Using

Public-Private Partnerships
to Reduce Costs and Enhance Services

Copyright 2017. Association of Government Accountants. AGA ® and the Journal of Government Financial Management® are registered trademarks. Republished with permission.
All rights reserved. NDPPS 635048

By: William Lucyshyn, MS; Michael C. Vitale, VADM USN (Ret), MS, MA;
and Jeffrey C. Steinhoff, CGFM, CPA, CFE, CGMA

G

overnment at all levels faces a
dual-edge sword of long-term
fiscal sustainability challenges
that will not be easily remedied1
and unmet resource demands.
Included is replacing decaying
roads and bridges, tackling broader
infrastructure needs, and making
system and operational investments.2
The United States (U.S.) is not
alone. What can we learn from other
countries facing similar problems?
Globally, countries are using publicprivate partnerships (PPPs) to help
address infrastructure and operational needs. In the U.S., this concept
dates back to 1785, when President
George Washington established the
Potomac Company to provide better
transportation and link commerce
along the river. More recently, there
has been growing recognition within
the U.S. of the value of PPPs.
As government more often turns
to PPPs, what should financial
managers know about the concepts
and leading practices? This article,
based on research by the University
of Maryland’s Center for Public Policy
and Private Enterprise,3 addresses
these fundamental questions.

What Are PPPs?
PPPs are contractual arrangements
between government and privatesector entities in which skills and
assets of each are shared in delivering
services or facilities for the public
good. While by no means panaceas
to long-term fiscal sustainability and
short-term investment needs, PPPs
can help deliver large-scale projects
that might otherwise not be feasible
for government to fund and execute.
PPPs have enabled governments to
expedite project completion, reduce
costs and more rapidly introduce
innovation. But they must be properly conceptualized, structured and
implemented for the right reasons,
from both a short- and long-term lens.

PPPs share a common attribute:
provision by the private sector of
two or more functions related to an
asset, facility or service — typically,
financing, design, construction,
operations, maintenance, management, logistics and/or ownership.
Bundling these functions can derive
efficiencies across the entire scope
of work — from design to materials
to long-term maintenance strategies.
Efficiencies translate to cost savings,
higher quality and faster project
completion. Generally, as more functions are bundled, more project risk
and responsibility is transferred to
the private sector, and greater innovation is spawned. Given the magnitude
of some projects and domains of
expertise required, a PPP contract
may be awarded to a consortium of
companies with expertise in different
fields.

Are PPPs Limited
to Transportation
Infrastructure?
PPPs for roads and bridges are most
common, whereby investments are
paid for through user tolls. However,
PPPs can take many forms, including
those illustrated in Figure 1.
Let’s examine federal and state case
studies exemplifying PPPs meeting
other critical infrastructure needs.
Military Family Housing
Military family housing was in
disrepair after decades of insufficient
maintenance; and, in many locations,
there was inadequate affordable
private housing. This negatively
impacted soldier morale and
retention. The Military Housing
Privatization Initiative (MHPI) was
established to leverage privatesector financing, expertise, and
innovation to provide housing faster
and more efficiently than traditional
military construction processes.4 The

Department of Defense (DoD) could
guarantee steady occupancy and
payment through military housing
allowances.
The program has been universally
lauded as a critical quality-of-life
program for military families. By
leveraging private-market competition, the MHPI expedited renovation
and new construction of quality
housing for military families, at
affordable prices. DoD testified the
first 10 MHPI projects would have
cost $600 million more had it used
the traditional military construction
approach. 5 Government Accountability Office (GAO) life-cycle cost
estimates reveal privatization has led
to savings of at least 10.9 percent.6
Moreover, opening military housing
construction to private-sector development stimulated local economies,
provided investors long-term investment returns, and accelerated availability of adequate housing.7
Commonwealth of Virginia
Infrastructure
Virginia broadly uses PPPs for
infrastructure, such as toll roads,
bridges and tunnels; and for schools,
senior living facilities, geriatric treatment centers and correctional centers.
Virginia’s Public-Private Education
Facilities and Infrastructure Act of
2002 allows the state and localities
to contract with the private sector
to develop needed education and
infrastructure projects.8
A project made possible through
this legislation is the innovative
Stafford County Learning Village,
which resulted in construction of an
elementary school, a high school,
recreational facilities, a senior living
facility, and a YMCA facility, on
county-owned land. The county,
one of the fastest-growing in the
country, through a PPP, sold a small
parcel of the land to build a senior
living facility, recouping its initial
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Figure 1. PPPs Have Been Used in Many Sectors
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investment. Furthermore, the cost of
school construction through a PPP
saved between six and 10 percent
from traditional procurements.
Co-location of the facilities encouraged collaboration and provided for
multi-use, such as the high school
using the YMCA pool, senior living
facility volunteers working in the
elementary school, and high school
vocational students learning nursing
skills at the senior living facility.9

