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INTRODUCTION

Preparation of a pilot model for Public Private Partnership – “Construction of Swimming 
and Sports Complex “Slaveykov” and steps for its execution” is developed within the 
framework of the project “Elaboration and strengthening of a mechanism for successful 
Public Private Partnerships in Bourgas Municipality and the South Eastern planning re-
gion”, financed under Operational Programme “Administrative Capacity”, co-financed by 
the European Social Fund. The project is implemented by Bourgas Municipality in partner-
ship with the Ministry of Regional Development and Public Works.

The Investment intention of the Bourgas Municipality is connected with the construc-
tion of swimming and sports complex “Slaveykov” under the principle of Public Private 
Partnership.

The complex “Slaveykov” is the biggest swimming base on the territory of Bourgas. It was 
conceived and implemented as a complex that prepares Bulgarian Olympians and was one 
of the most popular swimming pools in the recent past. It is situated just next to District 
Park “Izgrev” on area of 23 279 m2 at an exceptionally attractive spot near city center. The 
complex has not been operational since 2003 due to obsolescence and continuous accu-
mulation of losses from the operation. At present, the existing buildings and facilities are 
heavily depreciated and are unable to perform their functions.

Analyses of the municipal administration of sport infrastructure in Bourgas show that it 
is highly inadequate and is unable to meet the needs of any professional athletes or the 
enthusiasts who want to maintain good physical health. Lack of sports infrastructure and 
particularly suitable base for swimming becomes a significant social problem. Particularly 
worrying is the status of sport for children, pupils and students for whom the opportuni-
ties to conduct extracurricular activities are unavailable.

In seeking a solution to effectively use the swimming facilities is the idea of the local ad-
ministration to create a modern, advanced and competitive area for leisure and sports in 
complex “Slaveykov”. Due to the insufficient financial resources of the Municipality and 
in order to protect the public interest, it intends to grant rights (for building, operating, 
services provision, etc.), to a private partner to carry on his behalf and at your own risk 
the design, construction and exploitation of the subject of PPP, with obligation to provide 
high quality sports and other services specified in the contract for the duration of the PPP.

Swimming and sports complex “Slaveykov” is public municipal property (Act 
№5225/12.09.2008, with No68, volume 43, inc. reg. №13609 / 24.09.2008 г. of Service 
Registry - Bourgas). The location - city of Bourgas, district 56, Zoned Property I in the 
complex “Slaveykov” plan – is favorable to its optimum use as a modern sports center for 
swimming sports. According to the approved indicators in DDP and of the area of 23 279 
m2 a total built area of about 20 000 m2 (without the swimming pools) is foreseen. Accord-
ing to the urban analysis, the terrain is provided for realisation of new construction. The 
complex territory has a large enough size and allows buildings and facilities to be resolved 
in a park, provided with places for recreation and outdoor sport.

The Bourgas Municipality requires that the project is to be developed on an updated 
cadastral basis with filmed existing tree and shrub vegetation at maximum compli-
ance with it.

The exact size and shape of individual buildings and facilities, location and manner of ser-
vice should be proved via a specific investment project, subject observation and respect 
to all the technical and sanitary standards and within the indicators approved for building 
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construction, which are the following: density - up to 45%, building coefficient - to 1,0, 
gardening - at least 30% and building height - up to 15.00 m.

The architectural-planning and facade decisions should provide an opportunity to build 
a modern and attractive swimming complex, meeting all standards for the design of this 
kind of facilities, utilities, listed in the adjacent landscaped environment. The complex 
should provide services to the population associated with swimming, sports, recreation, 
hospitality, commerce and culture.

It is envisaged for the construction: indoor Olympic-sized pool (with a modular solu-
tion for splitting into smaller pools), outdoor Olympic-sized pool, children’s pool and 
wellness SPA, fitness, training halls with their associated sections and service facilities 
incl. fitness; building of recreation spots in the open; administrative-“of life” part with 
an exhibition and conference halls, service area - restaurants, coffee shops, sports and 
other goods shops, bowling alley, hotel, ground and underground car parking and ap-
proaches to them (consistent with the primary function of the object and linked with 
the surrounding street network).
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LEGAL ANALYSIS

According to the developed European practices, practical Public Private Partnership (PPP) 
is implemented through agreements between the public sector (government, munici-
palities, etc.) and private sector companies to carry out activities related to public infra-
structure, public goods and related services. PPP is a long-term contractual relationship 
between persons of public and private sectors for financing, construction, reconstruc-
tion, maintenance or management of infrastructure aiming to achieve a better level of 
services where the private partner assumes the construction risk and at least one of the 
following two risks - availability of the provided service or its demand.

There are two main economic arguments that are most often used to support the creation 
of PPP - increasing economic efficiency through private sector involvement and reducing 
public spending by “unloading” of public sector activities.

The objective of PPP is not only to act as an alternative financing in the presence of bud-
get constraints, but also to combine the need of the public sector for infrastructure and 
experience of the private sector to implement innovations, business spirit and efficiency 
to ensure the respect of the “value for money” principle.

APPLICABLE BULGARIAN LEGISLATION

Bulgarian legislation does not regulate by law the PPP - relationships outside the tradition-
al forms, such as public procurement and concessions, which, however, are characterised 
by their specificity as legal institutions and cannot cover all possible forms of co-operation 
between public and legal sector.

The legal framework of PPP concept, as it exists in Bulgaria, is chaotic, restrictive, not har-
monised and creates, in terms of specific models of PPP, impossibility for implementation, 
and regarding other possible forms of realisation of the PPP – legal uncertainty. In this 
sense, the behavior of the public partner may be objectionable, assessed in the light of 
his responsibility for proper expenditure of public finances. Therefore, the public sector is 
justified to seek best possible procedures, specifically regulated by legal norms. The only 
forms of PPP, which are clearly regulated, are the public contracts, awarded through 
public procurement and concessions, but bearing in mind that they are not an integral 
PPP model in regard to its vast optional range.

PPP MODELS, REGARDING THE TYPE OF CONTRACTING

MANAGEMENT CONTRACT. The public sector provides infrastructure for management 
and exploitation when there is an available and in good condition infrastructure. The 
private party can realise cost - effective management. As a weak point in the applica-
tion of this model, an account should be taken of the scarcity of investment on behalf 
the private sector.

COT (Construction - Operation – Transfer)

CTO (Construction - Transfer – Operation)

COO (Construction - Ownership – Operation)

DCOT (Design – Construction – Operation - Transfer). The private party is responsible for 
the design, construction, financing and operation of the infrastructure. The ownership 
of assets is transferred to the public sector at the end of the contract. Long and complex 
tender procedure and careful allocation of risks are needed. Possible risk regarding the 
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way of infrastructure management regarding the user at a greater degree, since he, dur-
ing the whole time, is the owner of the infrastructure, poorer control options. Excessive 
risks, associated with the proper implementation, focused on the private partner, need of 
constant monitoring.

CONCESSION. According to the Bulgarian law, concessions are meant for construction, 
mining and services. In this case, the applicable ones are: the concession for construc-
tion, which is subject to partial or complete building of the concession object and its 
management and maintenance after its introduction into service at a concessionaire’s 
risk, while the fee is to the right of the concessionaire to operate the concession or right 
and compensation by the Grantor. Concession for a service which is intended to operate 
services of general interest to the risk of the concessionaire, while the remuneration is 
the right of the concessionaire to operate the concession object or this right and com-
pensation due by the Grantor.

CONDITIONALLY CALLED BY THE US “SIMPLIFIED” PPP MODELS - a form of cooperation 
between public and private partner through specific acquisition of property rights or for 
funding (hereto the Management contract can be referenced), but they also do not reveal 
the PPP model in its classic sense, but can be defined as contracts for “out-sourcing” of a 
particular service.

