
in field of PPP mainstreaming of government programs in the development of the
infrastructure and control of the implementation of activities of the road map will be
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updated in guidelines of the Ministry of Economic Development on the implementa-
tion of PPP projects. In addition, as priorities are development of the “infrastructure
map” and opening the single register of projects on construction and reconstruction
of infrastructure in key sectors, the formation of the list of pilot projects of PPP
and MPP and concessions, and also a complex of measures to ensure competition,
encourage the use of modern technologies, and the reduction of costs during design
and construction.

In 2017, the implementation of the National Sustainable Development Strategy of
Kyrgyzstan for 2013–2017 was completed. Through the prism of PPP mechanisms
development the tasks of ensuring economic growth, enterprises of material and
financial resources of the state and private sectors for implementation of investment
projects, reducing the burden on the state budget, and redistribution of budgetary
funds were set in the strategy.

In their PPP conceptual documents, governments of many countries of the former
USSR define the main goals that they would like to achieve through implementation
of PPP programs and plans. The list of these goals and their alignment in a certain
priority give an idea of the direction of PPP policy and its interconnection with other
areas of government economic policy. These objectives include the following:

– Attracting additional investment resources to the infrastructure through involve-
ment of the private sector;

– use of new approaches to infrastructure development, in particular, the manage-
ment of infrastructure facilities on the basis of a life cycle;

– improving quality of services provided to end users;
– leveraging management, technical and technological capabilities of the private

sector;
– use of innovation and greater efficiency of the private sector;
– achieving optimal value for money of infrastructure projects;
– increased openness and accountability in the provision of infrastructure services;

and
– stimulating economic growth and development in the country.

Long-Term Planning of Infrastructure Development

In recent years, more and more countries of the former Soviet Union are moving in
their economic policies to long-term planning of infrastructure development. That
generally corresponds to the leading trends in the world practice. This phenomenon
reflects the growing desire of governments to form a clearer vision of infrastruc-
ture development vector, to calculate quantitative and qualitative parameters of this
development, and to establish guidelines for funding sources. It is obvious that impor-
tance of long-term planning especially increases when infrastructure projects with a
horizon of 20 years or more are numbered in hundreds, they cover a wide range of
infrastructure areas, and there is a need for their cross-sectoral balancing.
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Setting infrastructure development on a long-term planned basis makes the
following possible:

– to determine strategic direction of movement;
– to develop sectoral and regional priorities;
– to define quantitative and qualitative target parameters;
– to form tools for achieving goals; and
– to develop guidance on sources of funding.

In this regard, the experience of Belarus, where the “National infrastructure
strategy for 2017–2030” was developed and approved, reflecting the government’s
assessment of the country’s infrastructure needs and the gap in budget funding for
the long term is of special interest. The National Infrastructure Strategy (NIS) is
considered an important document designed to guide the business community on
public infrastructure development plans and aimed at engaging the private sector
in financing, construction, and reconstruction of infrastructure on PPP principles.
The NIS identified priority areas for infrastructure development up to 2030 (energy,
transport, social infrastructure, and housing and communal services) and approved a
list of 100 priority infrastructure projects with guidelines on the amount of funding
required.

In order to create a favorable environment for development and successful imple-
mentation of the PPP mechanism, the program of development of public–private
partnership for 2016–2021 was developed in the Kyrgyz Republic. This program is
a road map for development of public–private partnership in Kyrgyzstan. The docu-
ment defines main conditions and tasks for implementation of PPP mechanisms and
will contribute to the modernization of existing and the creation of new infrastruc-
ture facilities and services to ensure long-term economic growth and efficiency of
the country.

Kazakhstan has successfully implemented the PPP development program for
2011–2015, which provided for the expansion of the scope of PPP mechanisms, the
development of public support measures, the introduction of new types of contracts,
changing approaches to planning budget investments, and improving the procedures
for planning and implementation of projects. Later national and regional road maps
for development of PPP in 2016–18were adopted, providing, in particular, the expan-
sion of the use of PPP mechanisms and attracting private investment in such areas as
education, health, physical education and sports, housing, agriculture, environmental
protection and transport, etc.

In September 2018, the Government of the Russian Federation approved a
comprehensive plan for development of core infrastructure until 2024. The plan
includes objects of transport and energy infrastructurewith a total cost of 6.3 trillion, 3
trillion of themwill be provided by the Federal budget, the rest—by extra—budgetary
sources. The plan includes projects for construction of High-Speed Railways (HSR),
development of existing major transport hubs and the creation of new transport and
logistics centers, development of sea ports of the Azov–Black Sea Basin, reconstruc-
tion of a number of leading highways, bypasses of major cities—Nizhny Novgorod,
Krasnodar, Ivanovo, Ryazan, reconstruction of more than 60 airports, etc.
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The importance of a strategic, long-term vision of infrastructure and PPP devel-
opment has been repeatedly emphasized by the World Bank. In the report on PPP in
Ukraine, theWB noted, in particular, that Public InvestmentManagement in Ukraine
is missing a number of the key elements that would otherwise classify it as a good
practice country in an international context. It lacks a strategic view on public invest-
ment priorities, clarity about the definition ofwhat private company project proposals
can be considered as public investments, a consistent legal framework for PPPs, and
clear criteria for selection and capacity for effectivemanagement of traditional public
investments and PPPs (WorldBank (2015) Public–Private Partnerships in theContext
of Public Investment Management in Ukraine. An Assessment. p.6).

Strengthening PPP Legal Framework

Given the fact that PPP is risky for business and is associated with its long-term
interests, the countries of the former USSR attach particular importance to the estab-
lishment of a solid regulatory framework and the development of “rules of the game”
on the PPP field. It is noteworthy that legal framework of PPP in the majority of these
countries is based on the model of special legislation.

Belarus has adopted the Law on Concessions of 2013 and the Law on Public-
Private Partnership of 2016, as well as a wide range of normative legal acts (govern-
ment resolutions, resolutions of theMinistry of Economy, etc.) regulating procedural
issues and, thus, designed to promote the practical implementation of the above
legislative acts.

The legislation of the Republic of Kazakhstan in the field of PPP includes the
law “On concessions” of 2006, the Law “On public-private partnership“ of 2015,
and other regulatory legal acts. Special attention is paid to the variability of forms of
public support for PPP projects, including partial compensation of investment costs,
public guarantees of demand, in-kind grants, guarantees for loans, guarantees for
infrastructure bonds, and other forms. The law on PPP regulates conceptual appa-
ratus, the range of participants, and the scope of PPP and establishes different forms
of PPPs, including concession agreements, service contracts, and trust management
contracts. In accordance with the PPP Law, potential private partners are subject to
clear qualification requirements. Depending on the complexity of the object, there
are two scenarios for the competition—a simplified version for small projects based
on standard tender documentation and a model PPP contract, as well as a two-stage
competition for unique and technically complex projects. The law is focused on the
broad development of partnership—PPP projects are allowed in all sectors except
strategic ones.

The PPP law of 2010 inUkraine contains detailed regulation of the wide range of
issues related to the use of PPPmechanisms. It introduced the basic concepts of PPP,
fixed organizational and legal principles of interaction between public and private
partners; rights and obligations of partners; the scope of PPP; the forms in which
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partnership can be carried out; and formulated provisions related to state support,
state guarantees, and state control over PPP projects.

The law defines themain forms in which public–private partnership can be carried
out in Ukraine: concessions, joint activities, distribution of products, and others. The
choice of a particular form for a particular PPP project is carried out by the body
authorized to make a decision on the implementation of such a project, based on
the results of the analysis of the effectiveness of the project. Attention is drawn to
the rigid fixation of the impossibility of transferring ownership of these objects to
a private partner. PPP facilities cannot be privatized for the duration of the relevant
PPP project. Such objects shall be returned to the state partner after the termination
of the contract concluded under the PPP. The state partner also owns the ownership
of completed, rebuilt, and reconstructed PPP facilities. Objects of PPP cannot be
objects in respect of which the decision on privatization is made.

The law on PPP also reflected one of the most important issues—the land issue.
The law not only establishes the obligation of the public partner to provide land,
necessary for the implementation of a project, but also the obligation to provide the
private partner the possibility of using such land for the period required by applicable
PPP contract, as well as to coordinate land acquisition with the state authorities or
bodies of local self-government (article 8). Given the problems faced by private
companies in obtaining permits for the use of land, this provision greatly facilitates
the tasks of the private partner.