Are There Impediments
to PPPs?
There are inherent challenges to
new ways of doing business, thereby
risking the comfort of traditional
operational structures viewed as
providing control and predictability.
There are also legal and regulatory
limitations.
Whereas at least 33 states have
enacted laws enabling PPPs for
transportation infrastructure, the
remaining have not.10 Also, few

states extend PPP use beyond
transportation.
At the federal level, absent specific
legislation (such as MPHI), use of
PPPs is limited under the Budget
Enforcement Act of 1990,11 which
mandates upfront scoring of leases.
Office of Management and Budget
(OMB) Circular No. A-11, Preparation,
Submission, and Execution of the Budget,
requires agencies fully fund longterm (over 5 years) capital leases and
lease-purchases in the year of initiation, identical to outright purchases.12
The logic is that (1) financing through
third parties, which PPPs entail, is
always more expensive than direct
asset purchase, given the federal
government’s preferred borrowing
rates; and (2) capital leases, leasepurchases and infrastructure PPPs
obscure long-term commitment of
funds and lead to less robust decisionmaking and budget transparency.
However, unrelenting budget
pressure largely prevents government from funding major capital

purchases in a single year, even when
this leads to higher long-term costs
and lost opportunities to innovate
and modernize. As discussed in its
2015 High-Risk report,13 one of GAO’s
continuing concerns has been heavy
reliance on property leasing where
ownership, such as lease-purchases,
would be more cost efficient.

What Are Considerations
and Leading Practices in
Adopting PPPs?
Our research of PPPs in the U.S.
and globally (where PPPs are much
more prevalent) identified considerations in assessing the appropriate
use and structure of PPPs.14 The
following questions, anchored in
leading practices, help determine if
conditions may limit applicability of
PPPs as procurement solutions.
• Is the project conceived to provide a
direct benefit to the public? Fundamental is whether government
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has the capacity do it better,
faster and cheaper, which
drove DoD’s MHPI for which
the private sector provided the
best alternative.
• Can the public sector provide
necessary oversight? While the
private sector provides dayto-day project management,
government must have sufficient
technical expertise to provide
oversight to ensure the project
is effectively and efficiently
managed.

Using

Therefore, establish and monitor objective outcomes tied to
expected results, such as lower
costs and faster delivery times.

responses suggest consideration
of a PPP, with numerous affirmative responses suggesting greater
consideration.

• Will private-sector efficiencies in

• Does the project entail multiple
domains of expertise? The privatesector partner is often better
positioned to leverage expertise
from numerous sources. PPPs are
often a consortium of firms with
different expertise.

design, management, construction,
and other domains offset higher
costs associated with private-sector
financing and risk transfer? Trans-

ferring risk and financing burden
to the private sector comes at
a cost. Lower borrowing costs
by government are a primary
reason for requirements to fully
fund long-term leases upfront.
Government must be convinced
private-sector efficiencies in
project delivery sufficiently offset
these costs. Also, overestimating
the level of risk transferred may
result in overpaying for privatesector delivery. The quality of
the data underlying these considerations becomes paramount,
which clearly falls in the CFO’s
wheelhouse.

Public-Private Partnerships

• Are project requirements amenable
to a diverse array of solutions? To
maximize PPP benefits, provide
the private sector flexibility to
meet project requirements in
creative, innovative ways, avoiding detailed specifications. Be
adaptable and embrace innovative solutions when concrete
benefits can be demonstrated.

