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Recommendations for the Development of Public-Private Partnerships in Bulgaria

The necessity for PPP projects in Bulgaria is significant. While the priorities of the last several
governments were focused on developing infrastructure financed by EU funds together with State
budget funds, the infrastructure of Bulgaria still remains severely outdated and underdeveloped. Some
examples include:

e The transportation infrastructure remains below EU standards, e.g. the highway penetration in
the country is one of the lowest in EU, secondary road infrastructure is not well maintained,
material new investments are needed in ports, tunnels, railroad infrastructure, etc.

o Modernization of water infrastructure would require significant funds in the next 5-10 years,
materially exceeding the available EU program or State budget funds. In the meantime the
public service remains at risk e.g. with high level of water losses, decreasing capacities of
water dams, risks for water shortages in many regions, etc.

e Social infrastructure (administrative buildings, schools, kindergartens, hospitals, etc.) on a
country-wide level remains also underinvested and below average EU standards.

The underdeveloped infrastructure affects severely the regional economies and the whole society
while multiple direct and indirect effects could be recognized, including: slower regional development,
migration, high budget and social costs, loss of direct investments, low level of human development.

Public-private partnerships are an effective tool which could be used in parallel with EU and State
budget funds to accelerate direct investments in infrastructure and to improve the quality of public
services.

Third, the Bulgarian experience with PPP is not extensive. Excluding concessions related to natural
resources, there have been several major projects in the last 20 years such as: the concessions of Varna
and Burgas airports, several port concessions, the concession for the water supply service in Sofia, the
cancelled concessions on the municipality waste collection activities in Sofia. Almost exclusively the
concession projects in Bulgaria have been related to existing public asset or service (e.g. existing
airports, ports, water infrastructure) and the Concession Act has been focused on this type of PPP.
Unfortunately, the Concession Act would not allow for many other PPP projects where market risk is
shared or remains with the public partner (a typical case in the social infrastructure), certain greenfield
PPP projects, etc.

Based on the international experience, a successful long-term PPP program in Bulgaria would require
three general driving factors:

e Political and public support. Without the strong and long-term political will and public
consensus, the sustainability of any PPP project is at material risk. The commitments and the
actions of the Bulgarian governments during the last several years to promote PPP projects are
not fully coherent. Despite government plans, a number of projects have been delayed (e.g. the
concession of Sofia Airport, Port Varna) or cancelled. The necessary activities for project
planning as required by the PPP Act have not been performed. As a result, the continuity and
the predictability in respect to planned or future PPP projects have decreased affecting
negatively the interest of the private investors.



o Effective and transparent procurement process (and legislation). Given the relatively high
cost of the private parties to participate in PPP tender procedures, and the long-term
commitment in such schemes, any reputable and responsible private partner would pursue
opportunities only in a country with predictable, effective and transparent rules and
procedures. Given the anticipated corruption issues, the low effectiveness of procurement
processes evidenced historically in many public tenders, we believe that major efforts and
further reforms would be necessary to achieve satisfactory, EU comparable levels of
procurement processes and procedures.

o Administrative capacities to initiate, prepare, negotiate and procure PPP projects. The PPP
schemes involve multiple parties, complex investment, operational and financial structures
with long-term effects, which require highly trained and experienced teams, usually
concentrated in specialized PPP units/agencies. In Bulgaria a more decentralized approach
was adopted, and the results up to now, do not appear particularly positive: no projects
initiated under the PPP Act; delays in preparation of major concessions and certain regional
projects; not many PPP success stories in the last couple of years.

In conclusion, we believe the need for PPP projects in Bulgaria is evident but a material effort would
be needed to promote, initiate and establish effective PPP environment and practice. This process
would require strong political and public commitment, transparent legislation and procurement
procedures, effective approach and significant administrative capacity. Last but not least, there should
be a long-term clear and specific action plan which would provide the necessary transparency and
predictability for the private parties.