A special regulatory framework for PPP has been formed in Kyrgyzstan. The
Law “On public-private partnership in the Kyrgyz Republic” established the scope
of application of PPP mechanisms, defined competent authorities operating in the
field of PPP, their powers and competences, types of public support, implementation
procedures for PPP projects, and provisions for the selection and implementation of
PPP projects. Pursuant to the law on PPP awide range of regulatory acts (government
resolutions, orders of the Ministry of Economy, etc.), regulating numerous specific
issues relating to the PPP activities of the competent authorities, conduct of compe-
titions, content of tender documentation, keeping the register of PPP projects, etc.
was adopted.

Russian legislation on PPP consists of the PPP law, the law on concessions, other
Federal laws, and other normative legal acts of the Russian Federation and regulatory
legal acts of constituent entities of the Russian Federation. All legal norms contained
in regulatory legal acts of the subjects of the Russian Federation and municipal legal
acts must comply with the national laws on PPP and concessions.

The key difference between the PPP law and the law on concessions is the possi-
bility of private ownership of public infrastructure. At the same time, it is possible for
a private partner to perform only maintenance of the object of the agreement without
the operation of the object (in concessions it is impossible), which could potentially
be more interesting for private investors.

In the interests of investors, the PPP and concession laws provide a mechanism to
guarantee the immutability of the main parameters on the basis of which the decision
to implement the project was made. In the event of a change in macroeconomic
conditions or legislation directly affecting the project (taxes, benefits, etc.), made
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reasonable changes to the agreement to the return of investment of the concessionaire
(it may be extension of the implementation of concessions, increase in co-financing
by public side, granting state, or municipal guarantees).

Although special laws on PPP in the former USSR differ significantly from each
other both conceptually and substantively, reflecting political approaches, specifics
of national jurisdictions, legal traditions, etc., all these acts are united by the desire
of legislators to form a single conceptual apparatus, to consolidate necessary termi-
nological base, to formulate common “rules of the game.” As a rule, the structure of
special laws on PPP has the following main blocks: objectives, definitions, concept,
main directions and principles of public policy, key parameters of projects, project
selection procedures, competitive selection of private operators, and measures of
public support. Of particular importance for private partners are provisions of the
legislation that fix the guarantees of their rights, procedure for settlement of disputes
between the parties, issues of recovery of collateral, and compensation in case of
early termination of a PPP contract.

PPP Institutional Framework

The level and quality of public–private partnership development are largely deter-
mined by the efficiency of the public administration system in the PPP sphere,
including formation of various types of government bodies and their respective func-
tions, creation of PPP development institutions, development of public support tools
for the implementation of PPP projects, etc.

The Republic of Belarus has formed an appropriate institutional framework for
PPP governance with a clear distribution of powers between different institutions
of power. The President defines the general state policy in field of PPP and the
Government ensures its implementation and determines the order of interaction of
subjects in the field of PPP (preparation, review and evaluation of proposals for
PPP projects, organization and conduction of the tender and conclusion of the PPP
agreement, etc.).

TheMinistry of Economy is themain body responsible for implementation of state
policy and coordination of activities of state bodies and organizations subordinate
to the government, as well as local executive and administrative bodies in the field
of PPP. It also establishes the requirements for feasibility study of PPP projects and
the methodology for evaluating proposals for PPP projects, and together with the
National Agency for investment and privatization (PPP center is part of the agency)
provides methodological and advisory support in preparation and implementation of
PPP projects.

Other ministries and departments, as well as local executive and administrative
bodies within their competence implement state policy in the field of PPP. As a
rule, the following state bodies and departments take part in the implementation
of specific PPP projects: the Ministry of economy, the Ministry of Finance and
the State property committee, as well as other state bodies within the competence,
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if necessary. They evaluate PPP projects proposed for implementation, coordinate
tender documentation, and participate in the work of the tender commissions.

The PPP center prepares a comprehensive assessment of proposals for PPP
projects, as well as evaluates tender documentation.

The Interdepartmental Infrastructure Coordination Council (IICC) makes deci-
sions on approval of PPP project proposals and tender documentation for PPP
projects.

In Kazakhstan, the Government of the Republic is engaged in development of the
main directions of PPP state policy and its implementation. TheMinistry of National
Economy, the Ministry of Finance, as well as the authorized state bodies of the
relevant industries implement state policy in the field of PPP within its competence.
Inter-sectoral coordination andmethodological guidance in the field of PPP is carried
out by the Ministry of National Economy.

At the local level, the state PPP policy is implemented by local executive bodies of
regions, cities of republican significance, and the capital within their competences.
Local executive bodies also monitor PPP contracts and implementation of local PPP
projects.

InKyrgyzstan, a Public–Private PartnershipCouncil has been established to ensure
coordination of PPP development activities, with the following functions:

• coordination and ensuring interaction of state executive authorities, local govern-
ments, business entities, non-profit and research organizations on the search,
initiation, preparation and implementation of PPP projects;

• approval of action plans for PPP development; preparation of proposals for the
development of concepts, strategies, programs, and other documents related to
PPP development in the Kyrgyz Republic;

• preparation of recommendations for improvement of regulatory legal acts in the
field of PPP;

• analysis of existing and newly proposed measures to stimulate PPP development;
• monitoring activities of state executive bodies on the search, initiation, prepara-

tion, and implementation of PPP projects; and
• identification of priority sectors and areas for initiating PPP projects.

In the Russian Federation, the institutional framework of the PPP sector has not
yet acquired a final and holistic character, but many of its elements have already
been formed and are functioning. An important role in this system is played by the
Ministry of Economic Development, responsible for drafting PPP policy and legal
and regulatory acts, selection of PPP projects and preparing opinions on effectiveness
and comparative advantages of PPP projects, assessing the level of PPP development
in the regions, and preparation of PPP rating of Russian regions.

Some Federal executive bodies (Ministry of health, Ministry of construction and
housing, Ministry of transport, Ministry of culture, etc.) are engaged in preparation
and implementation of PPP projects within their competences.
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An important role in supporting the development of PPP in the country is played
by the National PPP center, which performs a wide range of functions—from exam-
ination of project initiatives and assistance in finding private partners for them to
advising the subjects of the Federation and assisting them in training.

TheMinistry of EconomicDevelopment andTrade (MERT) plays a leading role in
the system of PPP management inUkraine. The Ministry is working to create condi-
tions for development of PPP. It approved a number of normative acts determining
the procedure of implementation of PPP projects, submission form of proposals
for the implementation of PPP projects, the form of feasibility studies of PPP, the
method of analysis of the effectiveness of PPPs and the regulation on the assessment
and competitive selection proposed by ministries, other central and local executive
bodies of the investment projects providing attraction of means of the state budget,
about creation of the Commission of the Ministry on assessment and competitive
selection of investment projects, etc.

Since 2016 the Ministry of Infrastructure of Ukraine has a Project Office on
Public-Private Partnership in Infrastructure “SP3ILNO.”

As part of the reform of the PPP legislation, consideration is given on the possi-
bility of establishing a separate PPP agency in which responsibilities will include
improvement of the institutional and regulatory framework (training, development
of methodological recommendations, PPP market monitoring, etc.), ensuring prepa-
ration of PPP projects (providing methodological support to public partners in the
process of preparation and implementation of PPP projects), etc. In turn, theMinistry
of EconomicDevelopmentwill be responsible for approval of PPP projects andmoni-
toring of their quality (participation in the analysis of project effectiveness, participa-
tion in competitive commissions, keeping a register of PPP projects, etc. (Realization
of Public-Private Partnership Projects in Ukraine. Guideline. November 2017 p.22).

Public Support for PPP Development

One of the most important functions of PPP units in the world practice is to promote
the development of this institution.

The legislation of Kazakhstan regulates a large variability of forms of public
support for concession projects—partial compensation of investment costs, guaran-
tees of demand, co-financing of projects, provision of in-kind grants (in the form of
land plots, structures, machinery and equipment, computers, measuring and regu-
lating parting and devices, vehicles, production and economic equipment, etc.),
guarantees for loans, guarantees for infrastructure bonds, and other forms.

To assist development and launch of PPPprojects,Kazakhstan created a number of
institutions performing important functions. The government has established a PPP
development center to conduct research and develop recommendations on PPP issues
to conduct expertise and evaluation of PPP projects, as well as to train specialists in
the field of PPP and to maintain a list of PPP projects.
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At the national level, Kazakhstan Project Preparation Fund carries out activities
on Advisory support of PPP projects, as well as assistance in the preparation and
launch of PPP projects.