INSTITUTIONALISED PUBLIC PRIVATE PARTNERSHIP (IPPP)

The IPPP model is the basis of a partnership between public and private sectors, which im-
plies the creation of a company with mixed capital - part of which is provided by the public 
sector and the remaining shares from the private sector. In interpreting the applicable Bul-
garian legislation, this model can be extended by creating a special legislative regulated 
company, e.g. Joint Stock Company with Special Purpose (JSCSP). Thus, the applicable 
scenarios for the creation of such a form of IPPP are: establishing a joint stock company 
(or limited liability company) and association for carrying out socially useful activity.

BASIC REQUIREMENTS FOR SELECTION OF APPLICABLE PPP MODEL

In search of an approach to applicable PPP model, certain basic requirements should be 
met, except those in the traditional method of providing a service, aiming to obtain mean-
ingful results. Some of them are:

Legislative options - limitations and powers.

Option to differentiate and maintain the independence of basic public tasks and functions, 
which are exclusively in the hands of the public sector from additional ones, in the sense 
of providing public service that can be transferred to the private sector under a PPP.

Sufficiently large operational content of the project in the non-essential public part, which 
is to be of commercial interest to the private sector. This content will be determined on 
the basis of a precise description of the desired productivity, for which a contract could be 
signed afterwards.

Efficient and actual transfer of the project risks to the private partner, who may be better 
equipped and prepared than the public authorities to take a number (usually - not all) of 
the possible risks.
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PREPARATION OF PROCEDURE FOR THE SELECTION OF PRIVATE PARTNER

Before starting the procedure “Selection of a private partner” the following tasks should 
be achieved:

Clarification of the requirements for a conditionally defined here as “’Tender procedure” 
(legal, organisational, etc.). 

Defining the type of procedure and its regulation, the most appropriate or necessary for 
the relevant project. 

Allocation of resources needed for a successful conduct of the tender. 

Making the necessary marketing research, informing the market players about the oppor-
tunities of the project long before the launch of the tender. 

Ensuring the presence and management of the procedure for the approval of the project 
(which management decisions and approvals need to be performed).

 Here must be pointed out the interpretative decision of the European Commission from 
05.02.2008 C (2007) 6661 about the application of Community Law on public procure-
ment and concessions in IPPP. According to the interpretative decision quoted, although 
there are no specific rules on IPPP, ground principles should be derived from the area 
of public procurement, namely: equitable treatment of participants, non-discrimination, 
freedom of contracting and constitution, freedom to provide services; transparency, bilat-
eral recognition and observance of proportionality.

I. The opinion of the Bourgas Municipality is that a full funding from the private partner 
will be demanded in all phases of the project. Such approach makes the exclusion of the 
following procedures concerning the private partner: 

Public Procurement Act procedures, in so far as they are subject to payment of remunera-
tion by    the public sector; 

Applicability of a concession under which is determined payment of compensation by the 
Grantor (Municipality) within the meaning of Article 6 of the Concessions Act.

II. In view of the type of contracting, in consideration of the applicable model, the fol-
lowing should be considered:

At present, the Municipality is oriented towards contracting under the model of DCOT (De-
sign-Construction-Operation-Transfer). The necessity and adequacy of the proposed model 
is determined by the following fact: the available assets in the area do not require recon-
struction, but a whole new project design solution. 

The estimate is that the private partner who will prepare a project proposal to invest in 
construction following the so approved project, so as to the amount of the investments and 
the nature of payback of such a deal, he is given the rights management on the made invest-
ments in its full volume or respectively with respect to some of the facilities (the estimation 
for the partnership quota is a matter of an agreement between the intermediaries). Regard-
ing the transfer of ownership within the proposed model, two sub-options can be specified:

First sub-option: The ownership of the built property is to the Municipality during the 
entire duration of the project under the legal clause “The owner of the right for con-
struction acquires the ownership of the building” – i.e. there is no act / action regarding 
the transfer of ownership. The private partner is to manage the investment under a 
contractual arrangement. 
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Second sub-option: The private partner holds property rights in respect of the investment 
within the project implementation period, initially in the presence of a particular obliga-
tion to transfer the ownership after its expiry.

In connection with the defined activities which will be provided for implementation to 
the private partner, the applicable legal remedies are: 

Concession for Works. In view of the said legislative changes, the most suitable and desir-
able by the Municipality procedure “competitive dialogue” cannot be actually executed. 
Since the property, where the construction of public investment is foreseen, is a municipal 
one, falls precisely within the scope of the Concessions Act. 

Contract for granting the right to build, after a properly conducted tender procedure or 
possibly more appropriate procedure for competition. The right to build should be tempo-
rary to protect the interest of the Municipality from the transfer of property rights on the 
investment (built) after the expiry of the project (Article 37, paragraph 3 of the Municipal 
Property Act). This scenario, however, appears to be applicable only if the Municipality 
changed the status of the property under Article 6, paragraph 1 of the MPA.

Establishment of an institutionalised Public Private Partnership (IPPP). An appropriate 
form is a capital company (Joint Stock Company or LTD) in which the Municipality to con-
tribute its property. This company should be established in partnership with the private 
partner, the selection process for this should be based on the principles of racing start, 
publicity and transparency during its execution.

Crucial is the way of finalising the Charter of the Company, which is also the Partnership 
Agreement. It is important that in implementing this scenario, the company has owner-
ship on the land and the investment and to the regime of related to it or to the way of 
funding rights, the Commercial Law and general civil law are applied, because their sub-
ject is defined as private despite the fact that the public partner is a shareholder or any 
part thereof, subject to specific requirements, if such are set in the existing Ordinance in 
Article 51, paragraph 5 of the MPA. This option is not applicable in the event that there 
are no preconditions in the sense of Article 6 of the MPA for changing the status of the 
property as a public municipal property.

As a sub-option may be considered the option for Joint-Stock Company with Investment 
Trusts, which is strictly regulated by law in view of financial discipline, way of administra-
tion and the specific activities of a company, which in the particular case would protect 
entirely the public interest.

It is possible to seek separation of activities in respect of one or more of the ac-
tivities to be provided by a private sector partner, and other activities to be supplied 
by another person. Thus it is possible the Municipality to conduct a procedure un-
der PPA - competition for the design of equipment, of course in case if an adjustment 
in the pattern of funding is accepted, namely the Municipality to pay part of it relating 
to the activity “Design.” After this, a concession for construction to be granted, includ-
ing the activity for operation or to establish a right to build, again through a contest.  
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ECONOMIC ANALYSIS

The economic analysis is based on the following: 

The market price should be adjusted in a way that the resulting prices to reflect the real 
scarcity of raw materials and factors of production. These prices are determined as eco-
nomic or effective. For example, if labor is abundant, the market price of labor does not 
reflect the economic cost of labor, which in this case would be relatively low or zero.

Payments from transfers (e.g. taxes, subsidies, etc.) should not be taken into account. In 
the financial analysis, payments from one entity to another are relevant because they 
could represent a cost or benefit to an entity. In the economic analysis, however, pay-
ments do not matter, because the transfer payment is in favor of one economic factor in 
spite of another.

The external effects should be taken into account as far as they reflect as a whole (not 
completely) on the prevailing market prices. External effects can be costs (if negative) 
or benefits (if positive) to society. Pollution of surface and groundwater are costs for the 
population, but as a whole they do not affect the market prices of goods and services. For 
example, the effect on public health is not accounted in the financial analysis, but is crucial 
for the welfare of the society.

The economic cost of the project is estimated at 28.516 million leva, based on es-
timated factors for the transformation and breakdown of the costs to domestic and 
foreign components.