• Is the project subject to significant
design risk? Government
(especially local government)
may have difficulty absorbing
additional costs from unforeseen
circumstances. A private-sector
firm routinely managing higherrisk projects may be better able
to do so.

to Reduce Costs and Enhance Services

• Can outcome-based metrics be
used to measure performance?

With private-sector flexibility
can come more limited visibility.

The next series of questions
address project attributes. Affirmative

• Is government funding/financing
limited? If government cannot
afford to fund an essential project
given other priorities, it may
choose to turn to a PPP to reduce
upfront investment.
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Figure 2. PPP Structure Continuum

A

Delivery
Model

Design-BidBuild

Allocation
B Risk

C

Contractural
Structure

Design-Build

Consultancy
Contracts

Service
Contracts

Mileston Payment

E

Public Funds

Management
Contracts

Full
Concession/
Development
Rights

Private Responsibility

DBF
Contracts

Availability Payment

Private Activity
Bonds

Design-BuildFinanceOperateMaintain

Design-BuildFinance

Public Responsibility

D Payment
Mechanism
Financial
Structure

Design-BuildOperateMaintain

DBFO
Contracts

Lease

Shadow User Fees

TIFIA

Bank Debt

Full
Concession/
Development
Rights

User Fees (Tolls)

Private Equity

Source: University of Maryland, February 2016
(cpppe.umd.edu/publications/public-private-partnerships-leveraging-private-resources-public-good)

• Are asset usage requirements

unknown, sporadic or variable?

Government can rely on
lease-based PPPs to avoid
significant outlays for assets
of indeterminate use.

• Does the project need to be delivered
quickly? Given market forces, the
private sector is often better positioned to deliver projects quickly.
• Can a PPP facilitate other objectives?
Government may want to both
modernize and consolidate,
such as moving data centers into
a single or fewer locations in a
cloud-computing environment.

How Do You Structure PPPs?
PPPs range from traditional designbid-build agreements, where government retains risk and responsibility,
to full concession, where risk and
responsibility is transferred to the
private sector, as depicted in Figure 2.
Leading organizations adopt the
following framework in structuring
PPPs.

Build Business Cases
• Highlight both quantitative and
qualitative rationale. While on
paper, PPPs may cost more at
inception, initial cost estimates
for traditional projects often bear
little resemblance to final costs.
Under PPPs, the private sector
is impelled to better estimate
costs and completion time as
it is assuming risk. The United
Kingdom (UK) and Australia
provide valuable perspective.
UK’s National Audit Office
(NAO)15 reported 70 percent
of traditional design-bid-build
construction contracts were
delivered late and 73 percent
were over budget, compared
with 24 percent and 22 percent
respectively for PPPs. NAO
concluded PPPs were delivering
price certainty, with construction
cost increases borne mainly
by the private sector with
no increased government
spending.16 Another UK study
showed average delivery delays
were 17 percent, with 47 percent

cost escalation for traditional
construction contracts; whereas
PPPs on average were delivered
one percent ahead of scheduled
delivery, with one-percent cost
escalation.17 In benchmarking
PPPs against traditional
procurements, Australia reported
significant cost efficiency from
PPPs, ranging from 30.8 percent
when measured from project
inception to 11.4 percent when
measured from contractual
commitment to final outcome.18
• Define public benefits. PPPs should
represent a means of providing a
direct public benefit. For example,
long-term lease agreements should
not be used primarily to mask
chronic operating budget shortfalls. Concession agreements, in
particular, can encourage poor
planning and overspending by
government officials who might
look to PPPs to provide onetime cash infusions to address
short-term concerns, eliminating
long-term control of public assets
and future revenue streams.