One of the forms of support for PPP projects in Kazakhstan are preferences in
obtaining land and other necessary properties. According to the law on PPP of the
Republic of Kazakhstan, the provision of land is one of the forms of participation of
state bodies in PPP. Land plots on the right of temporary gratuitous land use may be
provided to citizens and legal entities of the Republic of Kazakhstan for the duration
of the public–private partnership agreement, including the concession agreement.
The legislation also provides that a private partner for the implementation of PPP
projects or a concessionaire for the implementation of concession projects can obtain
a land plot without bidding (tenders, auctions) in respect of the land plot.

A similar rule applies to concession and PPP agreements in the Russian Feder-
ation. This simplified procedure for the provision of land reduces the time for the
implementation of the PPP project and reduces land risks for investors.

Kyrgyzstan is more advanced than other former USSR countries in terms of
creating special structures to provide financial support for PPP projects. Based on
the best international practices, the country has created a whole range of financial
support instruments, including

• infrastructure finance fund for the provision of long-term borrowings in national
currency due to the limited capacity of the domestic banking sector to provide
such financing;

• guarantee fund (guarantee fund) in order to reduce exposure to the risks of private
sources of financing, including the provision of currency risks, risks of increasing
the cost of lending, risks of insufficient profitability, and political risks; and

• subsidized funding fund (viability gap fund) to finance the lack of viability of PPP
projects that are economically sound and attractive, but are not financially viable
due to income from user payments.

Rather active support for development of PPP in Ukraine is provided by non-
governmental structures. In 2010, a non-profit organization “Ukrainian center for
public–private partnership“ was established, themain purpose of which is to promote
the development of PPP for the implementation of socially significant infrastructure
projects to enhance scientific and technical potential and innovative technologies for
the modernization of life support systems, to promote investment attractiveness of
the Ukrainian economy and its regions, etc.

Advisory assistance from the United States, in particular, in the framework of the
development of public–private partnership (Public–Private Partnership Development
Program, P3DP) funded by the U.S. Agency for international development (USAID)
contributes to establishment and development of PPP in Ukraine. The program is
aimed at helping Ukraine to create a favorable institutional environment for PPP
in five areas: improving legislation, supporting activities of the national PPP units,
training and information, implementation of PPP pilot projects in key sectors, and
promotion of clean energy.
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The program selected and implemented pilot projects in areas such as health
care, management of pre-school education, disposal of solid waste, energy efficiency,
maintenance of the parks, transportation, etc. (http://www.ukrproject.gov.ua/ru/page/
mezhdunarodnoe-sotrudnichestvo-1).

In 2014, the USAID PPP Development Program and the American Chamber of
Commerce in Ukraine established an expert center on public–private partnership and
infrastructure, which is designed to provide technical expertise for the development
of infrastructure and public–private partnership in Ukraine. The center assists stake-
holders in development of a new program of reforms in infrastructure and PPP. In
the future, the center will become a platform for consultations and exchange of views
and experience between business and government of Ukraine, local authorities, and
the international expert society.

Conclusions

Analysis of PPP in the former USSR countries allows to draw the following
conclusions and make some recommendations:

– The scope and level of use of PPP mechanisms in the former Soviet Union coun-
tries vary significantly: Some of them (Russia and Kazakhstan) have already
accumulated considerable theoretical and practical experience of PPP, in general,
formed the legal framework of PPP, built organizational and institutional basis
of partnership, gained experience in practical implementation of PPP projects in
various fields. Others (Ukraine, Belarus, and Kyrgyzstan) have made progress at
the very first stage of PPP formation, and have developed fundamental legisla-
tive and regulatory acts, have created PPP units and started implementing PPP
projects. Armenia, Uzbekistan, and Tajikistan are at the very beginning of the
road, forming institutional base of PPP and trying their hand at implementation
of pilot projects.

– In almost all countries of the former USSR today there is a problem of deterio-
ration of infrastructure, which necessitates implementation of socially significant
infrastructure projects. One of the best solutions to this problem is seen in these
countries in PPP mechanisms.

– The countries of the former USSR seek to put development of PPP on a systemic
basis. To this end, they form national public administration systems in the field of
PPP, develop strategic goal-setting documents, try to put development of infras-
tructure on a long-term planning basis, form PPP units, and create a system of
state support for PPP projects.

– However, PPP development in the countries of the former Soviet Union is mostly
of “vertical” model, involving joint efforts of government and business within a
national framework. Development of PPP “horizontally,” i.e., giving it a supra-
national, multilateral character could be useful for these countries not only in
terms of promoting development of national infrastructure, but also in terms of

http://www.ukrproject.gov.ua/ru/page/mezhdunarodnoe-sotrudnichestvo-1
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expanding the field of economic cooperation both bilaterally and multilaterally,
joining efforts in implementation of mutually beneficial transnational infrastruc-
ture projects, as well as cooperation in achieving the UN sustainable development
goals.

– However, despite the declared within the framework of the EAEU and SCO desire
to deepen cooperation, at the moment there has not been much progress in multi-
lateral supranational coordination of PPP development. So, back in 2015 on the
premises of the international conference “On the path to success public-private
partnership in the Republic of Belarus: retrospective and perspectives,” proposals
to create a supranational PPP center of excellence in the EAEU by analogy with
the European EPEC center were welcomed. But at the moment similar no such
structure has been established yet. The main work on supranational coordination
of efforts on PPP development in EAEU is carried out by the expert group on PPP
issues.

– Nevertheless, it still seems that public–private partnership could become an effec-
tive tool for establishing and deepening economic cooperation between the coun-
tries of the former USSR, especially in the field of infrastructure. There are a
number of objective prerequisites and enabling factors for that, including substan-
tial interest in PPP in almost all these countries, experiences of many countries
gained in PPP field, including the experience of PPP public governance, forma-
tion of public support system, practical implementation of PPP projects in various
infrastructure sectors, common commitment to multilateral cooperation in the
implementation of major transnational infrastructure projects, primarily in the
field of transport, the availability of a rich methodological database related to
PPP, developed by international institutions and forums in which most of the
former Soviet Union countries participate (APEC, ESCAP, UNECE), the begin-
ning of the work of a number of powerful financial institutions, the assistance
of which could be expected in the implementation of joint infrastructure projects
(Asian Infrastructure Investment Bank—AIIB, New BRICS Development Bank,
Asian Development Bank) (Inshakova and Goncharov 2019).

– Integration of PPP issues with UN sustainable development goals should not be
underestimated as an aspect of PPP cooperation. Adoption in 2015 by the UN
of the 2030 agenda for sustainable development (“2030 Agenda”), which set
out the sustainable development goals, marked the transition to a new paradigm
of financing for development, in which PPP has an important role to play as a
tool for mobilizing knowledge, technology, know-how and financial resources for
the creation and development of sustainable energy, infrastructure, transport and
information and communication technologies (11).

– Some Shanghai Cooperation Organization (SCO) countries have already started
practical activities in this direction. In particular, in 2017, China and ESCAP
signed an agreement on strengthening public–private partnership (PPP) in the
Asia-Pacific region, with a view to focusing on improving access to infrastructure
services in the water, energy, and transport sectors. Considering that China has
become the largest PPP market in the region, the partnership of UNESCAP and
the PPP Center of China could help strengthen business ties between PPP units
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in SCO countries to expand the exchange of best practice “PPP experiences”, to
facilitate member countries of the organization of the region to promote regional
connectivity in the framework of the UN Agenda for sustainable development
until 2030 and in the context of the organization’s activities (12).

– It seems that the motion vector in the direction of establishing former USSR
countries’ cooperation in the field of PPP could be the following: formation of
expert groups on PPP consisting of representatives of the government and the
business community in bilateral or multilateral format—organization of discus-
sion forums (possibly in the framework of the annual Russian PPP week)—
exchange of experiences and information on PPP development at the national level
to disseminate best practices, facilitate training of personnel in the public sector
and improvement of methodical work—establishing “road maps” of development
of PPP cooperation—formation of the list of priority infrastructure development
projects and supranational instruments to attract financing for pilot infrastructure
projects implementation on the territory of the former USSR that bears maximum
effects from the point of view of development and deepening of mutual economic
cooperation.

– In thinking about joint pilot projects, it would be possible to rely on the concretiza-
tion of the Chinese initiative “Silk Road Economic Belt.” Although a clear route
of the Silk Road has not yet been developed, according to preliminary data, the
project is based on the construction of three railway corridors (northern, central,
southern), which will connect the eastern provinces of China with many countries
of the former USSR (13, 14).