Financial and economic costs of the project

Components Financial Investment Costs Domestic and foreign components

of the project 2011 2012 2013 total domestic foreign domestic foreign

 mln. leva mln. leva mln. leva mln. leva   mln. leva mln. leva

Total 3.694 23.970 12.584 40,966 87% 13% 35.776 5.190

Economic Net Present Value of the project amounts to 0.537 million leva, which corre-
sponds to the set criteria in the financial model.

Economic Internal Rate of Return is 8.1% which is higher than the applied discount rate. 
So by this index the project meets the criteria, set in advance.
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FINANCIAL ANALYSIS

The financial analysis is made on the basis of a financial model, developed using the 
software product MS Office - Excel. Estimates are based on expenditure norms from year 
2010 and cover the period from 2011 to 2043 incl., which includes the implementation 
of Works (2011 - 2013 incl.) and lifetime from 2014 to 2043. It should be noted, that in its 
present form, the analysis and the outlined parameters are too contingent due to lack of 
diligence or preliminary design.

Approach and methodology of the analysis. The financial analysis is based on the basic 
assumption, which balance should be found between the interests of the Municipality 
and the potential private investor. It is necessary to note the willingness of the Munici-
pality to transfer all the risks to the partner and therefore as the basis of the analysis a 
straightforward relationship between risk and required return should be used. Of course, 
parallel to the consideration of the risks, social focus of the investment intention also 
should be emphasised, i.e. not to seek maximisation of the financial result, but rather to 
achieve the minimum criteria.

ALLOCATION OF COSTS TO THE PROJECT 

Investment costs. During the distribution of investment costs, the fact that the following 
figures are very provisional should be noted once again. However, they are crucial in the 
development of the Risk analysis and mostly in the part Sensitivity analysis and impact 
of the variance of investment costs over the period of redemption, the required Rate of 
Return, the social focus of the project etc. 

Investment and associated costs are as follows
(Price level in year 2010, million leva): 

Total project costs Total 2011 2012 2013
Total 40.966 3.758 24.440 12.768

Investment and associated costs are as follows
(with taking into account the inflation, million leva):

  Total project costs Total 2011 2012 2013
  Total 43.279 3.852 25.677 13.750

Costs for operation and maintenance should be evaluated in a manner to provide ad-
equate operation of the facilities, subject to this investment intent. They, and particularly 
the capital costs described above, should be in amount that takes into account primarily 
the social focus of intention.

Cost of operation and maintenance (price level 2010) are as follows:
  

Costs for operation and maintenance 2010 2014 2043

Personnel 0.470 0.534 1.120
External services 0.380 0.445 0.744
Materials and supplies 0.184 0.215 0.340
Total 1.034 1.194 2.203
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The estimate of the basic parameters of cash flows is performed for three scenarios:

• Realistic scenario (also called Chief) was prepared on the basis of three funding 
schemes, listed below and reflects most significantly the possible incoming and 
outgoing cash flows depending on the investment and operating costs on the one 
hand and the revenue from the activity on the other. 

• Optimistic scenario is being prepared based on the above assumptions, but found 
that real incomes increase by higher rates, namely 6% per year since the start of 
operation of the facilities by 2028 and by 4 percent real growth by the end of the 
operational lifetime. 

• Pessimistic scenario. Like the optimistic scenario, the pessimistic one is also de-
veloped based on assumptions worked out in considering the realistic scenario, 
but here it is assumed that the real income increases at a lower rate, namely 2% 
per year since the start of operation of the facilities until 2028 and remained un-
changed until the end of the operational lifetime. 

Analysis of social tolerance. The highest impact on social tolerance is mainly driven by 
tariffs (taxes or value) of services provided. They are directly related to the investment 
and operating costs (outgoing cash flows) and head allocation, which forms the incoming 
cash flows, respectively making attractive the investment initiative for potential private 
partners. In this respect the balance between the two significantly affects the successful 
Public Private Partnership.

Schemes for funding the investment intent. The schemes for funding the investment in-
tent outline some possible funding sources and their impact on tariffs for services ren-
dered. In particular, the results of key financial indicators derived from the financial model 
in the application of dynamic methods for assessing the financial efficiency of investment 
projects for investment in real assets should be compared, namely: 

• NPV; 
• internal rate of return;
• payback period of discounting. 

Scheme for funding A – funding by the Municipality. This funding scheme is a base for 
the development of any others and in its nature represents the project analysis of public 
expenditure, described in the Methodological Guidelines for implementing the PPP. As 
mentioned before, Bourgas Municipality is unable to finance from its own investment pro-
gram a project of such size and content. Therefore here is considered the option of fully 
funding with borrowed funds in the form of a loan. The results of this analysis should be 
used as a base for comparison in obtaining bids from potential private partners. It should 
be noted that the following results are based on the Realistic scenario.

Indicator Unit Value

Net Present Value mln.leva -9.579
Internal Rate of Return % negative
Discounted payback period years not applicable
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Scheme for funding B – funding by the private partner with own (50%) and borrowed 
funds (50%). This is a theoretical scheme, suggesting that the potential private partner 
has his own capital, but it is not sufficient to fully cover the outgoing cash flows (mainly 
investment costs). A variant is developed in which 50% of Investment costs are covered by 
own funds and the remainder is covered through borrowed capital (whose source may be 
a loan, capital from investment funds, other funding).

Indicator Unit Value

Net Present Value mln.leva 0.021
Internal Rate of Return % 8.07%
Discounted payback period years 14

Scheme for funding C – funding from the private partner entirely with borrowed 
funds. This is a theoretical scheme, suggesting that the potential private partner does 
not have own funds. A variant is developed where a 100% of the investment costs are 
covered by borrowed capital (whose source may be a loan, capital from investment 
funds, other funding).

Indicator Unit Value

Net Present Value mln.leva -15.138
Internal Rate of Return % -7.921
Discounted payback period years negative

 
CONCLUSIONS ON THE OF VARIOUS SCHEMES OF FINANCING AND THEIR CONNECTION 
WITH THE CASH FLOWS AND THE MAIN FINANCIAL INDICATORS

Methodological Guidelines for implementing the PPP project, issued by the Minis-
try of Finance should be implemented in full scope only at the stage of the actual 
choice of potential partner. This paper gives only a general idea of the ultimate goals 
and guidelines, which Bourgas Municipality should apply when choosing a partner.  
As stated in the Financial Model, in order one investment to be acceptable, it must meet 
two key financial indicators - its Net Present Value to be positive, and Internal Rate of Re-
turn should be more higher than the applied Discount Rate.

In general, all funding schemes, which provide negative Net Present Value or Internal Rate 
lower than the applied Discount Rate should be rejected. 

Bourgas Municipality should rely heavily on the experience, knowledge and skills of 
the potential partners in 1) the choice and options for funding, and 2) the structure and 
scope of activities to be carried out. In most cases, debt capital for the partner (the price 
associated with the risk) will have a lower value, which will affect the prices in proportion 
to the services and also will achieve profit maximisation. 

In this regard, in financial terms for Bourgas Municipality will be profitable a long-term 
exploitation by the partner of the built assets, whose value will rise several times and 
which at the end of that period will be higher than baseline indicators (after depreciation).  
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ANALYSIS OF THE STAKEHOLDERS` VIEWS FOR PPP

The option selected by the Contracting Authority is compliant to the Institutional Public 
Private Partnership IPPP model “Design – Construction – Operation - Transfer”. In the 
preparation of tender documentation for selection of a private partner / partners (in-
vestor) further freedom shall be granted to proposals and innovative ideas; restrictive 
conditions and high requirements shall be avoided, instead, the focus shall be on the 
most correct innovative partner in the light of experience, specific proposals and overall 
vision (supported by sound calculations, studies, analysis, evidence and guarantees). 
Regarding the future management, an option is proposed in protection of the public and 
social interest of the Municipality and which on the other hand is shaped and flexible 
enough, given the period of PPP and the variety of potential services which “Slaveykov” 
complex will offer.