Copyright 2017. Association of Government Accountants. AGA ® and the Journal of Government Financial Management® are registered trademarks. Republished with permission.
All rights reserved. NDPPS 635048
22 JOURNAL OF GOVERNMENT FINANCIAL MANAGEMENT
WINTER 2016–17
5 JOURNAL OF GOVERNMENT FINANCIAL MANAGEMENT
WINTER 2016–17

Select a Source
• Bundle functions. Bundling
finance, design, construction,
operations, maintenance,
management, logistics and/
or ownership can derive
efficiencies. Longer-term designbuild-finance-maintain PPPs,
such as toll roads, incentivize
contractors to make significant
investments in the asset at
multiple stages throughout
the project, which can result
in government savings. Such
contracts lead to forwardthinking designs that minimize
maintenance and operations
costs over the asset life.
• Rely on competition to determine
best value. Competition is not
limited to traditional contracting.
An example is construction
of the Indiana portion of the
Ohio River Bridges where a
consortium aggressively bid,
relying on its ability to reduce
costs over the 35-year PPP
duration.19
• Develop an education and communications strategy. Rationale and
expected outcomes should be
communicated to stakeholders,
including the public. It’s important
to set expectations and address
questions upfront, with continued
communications throughout the
initiative. For example, affected
residents were made aware of the
Ohio River Bridges PPP structure
at the outset. Annually, Indiana
publishes an update, including
changes in cost and schedule.
Structure the Agreement
• Hold contractors accountable

for outcomes, not detailed
specifications. To facilitate cost-

effective innovation, define asset
and service requirements in
terms of required performance
capability. By limiting detailed
specifications, government
affords contractors more
flexibility on design, materials
and sourcing, while incentivizing
creativity, innovation and
potential cost savings. Leading
organizations shift risk to
private-sector providers by

tying payment to completion of
project milestones, delivery of
specified outcomes, and/or asset
availability or “readiness” rates.

broader transformational change
and procurement oversight,
serving as a technical resource
and sounding board.

• Incentivize provider investment

by developing longer-term agreements. This provides greater

opportunity for the private sector
to invest and innovate to find
the best long-term value. Welldeveloped business cases and
understanding of private-sector
incentives come into play. PPPs
should be win-win. For a toll road
PPP that includes maintenance
over 30 years, contractors are
more apt to use longer-lasting
materials.
• Establish agency PPP units.
PPPs are not just financing
mechanisms, but tools to manage
risk and expand innovation,
with a goal of cost control and
enhanced mission achievement.
It’s imperative to fully protect the
public interest when using this
tool. PPPs can be complicated, as
their application varies widely.
Dedicated PPP units help ensure
a more transparent and outcomebased contract selection process,
results-oriented oversight, and

PPPs are not just financing
mechanisms, but tools to
manage risk and expand
innovation, with a goal of
cost control and enhanced
mission achievement.

How Can CFOs Help?
High-performing CFOs provide
input on investment decisions to
help ensure fact-based decisions,
supported by high-quality financial
data and analysis of options.20 They
fully understand:
• what drives investment
decisions;
• how to optimize results;
• how to influence sound, factbased decisions through financial information; and
• how to deliver information at the
right time, in relevant ways , with
the highest level of reliability.
Reliable, timely, and relevant
financial information is paramount
to decisions involving PPP feasibility
and structure. Do PPPs make good
business sense, consistent with
public policy? Are business cases
compelling? Are stakeholders, such
as Congress, confident that quality
information is available and being
used in assessing trade-offs? Is the
CFO overseeing investment execution
in terms of budget and performance
metrics?
High-per for ming CFOs are
business advisors. They have skills
to make difficult financial analyses
and a place in the “boardroom” to
make a difference in investment
decisions. They actively support top
management to:
• integrate organizational goals
into investment decisions;
• assess different options, including PPPs, through structured
investment approaches;
• balance budgetary control
and managerial flexibility;
• use project management
techniques that optimize
project success; and
• analyze results and incorporate lessons learned into
decision-making.
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Final Thoughts
PPPs are neither “silver bullets”
to solve long-term fiscal challenges
nor viable solutions for all investment
decisions. A concept with growing
acceptance in the U.S., but much
greater usage globally, expanded use
of PPPs requires:
• policy changes and different
budget scoring rules, with policy
makers coalescing around how to
remove impediments to smartly
moving forward;
• broad acceptance as a way of
doing business when justified
by solid business cases;
• appropriate application of investment partnership concepts not
yet fully understood to demonstrate public value; and
• willingness to challenge the
status quo in finding new ways
to meet public needs through
transformative change.
As Albert Einstein said, “We can’t
solve problems by using the same
kind of thinking we used when we
created them.”
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