– No doubt that taking into account the interest shown by the vast majority of the
former Soviet Union countries in public–private partnership, the methodolog-
ical developments and experience of practical implementation of infrastructure
projects based on PPPmechanisms, aswell as the desire andwillingness to deepen
economic cooperation declared in the statutory documents of organizations in
which many of these countries take part, PPP could become another promising
direction for deepening mutual cooperation in the field of infrastructure in the
post-Soviet space.
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Chapter 16
Public–Private Partnership
as an Instrument to Implement
the Sustainable Development Goals
in the Developing Countries

Evgenia A. Starikova

Abstract The 2030Agenda for SustainableDevelopment (the 2030Agenda) actual-
ized the necessity to employ the effective and innovativemechanisms of development
financing. The global community has currently faced the task of searching for new
formats of cooperation between the state and business that will prove to be most
effective in terms of attracting private investment in the interests of the Sustainable
Development Goals (SDGs) implementation in the developing world. The chapter
concentrates on the problem of framework formulation for interaction between the
state and the private sectors in the interests of SDGs implementation in developing
and least developed countries. In this study, the state is understood to be the autho-
rized state agencies specializing in providing foreign aid to recipient countries (donor
agencies). It also reviews the current practice of collaboration between the private
sector and the donor government agencies and implementation of the corresponding
public–private partnerships in the recipient countries aimed at the achievement of
the SDGs in the developing world.

Keywords Public–private partnership · Sustainable development · Sustainable
development goals (SDGs) · The 2030 agenda · Shared value
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Introduction

With the adoption of the “2030 Agenda for Sustainable Development” by the United
Nations in 2015 (hereinafter referred to as the “2030 Agenda”), which contains the
17 Sustainable Development Goals (SDGs), the transition to a new paradigm for
financing development was also designated. As noted in the updated global agenda,
public sources of finance in the form of Official Development Assistance (ODA)
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continue to serve an important function in promoting the development of the least
developed countries that have limited domestic resources, however, the attraction of
“additional resources from other sources, both public and private” (2030 Agenda,
United Nations 2015) is gaining an ever-increasing role. In particular, the very inter-
pretation of the functions of official financing for development has changed in the
donor countries community: at the current time, the most sought-after idea is that
the funds allocated from public sources first of all need to be used as a tool to
attract resources from private sources to finance priority areas that ensure sustainable
and subsequently independent economic development in the aid-recipient countries
(OECD 2018).

In this regard, the governments of developed countries and international organi-
zations have begun to search for new formats of state–business interaction, which
would be more focused on the implementation of the SDGs and solving the most
serious global challenges that humanity faced in the twenty-first century.

This trend is reflected in the majority of official documents adopted by interna-
tional organizations in the context of the proclamation of the “2030 Agenda”, in
which PPP is considered as the most essential tool of implementing the SDGs in
practice. In particular, in the report of the ECOSOC Commission on sustainable
development, that was prepared back to 2003, notes that in modern conditions, PPP
projects should be linked to economic, social, and environmental aspects of sustain-
able development (United Nations 2003). According to the United Nations Develop-
ment Program (UNDP), infrastructural PPP projects have fundamental importance
from the point of view of achieving sustainable development (UNDP 2015). In the
Addis Ababa Action Agenda, PPP is presented as a tool of financing “sustainable,
affordable, acceptable cost and failure-free functioning qualitative infrastructure” to
achieve sustainable development that implies strong accountability mechanisms and
is aligned with national priorities of socio-economic development.

The direct interconnection between the SDGs and PPPs is indicated directly in
the “2030 Agenda” itself—notably in SDG 9, aimed at creating a “resilient” infras-
tructure and developing innovations for sustainable development, and in SDG 17, in
which asserted the need to stimulate PPP as an instrument mobilizing knowledge,
technology, know-how, and financial resources in order to create and develop sustain-
able energetics, infrastructure, transport, as well as information and communication
technologies.

Thus, at the current time, the creation of public–private partnerships (PPPs)
between governments of donor countries and the private sector is one of the most
promising and sought-after financing mechanisms for the SDGs in developing and
most vulnerable countries (Ivanov 2019). This chapter focuses on a review of the
practice of creating public–private partnerships in order to realize the SDGs using the
example of cooperation between government agencies and departments operating in
developed countries that specialize in providing external assistance to the private
sector.
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Public–Private Partnerships (PPPs) as a Financing
Instrument of the Sustainable Development Goals (SDGs)
in the Developing World

According to UNCTAD’s calculations, annual incremental investments of $2.5 tril-
lion only in developing countries are needed for the timely achievement of the SDGs
and to create an appropriate infrastructure for this purpose (UNCTAD 2014). At the
same time, it is pointed out that the funds currently allocated in the format of ODA
and through public sources of financing can cover only half of this deficit (UNCTAD
2014) (see Fig. 16.1).

Thus, with the adoption of the “2030 Agenda”, the ever-increasing importance
acquired the search for new financing mechanisms for development. One of these
innovative mechanisms is the so-called “blended finance” is a tool that, according to
estimates by the Global Commission on Economy and Climate, can attract additional
private capital in the amount of up to $1-1.5 trillion annually (Brookings Institution
2015). Blended finance is the strategic use of public or philanthropic development
capital for the mobilization of additional external private commercial finance for
SDG-related investments (Business & Sustainable Development Commission 2018).

In the “Addis Ababa Action Agenda” of the “Third International Conference on
Financing for Development” (Addis Ababa Action Agenda, United Nations 2015)

Current
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Fig. 16.1 Deficit of infrastructure financing to achieve the SDGs in developing countries. Source
Compiled based on data from the report of the Global Commission on Economy and Climate
(Brookings Institution 2015)
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is indicated that the key role in financing infrastructure projects is played by both
public and private investments, which are the most important from the point of view
of promoting international development, “including through development banks,
development finance institutions and tools and mechanisms such as public–private
partnerships, blended finance, which combines concessional public financewith non-
concessional private finance and expertise from the public and private sector.” At the
same time, public–private partnerships are mentioned in this document as an impor-
tant tool that allows “to lower investment-specific risks” and stimulating “additional
private sector finance across key development sectors” (AddisAbabaActionAgenda,
UnitedNations 2015). Thus, the phenomenon of “blending” of capitals, carried out in
the framework of public–private partnerships, occurred long before the term “blended
finance” appeared (Zavyalova et al. 2018).

Obviously, that cooperation between the government and business in the frame-
work of jointly implemented public–private projects in developing countries is one
of the most sought-after and promising mechanisms of financing development. If
the state is traditionally charged with providing services in socially important areas
(health care, education), creating the appropriate infrastructure, ensuring security,
practical implementation and dissemination of scientific knowledge and new tech-
nologies for social development, monitoring compliance with the law in the field
of environmental protection (Ivanov 2016), then the private sector is called upon to
provide financial, technological, managerial, and expert resources for the realization
of the SDGs that repeatedly emphasizes in documents such as the “Addis Ababa
Action Agenda” and the “2030 Agenda.”

At the same time, it is important to note that in the context of adopting the “2030
Agenda,” the term “public–private partnership” has acquired a broad interpretation,
under which it began to understand a wide variety of formats of interaction of public
and commercial partners. In particular, even the notion of “PPP+” has appeared in
foreign literature, which also implies participation of the “third” sector (non-profit
organizations) in such joint projects (Inshakova et al. 2019).

The idea of the need to intensify the activities of multi-stakeholder partnerships,1

which are voluntary agreements between various stakeholders, also has become
widespread, ideas emerged about updating traditional PPP formats and moving to
“new type” partnerships, which also involve civil society representatives in working
projects (“ABC” partnerships - “administration”, “business”, “civil society”).

In 2015, the United Nations Economic Commission for Europe (UNECE)
proclaimed the so-called concept of “PPP for the benefit of people” (People-first
Public-Private Partnerships), which was interpreted as the interaction of the state
and the private sector, aimed at creating a sustainable infrastructure and ensuring its
accessibility for the general population. In 2018, after detailed work on, this concept
was interpreted as a separate “variety” of PPP to achieve the objectives of the SDGs
that is directed to invest in appropriate infrastructure, in doing so these partnership
projects must not only meet the set out cost-effectiveness criteria, but should also

1The concept of multi-stakeholder partnerships got its development after the Johannesburg Summit
in 2002.
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be more focused on providing “value for people” (UNECE Guiding Principles on
PfPPPs 2019).