The main objective of the stakeholders is to transform the non-functioning Swimming and 
sports complex “Slaveykov” into a place for sport, recreation and entertainment. Offered 
by the stakeholders but not limited to providing the following possible services: 

•	 swimming sports and conduct competitions (swimming, water polo, synchronised 
swimming, water jumping); 

•	 other sports and conduct competitions (basketball, volleyball, football, handball, 
badminton, tennis, table tennis, boxing, wrestling, weightlifting, martial arts, aero-
bics, gymnastics, 

•	 artistic gymnastics, callanetics, yoga, fencing and many other sports (sports 
indoor hall); 

•	 training (support) closed rooms; outdoor sports grounds; sports medicine, fitness, 
massage, sauna and spa treatments; 

•	 bowling; hotel with restaurants, conference (multipurpose) room; serving com-
mercial area; 

•	 indoor and outdoor children playground; mobile attractions site; show hall, per-
formance play hall; parking. 

The consultant considers that there is a certain degree of political and legal risk with re-
gard to the adequate implementation of the selected by the Municipality model of insti-
tutionalised PPP.
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PPP RELATED COST-BENEFIT ANALYSIS 

General conditions related to the cost-benefit analysis. The approach to evaluate the 
total benefits and costs of investment projects, particularly in projects through a Pub-
lic Private Partnership is broadly applicable and allows an accurate assessment of the 
comparative financial and economic perspective (including reflecting the social aspect 
of the project) method.

Nature of the model. As stated in the financial model report, the cost-benefit analysis by 
its nature aims to calculate the ratio between the sum of present values of all positive 
cash flow and sum of present values of all negative cash flows, including negative flows of 
investment costs. Practically, this coefficient reflects the results of financial and economic 
analysis and represents a kind of summary of their results.

Results of the analysis. Results related to the benefit of implementing Public Private Part-
nership in building the sports and swimming complex “Slaveykov “are outlined in details 
in the financial, economic analysis and social assessment. 

According to the economic theory, project evaluation is done by comparing the ratio with 
the unit. In the event that the value is higher than one, the project is considered finan-
cially viable. 

In that specific case (in developing realistic scenario with EU funding scheme) the ratio is 
1.99 with a value that makes the project financially, economically and socially justified.
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ECOLOGYCAL ANALYSIS 

The Investment plan of Bourgas Municipality for Construction of Swimming and Sports 
Complex “Slaveykov” is not a subject to mandatory evaluation of environmental impact 
under the Municipal Property Act (MPA). From the studies made in the ecological analysis 
for the environmental impact of activities covered by the PPP, the following conclusions 
are summarised:

•	 Swimming and sports complex “Slaveykov” is located in urban areas with an estab-
lished technical infrastructure; 

•	 Under the current Detailed Territorial Plan (DTP) – Regulation and Construction 
Plan (RCP) the use of property does not change; 

•	 Activities covered by the PPP do not contradict the existing legislation on environ-
mental protection and hygiene standards; 

•	 In realisation of the Municipality`s intention a significant impact on the compo-
nents of the environment or pollution of air, water, soil, topography, soils, wildlife 
and landscape is not expected; 

•	 Sites provided for the construction will not throw emissions from combustion pro-
cesses, ambient air pollutants; 

•	 There will be no emission of noise levels above the limit; 
•	 It will not affect the protected areas under the Territory Protection Act, pro-

tected areas under the Biodiversity Act, cultural, safety zones and areas with 
health status; 

•	 It will cause damage to the green system of Bourgas, including that a large number 
of ornamental trees will be cut. 

Implementation of the new construction, renovation activities and subsequent exploita-
tion of the Swimming and Sports Complex “Slaveykov” in Bourgas will have no harmful 
effects on human and environmental components. It will have a negative impact on town 
green system, but observance of a set of measures will prevent irreversible or cumulative 
effects and impact on human health.
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SOCIAL ASSESSMENT 

The construction of sports infrastructure is not the most important issue to be ad-
dressed, according to the citizens of Bourgas. Naturally, priority shall be given to: im-
proving infrastructure, health system, reduction of unemployment, etc. But the idea of 
realisation of investment in sports and swimming complex in “Slaveykov” living complex 
occupies a leading position as an appropriate field for realisation of public - private 
partnership in the Municipality of Bourgas. There is a general consensus on the imple-
mentation of such a PPP.

Social effects of investment: Reducing unemployment and emigration incentives. New op-
portunity for year-round employment. Creation of new jobs. Creation of better working 
conditions and safer jobs. Expanding access to services. High quality of services provided. 
Opportunity to overcome the social exclusion of disadvantaged people. Higher standard 
of living in the Municipality of Bourgas. Attracting business and NGO sector in providing 
social services. Elaboration of a system of preferential prices for using the complex by 
schools and youth sports clubs.

Economic benefits: Improved investment status of the business environment, contribut-
ing to the social - economic development. Economic growth and increased direct private 
investment in the provision of public services. Development of effective public infrastruc-
ture for rapidly building sports facilities and equipment for practicing sports. Providing 
quality public service with new incentives for private investment in public infrastructure 
and public services. Improved management of sports facilities through introduction of a 
new form of use and management. Forecast revenue to ensure sustainability. Investing in 
human capital - providing a variety of educational and training courses for staff. Generate 
fiscal revenues in the budget from taxes, fees, concession fees, company employees and 
local contractors and suppliers.

Benefits for health status: Improving conditions for disease prevention through active 
sports, mainly by swimming. Increasing the role of the swimming sport for healthy living. 
Treatment through swimming

Benefits for sports - educational status: Increasing the role and importance of sport in 
modern society as one of the most effective tools in combating drug addiction, alcoholism, 
prostitution and juvenile delinquency. The impact of sport on young people and strong 
educational effect on the formation and development of qualities such as discipline and 
self control, sense of responsibility, will to win and overcome difficulties, ability to work as 
a team. Improving physical abilities of children, diversification and rationalisation of their 
leisure time to counteract the negative phenomena in society. Swimming learning pro-
tects and allows providing adequate assistance in case of water incidents and reduction of 
child mortality due to drowning. Overcoming isolation and integration through sport for 
children of different social groups. Created facilities for organisation of sports events with 
high economic impact and image effect for the Municipality.

Potential beneficiaries – service users: citizens and guests of Bourgas (over 250 000), stu-
dents (over 50 000) elite athletes (over 20 in the Municipality and accommodation com-
plex – per 100 people for a certain period of time), students (over 10 000) sports clubs 
(over 1500 people) coaches, teachers, trainers and other professionals (over 100 people) 
veteran athletes (over 100); disadvantaged people (over 500).
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RISK ANALYSIS 

Risk Analysis: Building a sports and swimming complex is in its essence an investment 
project, therefore the present risk analysis is focused towards the investment risk. Fur-
thermore, as a consequence of the concept submitted by the contractor during the tender 
procedure and in order to identify the major risks related to future project implementa-
tion, the analysis briefly presents the components (sub-risks) - technological, sectoral, re-
gional, political, regulatory, inflationary, currency, financial, corporate, economic and so-
cial, which partners in Public Private Partnership should be aware of and monitor through-
out the implementation period.

It aims to present the essence of investment risk in real assets investment with methods 
determining the major risk factors and their impact on expected results; techniques for 
risk assessment of projects and approaches to evaluate the effectiveness of investment 
taking into account the risk. Emphasis is placed on research and risk assessment for the 
optimisation of investment decisions of investors and the Municipality.

It explores consequently the nature of investment risk in real assets investment, its com-
ponents and stages. The selected method of analysis by the contractor’s consultants, con-
sidered as more acceptable and consistent with the object of the investment project, is 
the method of sensitivity analysis, which includes the following successive procedures: a) 
Choice of indicators which will be subject to sensitivity analysis; b) Variables c) Possible 
deviations in the values d) Values of the selected indicator and e) Analysis of deviations.

Four options of implementing the method of sensitivity analysis are scrutinised. The 
determination of variables which mostly contribute to the formation of investment risk 
allows the investor to focus on them in order to reduce or transfer that risk. Reducing 
investment risk posed by a particular variable can be achieved by carrying out additional 
studies on flow forecast. In each case the amount of additional costs necessary for ac-
curate forecast is compared to the potential loss from adverse change in the value of 
the variable. This determines the appropriateness of taking additional costs to reduce 
the investment risk. It is also possible to apply specific techniques for transferring a defi-
nite risk component. For example, it is possible to hedge the currency risk, to reduce or 
transfer the risk of inflation, etc. 

Enclosed to the risk analysis are the basic data, formulas and calculations where arbitrary 
values of variables and their nominal or percentage increase or decrease may be inserted 
for the calculation of net cash flow and net present value.

The possibilities for using the sensitivity analysis in investment choice are overviewed. A 
sensitivity analysis is applied in a modified manner choosing between different alternative 
investment solutions. In this case, the sensitivity of an investment decision is examined in 
respect of the analysed factors. The aim is to determine which variables are key decisive 
for a selection and what is the range of variable values which may amend an investment 
decision. The decision is considered to be sensitive to a variable; if possible value changes 
raise a necessity to choose another alternative. Examination of the sensitivity of invest-
ment decision requires a calculation what deviation of variable values compared to those 
set in the project raises a necessity to change a decision, i.e. what is the cross point of 
amendment of variable values which keeps the choice right.
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Disadvantages of the method of sensitivity analysis are also indicated, namely: 

•	 Variable values are based on information from past period and cannot always be 
accepted as reliable in the sensitivity analysis - there is subjectivity in determina-
tion of values. 

•	 The impact of each variable is analysed separately without taking into account the 
possibility of objectively existing relations between them. 

•	 When analysing sensitivity of the financial impact of investment in respect of the 
variables, the aim is only to rank various risk factors by their importance. 

In addition, the risk analysis is reviewed according to the methodological guidelines for 
implementing the PPP project, prepared by the Bulgarian Ministry of Finance. A risk ma-
trix used in the UK is presented with four main risks - Constructional, Operational, Market 
and Maintenance risk. This matrix is accompanied by a worksheet in a separate file, in 
which arbitrary variable values can be set. 

In conclusion, a reference to the financial analysis is also indicated together with enclosed 
tables and charts which result from the financial analysis prepared by the contractor. 
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PPP PILOT MODEL 

The elaborated thesis includes two pilot models for implementation of the PPP, due to the 
following reasons: 

• After meetings held with stakeholders and based on the findings of the Munici-
pality and the desire to develop an institutionalized form of PPP, the first model 
is developed, namely institutionalized PPP, through the creation of a joint stock 
company, including as an option a joint stock company with a special investment 
purpose (terms defined here as First Pilot version of the PPP model). 

• Due to the variety of risks that could affect the successful implementation of this 
option, the PPP is further developed as a pilot model for concession (terms de-
fined here as Second Pilot version of the PPP model). 

FIRST PILOT MODEL: INSTITUTIONALIZED PPP 

The proposed form of institutionalization is the creation of a joint stock company as a 
legal form. The whole concept is built only in case that the investment will be realized on 
private-municipal property of the terrain. 
The Model which we suggest to implement the institutionalized PPP includes consequent 
execution of the following obligatory actions: 
Creation of a single-stock company where the municipality is a sole owner. 
Regarding the mode of its formation, two scenarios have been developed: 
a. a kind contribution of the right of construction; 
b. cash contribution of minimum capital, as this scenario is adopted as recommendable. 
The institutionalized model is specified with the establishment of special protection of the 
public interest by protecting the rights of the municipality, regardless of the capital struc-
ture of the company created within the overall project implementation. 

The Protection mechanisms used and governed by the Statute of the company are 
as follows: 

<Their compulsory adoption, as a form of maintaining public interest, is among the rea-
sons it is recommended to initially establish a single JSC > 

• “Golden share” or preferred shares, according to the legal terminology used in 
the Bulgarian Commercial Act (art.182 and seq.). This action should enable the 
municipality to take certain decisions only with consent (regardless the number 
held its ordinary shares and the distribution of shareholding). We suggest that this 
right as a privilege for imposing veto shall be referred to specific decisions of the 
General assembly of shareholders. 

• Additional rights under the competence of the General Assembly. Apart from the 
designated mandatory jurisdiction of the General assembly of shareholders under 
the Commercial Act, as far as the statutes may introduce additional rights in the 
management bodies (art.221, p.11 of the CA), we suggest providing additional 
rights taking into consideration the privileged rights of the municipality.

Establishment of additional specific protections in the Statute:

•	 Specific scope of activities, whose change would require agreement from the mu-
nicipality; 

•	 Lack of opportunity to issue bearer`s shares, i.e. shares are namely registered and 
their holder, respectively, the rights which they incorporate are known. 
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•	 Two-tier system of management, as the Management Council - i.e. the body which 
exercises operational control of the activity consists of three members, two of 
which are elected by municipal, and such regulations are subject to veto at even-
tual change on behalf of the municipality. 

•	 Information reporting line and constant supervision of the company. 
•	 Creating a system of contracts with the Management Board and the Supervisory 

Board members to bind them in compliance with their work. 

Specifics related to the capital increase associated with specific rules for choosing a private 
investor. The creation of such rules, crucial for the overall implementation of the model, 
is analytically developed. As legal mechanisms, the following tools are used: increase of 
capital and the possibility to make it in favor of certain persons under certain conditions. 
Regarding the choice of a private investor, it is recommended that a competitive tender 
procedure is conducted, as the person to acquire shares shall be selected, thus bound by 
the terms of the bid.

The procedure for selecting a private partner must be competitive, equitable and trans-
parent and shall include: 

•	 The consent of the private partner to operate within the Statute of the company, 
as adopted; 

•	 Its financial participation in the preliminary clarification of the size of investment. 
This creates inconvenience that the adequate legal mechanism is full increase of 
the amount to the level of capital investment. Of course this may be administered 
as tranches, i.e. successive capital increases under the following condition - no real 
guarantees that the next increase will be affected. Opportunity means that the 
company can be used to increase capital; 

•	 Personal situation of the applicant, proof of its legal, administrative, economic and 
financial status, experience and capacity to perform the assigned tasks; 

•	 Determining the business objectives of the company and the requirements to de-
velop a business plan and business strategy to achieve the planned indicators of 
outcome; 

•	 A method of evaluating candidates; 
•	 Additional requirements - in case of assessment by the municipality, for example, 

obligations to provide social services at affordable price. It should be noted that 
there is a lack of legal mechanism to require the applicant having acquired share-
holding of the capital to comply with prior commitments. The only guarantee, and 
yet not enough, is the presence of management rights in the municipality, through 
its representatives in governing bodies; 

•	 Time parameters for the procedure. 

So scheduling rules should be consistent with adequate sanctions in respect of the activi-
ties of the company`s management body in the option of a private investor, if it finds a 
violation of procedures, a conflict of interest, etc. situations not covered by the concept 
of ethics and expediency. 