It is important to note that the “2030 Agenda” focuses not only on economic
efficiency in the implementation of projects, but also on their “target effectiveness”
(achieving specific SDGs and objectives within these goals) and “inclusiveness”
(focus on satisfaction of interests of society as a whole and the most vulnerable
segments of the population).

In this regard, the thesis is widely spread in modern scientific literature that the
population becomes the “main beneficiary” of PPP projects under current condi-
tions seemed fair, and the key results of PPP projects will be evaluated in terms of
improving the quality of life of society in a broad sense. The main goal of such part-
nerships is to increase public access to quality public services and provide peoplewith
the necessary resources (water, food, energy, transport, health care, and education).

At the same time, any assertions about the fundamental transformation of the PPP
concept in connection with the adoption of the SDGs are premature and declarative
before the development and implementation of the state–business interaction princi-
ples updated in accordance with the SDGs into national laws and international legal
acts.

The Practice of Interaction Between Government Agencies
and the Private Sector: A Contribution to the Sustainable
Development of Developing Countries

Since the “2030 Agenda” still devolves a large share of responsibility on developed
countries for promoting global development and implementation of the SDGs in
the developing world, the author found it appropriate to provide an overview of
the practice of involving the private sector in joint programs with key international
development agencies in the USA, Great Britain, and Germany.

∗ ∗ ∗
Founded in 1961, USAID agency serves as the key institution of the American

government, responsible for international development and foreign aid. USAID has
the status of an independent government agency, but works closely with the US
State Department, which determines the political course and priority areas of agency
activity. In 2017 fiscal year, USAID received funding of $29.5 billion, which is 8%
higher than the total budget of the agency for 2016 (USAID 2017).

Taking into account the changing specificity of promoting international develop-
ment, the US government claims a leading role in creating projects of public–private
partnerships in the donor countries community. Thus, starting in 2001, USAID has
signed over 1,800 partnerships with more than 3,900 private sector partners. At the
same time, the cumulative investment from the private sector at a rough calculations
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is estimated at $38 billion (USAID 2017). In general, there is an approximately equal
balance of costs between public and private partners in joint projects.

The vast majority of public–private partnerships, created with the participation
of the agency, are aimed at creating and developing infrastructure. Four key partner
initiatives that are related to the agricultural (Feed the Future), energetic (Power
Africa) industries, the health sector (Global Health Initiative) and the environmental
protection (Global Climate Change Initiative) deserve special attention. It is impor-
tant to note that all these projects are aimed at achieving the main socio-economic
and environmental SDGs (Goals 2, 3, 7, 13) in the least developed countries.

In 2014, USAID launched a new platform for innovation and multilateral initia-
tives—the Global Development Lab. The Center for Transformational Partnerships
(CTP), created as part of the laboratory, establishes contacts with companies inter-
ested in cooperating with USAID and provides overall management of the agency’s
partnership initiatives.

The largest PPP project implemented by USAID since 2006 is the program aimed
at treating neglected tropical diseases (Neglected Tropical Diseases (NTD) Program)
(see Fig. 16.1). Under the program, the largest pharmaceutical TNCs—Eisai, Glax-
oSmithKline, Merck & Co., Merck KGaA, Johnson & Johnson and Pfizer—provide
delivery of six essential medicines. The aggregate amount of cost of the partners
amounted to over $19 billion for more than a decade of project existence (USAID
2019a, b).

In general, USAID considers public–private partnerships as a strategic element of
its activities, which naturally reflects the tendency of foreign aid format transforma-
tion. If 30 years ago, 70% of cash flow from theUnited States to the developing world
was provided through ODA, now 80% of the funds come in the form of foreign direct
investment, private donations, remittances, and other non-governmental sources. At
the same time, ODA accounts only 14% of total foreign aid, which indicates the
ever-increasing role of the private sector in promoting development.

It is important to note thatwhen implementing joint projectswith business,USAID
adheres to the principle of creating “shared value” both for the population of aid-
recipient countries and for participating companies. For example, as part of the
implementation of energetic projects in developing countries, US companies are
given an opportunity to significantly expand the export of equipment and software
in the energetic sector (USAID 2018). In particular, in 2015, US exports of equip-
ment necessary for energy supply to USAID aid-recipient countries amounted to
$3.6 billion. Another very good example that demonstrates business benefits from
participation in partnership programs is the case of the American energetic company
Azure Power, which, with the assistance of USAID, provided technical support for
the solar energetics development project in India and won the tender for the creation
of solar panels which are installed on rooftops. Currently, the American company is
a key business player in the Indian National Program for the Development of Solar
Energy (USAID 2018). It is also worth noting that most partnerships are imple-
mented in middle-income countries with fast-growing economies, which opens up
opportunities for the private sector to enter new markets (Fig. 16.2).
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Fig. 16.2 USAID investment in public–private partnership projects, $ million Source Compiled
by the author based on data from the Devex report (Devex 2018)

∗ ∗ ∗
TheGerman government is also pursuing an active policy of engaging the private

sector tomobilize additional financing and support the implementation of theSDGs in
developing countries. In particular, theMinistry ofEconomicCooperation andDevel-
opment of Germany (BMZ) provides co-financing and expert support for investment
business projects in the least developed countries. Companies are obliged to compen-
sate at least half of the total costs for the project implementation within this cooper-
ation format, and the share of financial participation of BMZ can reach e200,000.
The maximum duration of such partnership projects is 3 years.

At the initiative of BMZ in 1999, a special program of cooperation between the
state and business “develoPPP.de” was launched. Projects implemented in coopera-
tion with private German and European companies on the “develoPPP.de” platform
are implemented with the participation of one of the three authorized government
partners—the Financial Development Institute—which is a subsidiary of the state
development bank KfW Group (DEG-Deutsche Investitions-und Entwicklungsge-
sellschaft mbH), German Development Agency (Deutsche Gesellschaft für Interna-
tionale Zusammenarbeit (GIZ) GmbH) and the international non-profit organization
sequa gGmbH, sponsored by the largest German business associations, as well as
the German Agency of Development (GIZ).

Besides the financial support, a public partner represented by one of the three
authorized organizations helps private companies to overcome the barriers asso-
ciated with the underdevelopment of legal and regulatory institutions; infrastruc-
ture; the lack of qualified specialists and lack of knowledge about local conditions
when entering markets of developing countries; and also provides dialog with local
authorities, companies, and non-governmental organizations (Inshakova et al. 2017).
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The main organization that provides technical advice and strategic planning in
the field of international cooperation for theMinistry of Economic Development and
Cooperation (BMZ) of Germany is the German Agency for Development GIZ. In
2015, the amount of funds allocated for the activities of GIZ exceeded $2.3 billion
(e2.1 billion). Since the launch of the “develoPPP.de” platform in 1999, the work
of GIZ has been strategically focused on building public–private partnerships. From
1999 to the present, over 1,500 partnership projects for development have been
implemented on the basis of this program. At the same time, the selection of compa-
nies interested in cooperation with government partners takes place on a competitive
basis.

The priority areas of partnership are all key challenges to the concept of sustain-
able development (food security, education, responsible production, working condi-
tions, decent employment, environmental protection and conservation of natural
resources, combating climate change, implementation of sustainable technologies),
which reflects the priorities of external assistance, which are indicated by German
government.

Together with private partners, GIZ launched over 2000 partnership projects over
the period 1999–2016. The total amount of public–private investment under the
develoPPP.de program amounted to more than e1.1 billion, while 37.7% of funds
($443 million) came from the public sector and 62.3% ($732 million) from the
private sector. According to data on the official website of the program, the following
distribution of investments by sectors is observed: 36.22% was allocated in order
to achieve “sustainable economic development” in the recipient countries, 18.96%
invested in agriculture, 12.84% for environmental purposes, 8.08% in health care,
6.63% to energetics, 6.55% in education, and 6.38% in water resource management
(develoPPP.de 2018).

The largest number of projects was implemented in the East Asian region (496
projects with total amount of financing of $226 million), second in the number of
projects and allocated financing for the period from 1999 to 2015 were countries
from sub-Saharan Africa (303 projects with total value of $176 million).

All projects within the develoPPP.de program are aimed at finding solutions in
response to global challenges identified in the SDGs in more than 100 countries
(develoPPP.de 2018). In doing so, GIZ provides active support to business, helping
companies that participate in the program to expand their sales markets in developing
countries.

To establish communication with companies and promote partnerships for devel-
opment under the auspices of the GIZ agency, a special Private Sector Cooperation
Unit was created. Furthermore, Business Development Units (BDUs) have been
formed in a number of developing countries that can independently participate in
local partnership projects.