Two successive stages of the project are reviewed: building investment and subsequent 
service delivery, after identification of all specifics at these stages, respectively, risks 
that should be considered and the possible unfavorable hypotheses that could be con-
ditioned by the reviewed PPP model. As a second option of institutionalization the hy-
pothesis of REITs creation and the specifics determined by the existing special law are 
discussed. It is stated that the company’s special purpose cannot carry out direct service 
activities and maintenance of acquired property. The Company with Special Investment 
Purpose assigns to one or more companies, having the necessary organization and re-
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sources (property manager) the servicing and maintenance of acquired property, car-
rying out construction and improvements, respectively acquired receivables servicing, 
book-keeping and archiving of accounting and other records and correspondence, as 
well as performance of other necessary activities. It is the function of awarding the 
property manager with exploitation and maintenance which reveals additional PPP 
model -  not in its classic form, but mediated by the established REIT. Thus, the functions 
of the private partner are distinguished by definition - one will fund an investment and 
another will carry out the direct management. 

Specific rules on liquidation – a possibility that the municipality should consider whether 
to use, as we recommend, to search an option on the use of this privilege through pref-
erential shares, if the company is set up with the kind contribution by the municipality. 
Establishment of specific rules is indicated regarding the management approach, the cre-
ation of specific regulations concerning contracts management.

SECOND PILOT MODEL - CONCESSION 

In addition to the explicit requirements of the Contracting Authority – Municipality of 
Bourgas, the Consultant to develop an institutionalized public-private partnership model, 
Consortium “D&D – BIM” provides a concession model related to project - Construction 
of swimming and sports complex “Slaveykov” and steps for its implementation. According 
to the Consultant, in our case, given the applicable legislation, this is the most appropriate 
model for a PPP.

The proposal is justified on the basis of Art. 3, par. 1 of the Concessions Act (CA), in this 
case the works concession is intended to complete the construction of Swimming and 
sports complex “Slaveykov”, its management and maintenance after introduction into use  
at a risk to the concessionaire, as the remuneration should consist in the right of the con-
cessionaire to operate the object of concession. This right should include (according to the 
provisions of Art. 3, par.2 of the CA) providing services of public interest and carrying out 
other economic activities against revenue. On the basis of the subsequent paragraph of 
Art. 3 of the CA, the construction of the object of concession should include activities of 
design and works for the duration of the concession, as well as its restoration in the event 
of force majeure. Management and maintenance of the concession should include main-
tenance of the availability of site and services and economic activities which take place 
through it, ensuring continuity and quality level of services provided in accordance with 
the terms of the concession contract (Article . 3, par. 4 of the CA). For the granted right of 
exploitation of the concession, we suggest to consider the concessionaire`s obligation to 
disburse concession payment to the Grantor under the terms and conditions of the con-
cession contract (art. 7, par. 1 and par. 3 of the CA).
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ALGORITHM FOR IMPLEMENTATION OF THE PILOT MODEL

The Algorithm is developed based on the developed pilot model and includes concrete 
steps for implementation of the two described scenarios. 

ALGORITHM FOR FIRST PILOT MODEL: INSTITUTIONALISED PUBLIC - PRIVATE PARTNERSHIPS  
The sequence of actions that should be followed is as follows: 

1. Change in status of title to the property on which the investment is to be built Zoned 
Property I in district 56 according to the complex “Slaveykov” plan.

This stage is governed by legislative Municipal Property Act and the Ordinance on proce-
dures for the acquisition, management and disposal of municipal property and belong-
ings of the Bourgas Municipality. In the particular case, ZP - I in district 56, where the 
construction of investment has been foreseen was declared a public municipal property. 
As mentioned in the analysis of the pilot model for the implementation of the desired 
by the Municipality general pattern of institutionalised PPP, it is needed the property to 
declared as a private municipal property. This could happen only under two conditions:  
a/ the property has ceased to have the purpose in the sense of Article 3, paragraph 2 of the MPA;  
b/ decision by the Municipal Council for the change in its purpose and thus acquiring the 
status of private municipal property, taken by qualified majority of two thirds of the total 
number of councilors. 
The proposal for change in the status of the property should be made by the Mayor with 
the respective reasons regarding the facts related to the change in its designation. In the 
event that the Municipality has no reason to declare the property as private municipal 
property, as a publicly owned, the Municipality may only enter single concession deals 
for it. Thus, taking into account the actual facts, to establish a second pilot PPP model, 
namely Concession.

2. Establishment of single-stock company.

 As a next step for the developed model for creating IPPP should be set up a single-stock com-
pany. We note that in constructing the algorithm for this step we are entirely lead and only 
consider the situations described by us and recommended in the pilot model. Under Article 
51 of the MPA, the Municipality may set up companies, but its partnership cannot be as an 
unlimited liability, i.e. in a general partnership, limited partnership and limited partnership 
with shares. The establishment is subject to the provisions of the Commercial Law and in 
accordance with the provisions of the Ordinance for the order in which Bourgas Munici-
pality participates in the formation and exercises its right of ownership in the companies.  
The decision of the Municipal council for the establishment of the company shall be ac-
companied by:

• Statement (report) by the importer of the project, which should contain reasons 
for the decision;

• draft statute (memorandum) of the company;
• Project for the amount of municipal participation and its type - monetary or non-

cash installment;
• Draft management contract with the sole shareholder. 
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The Municipal Council exercises the rights of the sole shareholder in the sole municipal 
companies. 
The established stock company must be officially registered in the Bourgas Municipality. 
Management of the single-trading companies is provided through management contract, 
according to Decision of the Municipal Council.
 The Municipal Council decides to declare a contest to select the Board members and 
nominates an Evaluation Committee for the contest. The Committee consists of seven 
members - five of which city councilors and two representatives of Municipal administra-
tion. The Committee shall decide on the specific parameters of the competition and assign 
the preparation of documentation to the line administration. 

3. Signing of contract for granting the right to build. 

Right to build on the property - private municipal property is established upon a deci-
sion of the municipal council by the Mayor under the provisions of enacted detailed 
zoning plan. 
We suggest the building right to be constituted for specified period and after the its ex-
piry, the Municipality to acquire free of charge the ownership of the built object. We also 
suggest the contract for constituting the right to build to include specific requirements re-
garding the way of building the investment, as well as protective and penalty mechanisms 
in connection with any failure, respectively inaccurate performances. 

4. Rules for selection of private investor 

The problem in question of the so far developed hypothesis is that at present there are 
no rules and regulations for conducting such a procedure. There is however also a lack 
of legal prohibition, i.e. there is a legislative gap, which is one of the principal risks of the 
scenario and model. 
Therefore, by analogy, we suggest using the principal rules of competitive procedures and 
rules related to the contest to be approved in advance by the City Council, who has also to 
take a decision for competition to select a private investor. 
Based on the made evaluations and ranking of candidates, the decision of the sole 
shareholder is prepared, respectively the Board, on the basis of which the capital is 
increased by allowing shares to be saved only by the person ranked first, and in case if 
it does not record the shares, by the person ranked second. If the shares are not regis-
tered and their nominal value is not deposited, the capital of the company is not being 
increased and a new procedure can be set or the contract establishing the right to build 
to be terminated. The legal regulation which can be used in this case is the clause of 
Article 195 of the Commerce Act.
Another option that can be looked and applied is an entity, as a public body under the PPA, 
to seek the implementation of specific activities, associated with designing and building 
the investment. This option is only feasible if a way to finance the investment is found, i.e. 
through bond issue of JSC.

5. Decision to increase the capital and its legal effect 

After entry of the decision to raise the capital, the capital structure of the company will 
change, as a private investor will most likely acquire the majority share package. In consid-
eration of the rule that each share entitles to 1 vote at general Assembly, this means, that 
in general, the majority shareholder will be able to take decisions independently within 
the General Assembly of the company, regardless of the position and the vote of minor-
ity shareholders. Namely, to protect the interest of the Municipality, despite the antici-
pated reduction of shareholder’s participation, it to have real and practically arguable 
rights to manage the company, usage of the Institute of preference shares is offered, as 
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developed in the analysis of the proposed model. In this regard, we have foreseen the 
Statute that this preferred share provides its the holder with the following rights: 

A / right to one vote in the General Assembly of the company;
B / right to a veto, exercised by approving the following resolutions of the General Assem-
bly of the company / by providing additional jurisdiction to the GA, and introduced that 
some solutions that are generally adopted by the Managing Board of directors and the 
Supervisory Board, placed the responsibility of the GA/: amends and complements the 
company’s Statute; increases and decreases the capital; transforms and terminates the 
company; elects and dismisses members of SB and defines their remuneration; approves 
the annual financial report after endorsement by the appointed auditors; defines the liqui-
dators upon termination of the company; discharges the obligations off Supervisory Board 
and Managing Board; decides the issue of bonds; carries out transactions to manage the 
Real Estate or transactions for management for a period over 5 years /non-imperatively 
defined specific competence to the GA/; coordinates the pricing policy regarding services 
offered by the company /non-imperatively defined competence to the GA /; adopts Rules 
of Procedure of the company /non-imperatively defined competence to the GA/;

6. Rules of Procedure 

Chronologically the creation of such a document is well to be realised at the moment if 
the establishment of a company, as its amendment is put in the responsibility and com-
petence of General Assembly of shareholders while keeping the veto right of the Munici-
pality with regard to the preferential share. The idea is to bind the private investor with 
a commitment to comply with rules regarding the activities implemented by the Munici-
pality, and any amendments to those rules to be carried out only with the consent of the 
Municipality, regardless of the size of its capital contribution. 

7. Limited company with investment trusts (REIT) 

The creation of a REIT is rather a financial instrument that reveals characteristics of a PPP 
model with regard to financing, but not in terms of direct investment operation. The reali-
sation of such a model always presupposes the existence of at least two private partners 
- the first investor in the capital of the REIT, which supports the business and the second is 
the servicing company/ies, which accomplish the direct operation. Thus the model cannot 
be described as a classic model of PPP. 

ALGORITHM FOR SECOND PILOT MODEL - CONCESSION

1. Preparatory actions 

Preparatory actions and submitting a proposal for granting concession for the site - mu-
nicipal property, hereinafter referred to as “municipal concessions” are carried out by 
the Mayor of the Municipality (Article 19, paragraph 2 of the CA). Preparatory actions are 
opened through an order by the Mayor of Bourgas Municipality that includes drafting of 
the concession statement. Based on the rationale, the Mayor prepares drafts for: 

• decision for opening of a procedure for granting of concession;
• notice for the procedure;
• concession contract;
• documentation for participation. 
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2. Procedure for granting concession

Concessionaire shall be determined after an open procedure. The Evaluation Committee 
makes the selection of participants, admitted to participation in the concession, at the 
following criteria: 
1. Suitability for the performance of professional activity; 
2. Economic and financial situation and 
3. Technical capacity and / or professional qualifications. In carrying out the procedure for 
granting concession, the criterion for evaluating tenders is the most economically advan-
tageous tender. 

3. Decision for opening the procedure for granting concession 

Following a preparatory actions, the Mayor of Bourgas Municipality gives a reasoned 
proposal to the Grantor: City Council - Bourgas, for opening a procedure for grant-
ing a concession for the construction of swimming and sports complex “Slaveykov”.  
City Council - Bourgas adopts a decision to initiate the procedure for granting concession.
Within 7 days of the decision to initiate the procedure for granting concession, the Mayor 
by order approves the notice for the procedure, documentation for tenders and draft con-
cession agreement and sends a notice for publication to the website of the “State Journal” 
for inclusion in the National Concession Register. In issuing the order, the Mayor of Bour-
gas is bound by the decision to initiate the procedure for granting concession. 

4. Carrying out the procedure for granting concession 

A. Notice for tender procedure for granting concession 
B. Documentation for participation in the concession 
C. Evaluation Committee for the procedure for granting concession 
D. Offers (tenders)
E. Guarantees 

5. Election of the concessionaire and the termination of the procedure for granting concession 

6. Concession contract 

A. Signing of concession agreement 
B. Contents of the concession contract 
C. Execution of the concession contract 
D. Amendment of the concession contract 
D. Termination of the concession contract and the consequences from such termination

7. Appeal 

Governed in details by Art. 83 - Art. 95 of the Concessions Act. 

IN CONCLUSION, the consultant recommends a concession as the PPP model, taking into 
account its clear legislative regulation. In this case, there are legal regulations in respect of 
each proposed specific steps for implementation of IPPP, but the same is not systematically 
regulated as a level of public relations, belonging to a particular law institute. The presence 
of the Concessions Act is an advantage because it is a legal framework and procedures are 
spelled out, whose following which is arguable social behavior and ensures equality and 
protection of competition. On the other hand, in the development of a pilot institutionalised 
PPP model, beyond the lack of clear legal regulations particularly in the part selection of a 
private partner, additional risks have been identified, that should be carefully considered 
while assessing the selection of the most appropriate model by the Bourgas Municipality. 
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FINANCIAL MODEL FOR VALUATION OF PPP PROJECTS

In preparing the model, the options for valuation of the investment intent should be taken 
at this stage (in the absence of due diligence and/or conceptual design), and other poten-
tial sources of funding to be examined. 

Basic parameters of the model. The main parameters of the financial model for the valua-
tion of PPP projects and comparative analysis with other alternatives should be developed 
in two directions: 

1. Valuation of cash flows following implementation of PPP 

Aiming an effective, efficient and economical use of available public goods, it is necessary 
to bring out all project costs (cash outflows) and revenues of the future planned activities 
(cash inflows). Eventually, the final goal may be the research and the relationship between 
the project and achievement of better value of the input amounts, which in other words 
practically means, that a given  public service must be provided at a lower price for the 
infrastructure’s full project life . 

Before outlining the cash flows, the value of the asset in the initial period (before the part-
nership) should be taken into account aiming to be compared to the same indicator at the 
end of the period of the public - private partnership. 

The main cash outflows in this case are as follows: 

• Investment costs (also called capital costs); 
• Costs of operation and maintenance (also called operating costs; 
• Financing costs; 
• Other expenses. 

The main cash inflows are as follows: 

• Revenue from operating activities - here the sources of revenue from the project 
are actually quite diverse and depend on the nature of the activities, envisaged 
to be implemented after completion of the construction phase. Therefore, at 
this stage (especially considering that this paper covers the principles and public 
- private partnerships in general) it is not possible to designate specific sources 
of revenue; 

• Additional income from other activities, not included in the category “main 
activities”. 

2. Comparative analysis to other alternatives 

In carrying out public - private partnership, the consideration of alternative solutions is 
useful and necessary in so far as alternative approaches enable a basis for comparison 
with the results of this partnership. Several alternatives should be considered: 

• Base; 
• Improvement of infrastructure through own funds of public bodies; 
• Improvement of infrastructure through borrowings. 
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ASSUMPTIONS OF THE FINANCIAL MODEL 

The assumptions, that should be developed in the financial model, depending on their 
nature and essence, can be the following: 

1. Technical and operational, according to: 

• analysis of the situation in the territory/physical situation (e.g. logistics, 
availability); 

• design solution (e.g. maximum capacity for the provision of services); 
• Urban analysis (e.g. with regard to the viability of certain seasonal activities); 

2. Macroeconomic, consisting of: 

• indicators to forecast inflation during the period of Public - Private Partnership 
(construction and operation), GDP and other indicators relevant to the prepara-
tion of financial and economic analysis.

3. Financial, according to: 

• available financial resources for covering the needs for investment and financial 
structuring of the project, indicating the possible percentage weight of each fund-
ing source (e.g. Structural and Cohesion Funds, national and regional funds Insti-
tutional creditors and private investors); 

• the financial structure of the project and others.