∗ ∗ ∗
The Department for International Development of the United Kingdom (DFID)

also stated that partnerships with the private sector are a key priority of its activities:
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from 2012 to 2016 financing of private sector in joint projects with the Ministry was
increased ninefold, reaching $715 million in 2016.

The main tools of DFID to promote partnerships are specialized funds to deal
with certain challenges (the so-called “challenge funds”) and partnerships involving
several donors. Challenge funds are established in more than 30 countries of the
world: their main task is to provide financial support to companies that offer their
own innovative solutions through the provision of grants, loans, and other financial
instruments on a competitive basis.

As part of ongoing partnerships, DFID provides technical and expert support
and provides co-financing for projects. DFID partnership programs are open to all
companies; however, most projects are currently being implemented in partnership
with British companies.

In 2011, in order to activate business participation in partnerships, DFID estab-
lished a special unit, the Private Sector Department (PSD). Currently, companies can
initiate cooperation with the Ministry by requesting to a special department—Busi-
ness Engagement Hub (BEH).

Besides bilateral partnerships with the private sector, DFID actively promotes
multi-stakeholder partnerships with the involvement of several donors, among which
themost famous are initiatives such as theBusinessCall toAction alliance, theGlobal
Innovation Fund, and entrepreneurial funds to deal with challenges in Africa and the
Caribbean (Africa Enterprise Challenge Fund, Enterprise InnovationChallenge Fund
for the Caribbean).

The DFID has allocated 494 million pounds to create alliances and partnerships
with British and foreign companies during the period from 2012 to 2015. Among the
most financed partnerships can be identified network for the development of socially
responsible business in Africa (Business Action for Africa) partnership to enhance
the rights of women (Safety, Health and Education and Employment for Girls and
Women Alliance), cooperation projects with British non-profit organization “Water
and Sanitation for the Urban Poor”, aimed to increase access to water and sanitation
for urban slum dwellers in countries of Asia and Africa, as well as food fund (Food
Retail Industry Challenge Fund) (DFID 2018) (Table 16.1).

The examples reviewed demonstrate the ever-increasing role of cooperation with
the private sector in the activities of state agencies for international development.
Bilateral state agencies, providing foreign aid currently play an important role in
attracting private funding. Analysis of the practice of government interaction in the
form of authorized donor organizations and the private sector showed that partner-
ships are a form of cooperation that is promising in terms of attracting private funding
necessary for the SDGs implementation in the developing and least developed
countries.

In Russia, the Federal Agency for Affairs of the Commonwealth of Independent
States, Compatriots Residing Abroad and International Humanitarian Co-operation
(Rossotrudnichestvo) is the federal government body responsible for providing
foreign aid and International Development Assistance (IDA). On April 20, 2014,
by Decree of the President of the Russian Federation No. 259, a new concept for
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Table 16.1 Cooperation between state agencies for international development and private sector

Government
donor agencies

The total
amount of
provided
external
assistance
2016–2017

Investments from
government
sources allocated
through
partnership
programs

The total amount
of private
investments
within partnership
programs

Number of
partnerships with
private sector

USAID $29.5 billion $19.9 billion (from
2001 to 2017)

$79.9 billion
(from 2001 to
2017)

More than 1800

DFID $12 billion $715 million +
$740 million (the
budget of PSD
within the
Ministry)

Not specified Not specified

GIZ e2.6 billion
(within the
develoPPP.de
program e1.2
billion)
(from 1999 to
2018)

e443 million
(from 1999 to
2018)

e732 million
(from 1999 to
2018)

More than 2000

Source Compiled by the author based on data from the Devex report and statistical data from the
official sites of the agencies under review (Devex 2018)

the state policy of the Russian Federation in the field of promoting international
development was approved.

Within the framework of this document, the task was set to intensify interaction
between the state and business in two areas: firstly, to support Russian companies
entering the markets of developing countries; secondly, to attract domestic busi-
ness to foreign aid programs implemented by the state. However, it should be
noted that to date, no effective system of interaction between government bodies
and Russian TNCs in the implementation of joint Community Programs abroad has
been developed yet; there are no integrated data on already implemented or planned
public–private partnership programs in the framework of IDA.

One of the few well-known cases of cooperation between Russian business and
the state in the field of providing foreign aid abroad is the project of public–private
partnership to combat Ebola in Guinea, implemented by Rospotrebnadzor together
withUCRusal. As a result of the implementation of this PPP project, themanagement
ofRusal addressed toRospotrebnadzor and theMinistry of Financewith a proposal on
the subsequent institutionalization of the PPP mechanism in the control of especially
dangerous infections and epidemics, that is, the creation of a “mixed” funding fund in
this area in cooperation with public authorities. If such fund is created, this institution
will be the first official mechanism for the participation of Russian business in IDA
programs (RUSAL 2016).
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Thus, it seems possible to assume that today large domestic business players are
interested in reducing risks in the countries of their presence and express their will-
ingness to formalize cooperation with the state and other stakeholders in the imple-
mentation of the SDGs at the global level, which, first of all, will be implemented
within the framework of IDA programs of the Russian government.

Conclusion

Today government donor agencies are playing an ever-increasing role in financing for
development: in addition to traditional ODA programs, they are increasingly partic-
ipating in innovative mechanisms such as partnerships with the private sector. Using
this area of their activity as an instrument of “soft power” in foreign economic policy,
donor agencies ensure the attraction of additional private capital by reducing invest-
ment risks for commercial partners, providing technical support to business within
the framework of ongoing projects and creating a “shared value” for all participants
of the partnership.

Therefore, state agencies, providing foreign aid, can play a significant part in
attracting private investment and expertise in the interest of SDGs implementation
in the developing world. These institutions provide advisory services to government
authorities, contribute to the improvement of political climate in order to facili-
tate access to private investment and use risk mitigation instruments, as well as co-
investment instruments and other innovative financing mechanisms in collaboration
with the private sector. The above measures contribute significantly to the mobiliza-
tion of additional financial, innovative, and expert resources from companies and
institutional investors.

A distinctive feature of creating such partnerships is observance of the principle of
“sharedvalue”: companies participating in joint projectswith the state gain significant
competitive advantages by expanding sales markets and reducing the risks of their
operating activity in the aid-recipient countries. Thus, it seems appropriate to assume
that, in the context of the adoption of the “2030 Agenda,” public–private partnerships
will be an increasingly popular tool used by government donor agencies to help
achieve the SDGs in the developing world.

In Russia, sustainable development issues are also becoming the subject of wide
discussion at the political level and in the business community. In the context of
the formation of the state policy of the Russian Federation in the field of IDA, the
task of harmonization of official programs carried out by Russian authorities in the
interests of achieving the SDGs in recipient countries and CSR projects carried out
by Russian business abroad is becoming increasingly relevant.
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Conclusion

Over a relatively short period of 10–15 years Russia has accumulated vast experience
in Public–Private Partnerships. In fact, a fundamentally new area of state-business
economic relationship has been established in the country.

During this time PPP has come an impressive way from a fragmented set of
individual projects to a single integrated market. A huge breakthrough in PPPs has
been made, as evidenced by the growth in the number of projects and their capital
intensity. As of the beginning of 2020, there are more than 3,500 PPP projects at
different stages of implementation in Russia, and the cumulative volume of private
contracted investments has exceeded 3 trillion rubles. Infrastructure investments are
70% covered by extra-budgetary funds. It can be concluded that PPP market as a
major economic phenomenon has taken place in Russia.

The sectoral spectrum of PPPs is becoming more and more diverse. There is
a steady growth of PPP projects in traditional sectors like road infrastructure and
energy. At the same time, an explosive growth of concessions in the communal
utilities sector has been recorded. Along with them, PPP has been established in
infrastructure sectors that were previously a “preserved zone” of the state—social
infrastructure, primarily healthcare, pre-school and school education, sports, culture,
and social security. In recent years, PPP is increasingly opening up both completely
new markets and markets that are being formed within traditional infrastructure
sectors. These include high-techmedicine, public transport, site improvement (parks,
public spaces, embankments, city lighting systems), photo and video recording of
traffic offenses, organization of weight and size control on roads, handling of solid
municipal waste, railway and airport infrastructure, and seaports. One of the most
prospective PPP areas promises to be the IT sector, recently included by lawmakers
in the list of permitted PPP objects. In just a year and a half, about a hundred smart
city projects have been launched, providing for the creation of automated systems of
comprehensive road safety, traffic management, city lighting and lighting of the road
networks, information systems on public transport, educational platforms in schools,
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etc. Implementation of the country’s largest innovative IT PPP project—introduction
of a national system for marking and tracing goods—has begun.