4. Taxes (direct and indirect): Corporate tax, local taxes and fees.

NATURE OF THE FINANCIAL MODEL AND THE OPPORTUNITIES THAT IT SHOULD PRO-
VIDE FOR COMPARISON WITH POTENTIAL ALTERNATIVES 

In its essence, the financial model should have been developed using the software prod-
uct MS Office - Excel. It must reflect the financial and economic efficiency of the invest-
ment project for investment in real assets. 
The model is presented to the practice in the financial and economic analysis and cost-
benefits, according to the contract terms. 
Definition of methods (models) for valuation of project: According to economic theory 
there are two main groups of methods (models) to evaluate the effectiveness of investing 
in real assets, namely static and dynamic methods. In other words, the optimisation of in-
vestment choice and its impact on the decision on the choice of form and selection crite-
ria for the kind of partnership should be considered in terms of its efficiency and efficacy.  
Optimisation of investment choices is based on sound knowledge and correct ap-
plication of different methods for assessing the financial efficiency of investment 
projects. The methods for assessing the financial efficiency of investments (as men-
tioned above) in two groups depending on whether value of money is accounted in 
time or not. The easiest to implement, but also the most inaccurate are the so called 
static methods. More accurate, but more complex, are the dynamic methods. From 
a theoretical perspective, it should be emphasised, that the evaluation of invest-
ment projects under static methods is based on comparison of cash flows that are 
incompatible with each other because they occur in different moments of time.  



30

Static methods for assessment of investment projects are:

• method of pay-back period;
• method of average annual rate of return on capital;
• method of the number of turnovers of the invested capital;
• method of relative profit;
• method of minimum cost price;
• method of comparing of the analytical profit.

Static methods are distinguished by the fact that they are simple to apply and do not re-
quire additional information. The application of static methods is appropriate and leads 
to rational investment decisions in the presence of the following two conditions: 1) low 
inflation rates and 2) a short investment period of the project - up to 2-3 years. In Public 
Private Partnerships one of the above conditions is not feasible, namely the short period 
of time. Therefore, and given some of the above described disadvantages, the application 
of static methods is practically inapplicable in the case of Public Private Partnerships.
Dynamic methods of assessment and valuation of PPP projects account the allocation 
of the cash flows in years. They are always multi-periodic. Based on the idea that the 
financial flows of the project must be adjusted so to be made comparable to each other. 
Investment choice and comparative analysis of other alternatives is based on criteria that 
corresponds to the objective to maximise long-term financial impact on compliance with 
pre-set criteria for social tolerance and availability (if any). This goal is reflected in three 
different ways: 

• obtain maximum growth of capital to the investor; 
• maximise the return on invested capital; 
• obtain maximum current income (again taking into account the social parameters) 

for the partner that will motivate their participation and created conditions for 
this criterion attractive for many potential private investors, i.e. stable conditions 
for a competitive beginning will be created. 

As a general rule, the dynamic methods of assessment of financial performance and cre-
ating a financial model according to the specific cases may be the following: 

• Method of Net Present Value (aimed at maximum growth of capital by the part-
ners in the implementation of a Public Private Partnership);

• Method of internal rate of return of the capital (aiming at maximum return of the 
invested capital); 

• Method of the modified internal rate of return on capital (designed maximum re-
turn of the invested capital); 

• Method of the Coefficient “income/expenses” (aiming at maximum return on cap-
ital inputs); 

• Method of profitability index (aimed at maximum return on invested capital); 
• Annuity method (aiming at maximum current income from investments); 
• Method of discounting buyback period (aimed at achieving a minimum period of 

recovery of invested capital) and others. 

It should be noted that the method of Net Present Value is applicable in most 
cases in the implementation of Public Private Partnerships. Also, methods suit-
able for application, are the method of internal rate of return, the method of the 
Coefficient “income/expenses” and the method of discounting buyback period.  
Therefore, in the further development of the financial model, these methods are dis-
cussed in detail. Of course, others also provide sufficient basis for comparative analysis, 
but the most applicable and appropriate practice of the abovementioned four methods.  
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TYPES OF METHODS FOR VALUATION OF PPP PROJECTS 

Basic financial concepts 

Among the key financial concepts, that should be considered before presenting the es-
sence of dynamic methods, are the Net Present Value, Discounting, Net Present Value 
Rate of Return and Cash flow. 
The Net (present) Value of an asset shows how much it costs now. Therefore, it corre-
sponds to its market value. This value can be determined if future (expected) return on 
investment is discounted by the required rate of return. 
From its side, the required rate of return is the actual return from other investments with 
similar risk. 
Discounting is the reverse process of so-called compound rate remuneration, in other 
words the amount of money from future periods is conditioned (by value) at present. 
Net present Value is the difference between the value now and the investment costs. 
The rate of return in turn is the ratio of profit / investment. 
Cash flows are the formed financial flows for implementing investment initiatives and are 
a consequence of their action. They are ingoing (operating income) and outgoing (invest-
ment and operational). 

Ground rules for decision making in financial modeling 
There are two basic rules when making decisions on financial modeling, as follows: 

• first rule is the Net Present Value. According to it, a given investment is acceptable 
if the net present value is positive (or greater than 0); 

• second rule is for the Rate of Return. It states that eligible projects with invest-
ment rate of return equal to or higher than the rate of return on investments with 
similar risk, also called a possible cost of capital. 

Method of Net Present Value 

The aim of this method is to calculate what will be the financial effect from the invest-
ment, measured in money at the start of the investment period. 
There is a relation between the Net Present Value and rate of discount used. It is determined 
by the location of financial flows on the investment incentive, subject a Public Private Part-
nership. Most often the investment costs are only at the beginning of the period and after-
wards they receive net positive cash flows by the end of the period of observing the impact 
of investment. In such a situation of investment costs and net cash flows by years is shown, 
that the increase in the rate of return causes a reduction in the Net Present Value. 

Method of internal rate of return on an investment project subject to Public Private 
Partnership 

By definition, the internal rate of return on the investment project is the rate of discount 
that equalises the amount of net present values of cash flows from operating with the sum 
of present values of investment costs. Practically, this means that the internal rate of return 
is the rate of discount for which the net present value of the investment project is equal to 0. 

The advantages of this method are: 

• the assessment is made entirely on the information embedded in the investment 
project. No preliminary adjustments are made if they could lead to wrong conclu-
sions.

• The average rate of return is calculated taking into account the financial impact of 
investment for the entire duration of the economic life of the facility. 
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Disadvantages of the model are: 

• The method is suitable for evaluation of investment projects with “traditional” lo-
cation of the investment costs and net cash flows by years. Under the “traditional” 
location is meant one in which investment costs are at the beginning of the period 
(or in the early years), then is expected only a positive financial effect from the 
investment. In such a situation any increase in the rate of discount will cause a 
reduction in the Net Present Value. 

• The method of internal rate of return is based on the assumption that net cash 
flows, that will result from the investment, can be reinvested and bear the same 
rate of return, as it is for the project. In practice, this assumption does not cor-
respond to the actual opportunities for benefits from the use of net cash flows.  

Method of the Coefficient “income/expenses” 

The aim is to calculate the ratio between the sum of present values of all positive cash 
flows and the sum of the present values of all negative cash flows, and the negative flows 
of investment costs. 
Project evaluation is done by comparing the ratio to unit (1). In the event that it is greater than 
one, then the project is considered financially viable. If the coefficient is equal to 1 it is concluded 
that the project is at the minimum limit of financial efficiency, in which the future private part-
ner will accept the investment. If the ratio is less than one, the project is evaluated as a loser.  
 
Method of discounting buyback period. 

The aim is to calculate the exact period of return on invested capital, taking into account 
the difference in the value of money over the years. 
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