The use of various forms of PPP is becoming more and more variable. Along with
the “classic”—concessions and partnership agreements—alternative forms (life-
cycle contracts, lease agreements with investment obligations, institutional PPPs,
special investment contracts, etc.) are increasingly used. They allow flexible struc-
turing of projects, “fine-tuning” of the terms of agreements as well as of the criteria
for selecting a private partner, easier changes to the concluded agreements, more
rapid conclusion of agreements and launch of projects. These forms of PPP now
account for a one-third of all private investment in PPP projects in Russia and about
12% of their total number.

The approach of the state to PPP governance is distinctly becoming more and
more systematic in recent years. This is reflected in strategic goal setting, long-term
planning of infrastructure and PPP development, measures to further improve and
strengthen PPP legal framework, expansion of the tools of public support for PPP
projects, and adoption—and, if possible, improvement—of the best international
practices of PPP governance. In this context, at least two recent Russian innovations
deserve special mention.

The first one—so-called “project finance factory”—is a mechanism for financing
of investment projects in priority sectors of the Russian economy, including infras-
tructure, that provides for extending of syndicated loans to borrowers. Launched
under the auspices of Russia’s largest development institute, Vnesheconombank
(VEB.RF), this fundamentally-new-for-Russia mechanism is designed to promote
the development of syndicated lending in Russia, to increase availability of credit
resources for investors, to reduce the overall cost of project financing, to miti-
gate risks by attracting additional participants, and eventually to ensure economic
growth through the implementation of new projects. The “factory” has already
started its operation and has launched a number of mega-PPP projects, including
the abovementioned project of the national system for marking and tracking goods.

The second is the creation of the ROSINFRA infrastructure project support plat-
form. ROSINFRA is a unique digital platform designed to facilitate the launch
of infrastructure projects with state participation. A wide range of user tools and
services allows to simplify the process of preparing projects, to find partners, and
to increase the level of competence of specialists in attracting infrastructure invest-
ments. Thanks to the new platform, Russian regions have the opportunity to place
investment proposals for private partners, as well as to receive blitz expert assessment
of initiatives and assistance in forming a portfolio of projects. Investors and funding
institutions can find promising initiatives and get acquainted with the activities of
public partners. The expert community provides itself with up-to-date information
about themarket and participates in the evaluation of promising projects. The creation
of such a platform is in line with one of the main global trends—digitalization of
infrastructure development governance, and by its functionality the platform even
exceeds those that operate in many of the most "PPP-mature" countries.
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What will be the further development of PPP in Russia? What awaits him on
this path? Will PPP—from a new and promising area of state-business interaction in
Russia—develop into the mainstream of the government economic policies?

It is not easy to give an unambiguous answer to these questions because in the
equation about the prospects of PPP in Russia there are still many introductory
unknowns of both endogenous and exogenous nature.

A number of systemic problems in the PPP sector need to be addressed, such as
the further adjustment of the regulatory environment, including legal framework, the
streamlining of the institutional basis of the PPP sector, the creation of a comprehen-
sive infrastructure planning system, the expansion of the range of financial support
tools for PPP projects, etc.

Numerous existing external factors that can influence the prospects for PPP devel-
opment in Russia are added by the new ones, which appeared just during the prepa-
ration of this monograph—the pandemic, the collapse of world oil prices, the decline
in state budget revenues, and the weakening of the ruble. If we evaluate these only
factors through the prism of the direct current impact on the PPPmarket, the answer is
obvious: the projects that are being prepared and launched are hit hard. The National
PPP center estimates that more than 10% of all PPP projects at various levels are
“at risk” due to the pandemic, the fall of the ruble, and the slowdown in economic
growth. If there is no rebound in the oil price and the lifting of restrictions due to
the pandemic, the overall negative consequences for the PPP market (loss of revenue
and excess project cost) may amount to at least 25–30 billion rubles in the first 6
months. The National PPP center identifies several industries where PPP projects
under construction or operation will suffer the most. These are, first of all, social and
consumer services, health care and spa treatment, culture, leisure, sports, tourism
and other socio-cultural facilities, and urban transport and transport infrastructure in
cities.

If the epidemiological situation persists for a long time, general uncertainty of
the economic situation can lead to an investment pause in the infrastructure market.
Preparation for the conclusion of new agreements will be slower due to the desire
of investors and authorities to wait for a more stable state of the economy. Projects
whose financial closure has not yet occurred may have their deadlines pushed back.
The factor of falling oil prices and a radical reduction in budget revenues may force
the government to reconsidermany infrastructure investment plans for the near future
and even the “drawdown” of the PPP market can be foreseen.

However, “every cloud has its silver lining.” All these negative factors can also
work to ensure that the government will pay even more attention to PPP than before
and will look at it as a leverage that can be used to get out of the difficult situation the
country’s economy and its infrastructure find themselves in, as a driver of economic
development and recovery from the crisis.

It is important that all governmental long-term plans for infrastructure develop-
ment are based on the principal inevitability and expediency of combining its efforts
with the private sector and using PPP mechanisms. The authorities cannot ignore the
fact that there is a significant potential for PPP today. The PPP portfolio contains
more than 300 PPP projects, including major federal projects as well as projects at
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the regional and municipal level, that are being prepared for launch. In general, there
are more than a thousand potential projects at the initiation stage, where it is possible
and desirable to use PPP mechanisms, with a total cost of more than 3 trillion rubles,
which is comparable to the current size of the PPP market in Russia.

All this still gives reason even in these difficult times to look at the prospects for
PPP development in Russia with optimism.

Oleg V. Ivanov, Agnessa O. Inshakova



Index

C
Capital grant, 135
Commercial closure, 188–192
Comparative advantage, 141, 143, 149, 151,

156, 158, 161
Competition, 167–176, 178
Competition criteria, 170, 171, 174
Competitive procedures, 168–170, 181
Concession agreement, 22, 23, 28, 31, 32,

36, 60, 62, 63, 65, 79, 196, 198, 233,
234, 236, 237, 242–246

Concessions, 3–13, 206, 210–212, 215, 222–
224, 226

D
Digital economy, 250–252, 261, 262
Direct negotiations, 183

E
Efficiency assessment, 156

F
Feasibility analysis, 144
Feasibility study, 142, 149
Federal law “On concession agreements”

(115-FZ), 41, 42, 44, 45, 47, 48, 50,
51

Federal law “On public-private partnership,
municipal-private partnership” (224-
FZ), 41, 42, 44, 46, 48–51

Financial closure, 187, 188, 190, 192, 193,
199

Financial model of the project, 148, 149

G
Government guarantees, 125

H
Housing and communal utilities services,

232

I
Information and communication technolo-

gies, 249, 251, 261
Infrastructure, 15–20, 22, 26, 28, 30–34, 36,

123–131, 133–135, 249–254, 256,
258, 259, 261–266

Infrastructure development, 85–88, 92, 93
Infrastructure gap, 15, 16, 18, 279
Infrastructure plan, 87, 90, 92, 95
Infrastructure planning, 85–87, 92, 93
Institutional environment, 99, 107, 108, 111,

113, 116–118, 121
Introduction of foreign capital, 8, 9
Investment project, 28, 31

L
Legislative and regulatory framework, 42,

46, 50, 52
Life cycle, 142, 144, 163

N
New Economic Policy (NEP), 8, 10

© The Editor(s) (if applicable) and The Author(s), under exclusive license
to Springer Nature Switzerland AG 2020
O. V. Ivanov and A. O. Inshakova (eds.), Public-Private Partnerships in Russia,
Competitive Government: Public Private Partnerships,
https://doi.org/10.1007/978-3-030-56352-3

311

https://doi.org/10.1007/978-3-030-56352-3


312 Index

O
Organizational and legal forms, 59, 60, 79

P
Payoffs, 4
PPP agreements, 62, 64, 79, 224, 227
PPP bodies, 108, 113, 117, 118, 120, 121
PPP in education, 221, 223, 225, 227
PPP in health, 221, 223, 226
PPP in social sector, 223
PPP in social security system, 221
PPP in sports, 221, 228
PPP in tourism, 221, 223
PPP/MPP agreement, 21–23
PPP policy, 42, 205
PPP project structuring, 155
Private initiative, 167, 169, 170, 176, 178,

181–184
Private investment, 256, 263, 264
Private partner, 188–190, 192, 194, 196–199
Project implementation control, 188, 194
Project implementation monitoring, 188,

194, 197–199
Project management, 142–144, 155, 163,

164
Public administration, 8, 205
Public partner, 189, 190, 192–194, 196, 198
Public–private partnership, 3–5, 7, 11, 22,

33, 42, 44, 46, 48, 50, 59–62, 64,
65, 67, 74, 76–79, 99–111, 113, 114,
116–121, 123, 124, 128, 130, 132,
134, 167, 168, 178, 181, 221–229,
231, 237, 240, 242–244, 246, 249,
251–266, 273–288, 293–300, 302,
303

Public-private partnership agreement, 189,
190, 192, 194, 196, 198, 237, 244

Public-private partnership in Russia, 205,
209, 213–217

Q
Quasi-PPP, 60–62, 67–69, 74, 79

R
Rating of Russian regions, 105, 106
Regulatory framework, 100, 102, 107, 111,

113, 116, 117, 121
Risk matrix, 149, 153, 155
Russian Federation, The, 249–252, 254, 256,

257, 259, 261, 262, 265

S
Selection of a private partner, 167, 169, 170,

177, 181
Shared value, 298, 303
Smart cities, 249, 253, 261–264
Social infrastructure, 221–225, 228, 229
Social sphere, 221, 222, 228
Strategic planning, 85, 87–90, 92–95
Subsidies, 125, 126, 128
Support measures, 124, 125, 133
Support of PPP projects, 128, 129, 132
Sustainable development, 273, 278, 287,

288, 293, 294, 297, 300, 303
Sustainable Development Goals (SDGs),

293–301, 303

T
Transnational infrastructure projects, 273,

287
Transport infrastructure, 205–209, 216, 217
2030 Agenda, the, 293–297, 303


	Introduction
	Contents
	Contributors
	Part IHistory and the Current State of Public-Private Partnership in Russia
	1 Concession Agreements in the Russian Empire. History of Concessions in the USSR. Evolution of Approaches to PPP in the Modern History of the Russian Federation
	Introduction
	Methodology
	Results
	Concession Agreements in the Russian Empire

	History of Concessions in the USSR
	Concession Agreements in the Modern History of the Russian Federation
	Conclusion
	References

	2 Infrastructure Gaps and Investment Needs. Current State and Key Trends of PPP Development
	Introduction
	Results
	Infrastructure Investment in Russia: Level and Needs
	Use of PPPs to Attract Private Investment in Infrastructure in Russia: Current Status and Key Trends

	Conclusion
	References

	Part IIRegulatory and Legal Framework of PPP in Russia. Forms of PPP in Russian Practices
	3 Common and Special Legislation on PPP. Comparative Analysis of Federal Law on Concessions (Law-115) and Federal Law on Public-Private and Municipal-Private Partnerships (Law-224)
	Introduction
	Results
	PPP Legislative Framework in Russia

	PPP Special Legal Framework
	Federal Law No. 115-FZ “On Concession Agreements”. Basic Provisions and Key Features
	Federal Law No. 224-FZ “On Public-Private Partnership, Municipal-Private Partnership in the Russian Federation…”. Basic Provisions and Key Features
	Comparative Analysis of Laws 224-FZ and 115-FZ
	Conclusions/Recommendations
	References

	4 Organizational and Legal Forms of PPP. Concessions, PPP Agreements, Alternative or “Quasi”-PPPs
	Introduction
	Results
	Concession Agreement

	Public-Private Partnership Agreement
	Forms of Alternative, or Quasi-PPP
	Life Cycle Contract
	Lease Contract with Investment Obligations
	Contract Within the Corporate Procurement System
	Investment Agreement with Socially Significant Encumbrances
	Special Investment Contract
	Operator Agreement/Operation and Maintenance (O&M)
	Corporate (Institutional) PPP in Russia
	Conclusions
	References

	Part IIIPPP Governance in Russia
	5 Strategic Planning in Russia. Transition to Formation of Long-Term Infrastructure Plans
	Introduction
	Results
	What International Experience Says

	Strategic Planning in the Russian Federation
	Transition to Long-Term Infrastructure Plans
	Regional Aspect
	Current Issues and Recommendations
	References

	6 PPP Governance at the Federal and Regional Level
	Introduction
	Results
	PPP Governance. Types of PPP Units at the Federal Level, Its Main Functions

	Ranking of Regions by PPP Development Level. PPP Governance at the Regional Level
	Method of Calculating the PPP Rating of Regions
	Rating of Regions in Terms of PPP Development: 2018–2019
	PPP Governance at the Regional Level
	Conclusion
	References

	7 Instruments of Government Support for PPP Projects
	Introduction
	Results
	Direct Co-financing of PPP Projects

	Subsidization
	State Guarantee
	Government Benefits
	Administrative Support
	Methodological Support and Market Research
	Information and Educational Support
	Conclusions/Recommendations
	References

	Part IVProject Management. Life Cycle of a PPP Project. Key Stages and Tasks
	8 Preparation and Assessment of PPP Projects
	Introduction
	Results
	Conclusions
	References

	9 Selection of a Private Partner for PPP Project Implementation. Launch of PPP Projects Under “Unsolicited Proposal” (Private Initiative)
	Introduction
	Results
	General Typology of Competitive Procedures
	Preparation of Tender Documentation

	Tender Procedures
	Competitive Invitation
	Submission of Applications for Participation in the Competition
	Preliminary Selection
	Pre-selection Criteria
	Preferred Bidder
	Evaluation Criteria of Bids
	Specifics of PPP Projects’ Launch Under Private Initiative in Accordance with 224-FZ

	Conclusions
	References

	10 Commercial and Financial Closure. Monitoring and Control of PPP Projects Implementation
	Introduction
	Results
	Commercial and Financial Closure (Negotiations with the Winner, Signing of the Project Agreement and Loan Agreement)

	What Is Commercial Closure?
	Documents as Part of Commercial Closure
	Control and Monitoring of Project Implementation
	Conclusion
	References

	Part VPPP Projects in Specific Sectors
	11 PPP Mechanisms in the Transport Infrastructure of Russia
	Introduction
	Results
	Transport Infrastructure in Russia

	PPP in Transport Infrastructure
	Specifics of Concessions in the Road Sector
	Case. Construction of the Moscow—St. Petersburg Highway (M-11)
	Case. Modernization of Pulkovo Airport (St. Petersburg)
	Case. Construction of Western High-Speed Diameter (St. Petersburg)
	PPP in Other Transport Sectors
	Conclusion
	References

	12 PPPs in Social Infrastructure. Problems and Perspectives
	Introduction
	Results
	Main Factors that Influence the Development of PPP in Social Sector
	The Analysis of Specific Features of the Implementation of PPP Projects in Selected Industries
	Conclusions
	References

	13 PPP—A Key to Salvation of Russian Communal Utilities Sector?
	Introduction
	Results
	Measures to Attract Private Investment in Housing and Utilities
	PPP in Communal Utilities
	Specific Features of PPP Projects in Communal Services
	Standardization of PPP Projects Implementation Practices in Communal Services
	Cases of PPP Projects in Communal Utilities

	Conclusions
	References

	14 IT—New Horizons in Application of PPP Mechanisms in Russia
	PPP in IT: Regulation and New Prospects
	PPP Projects in the Field of Information Technologies in the Russian Federation
	Applying PPP Mechanisms to Create the IT Infrastructure of the Digital Economy and Smart Cities in the Russian Federation
	Conclusion
	References

	Part VIInternational Aspects of Public-Private Partnership in Russia
	15 Public–Private Partnership in the Post-soviet Space: Can It Play the Role of an Integrator?
	Introduction
	Results
	Specifics of Approaches of the Former USSR Countries to the Establishment and Development of Public–Private Partnership

	PPP Conceptual Design
	Long-Term Planning of Infrastructure Development
	Strengthening PPP Legal Framework
	PPP Institutional Framework
	Public Support for PPP Development
	Conclusions
	References

	16 Public–Private Partnership as an Instrument to Implement the Sustainable Development Goals in the Developing Countries
	Introduction
	Public–Private Partnerships (PPPs) as a Financing Instrument of the Sustainable Development Goals (SDGs) in the Developing World
	The Practice of Interaction Between Government Agencies and the Private Sector: A Contribution to the Sustainable Development of Developing Countries
	Conclusion
	References

	 Conclusion
	Index



