
Management of Contingent Liabilities Arising
from Public-Private Partnerships
Public-private partnerships (PPPs) have emerged as a popular mechanism
for financing and delivering infrastructure projects. However, these
partnerships also introduce unique challenges, including the management
of contingent liabilities.
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Contingent liabilities are potential financial obligations that may arise from
uncertain future events. In the context of PPPs, contingent liabilities can
stem from various sources, such as:

Contractual obligations

Regulatory changes

Environmental risks
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Political events

If not properly managed, contingent liabilities can pose significant risks to
both the public and private partners involved in PPPs. These risks can
include:

Increased project costs

Delays in project completion

Financial distress for the private partner

Reduced public confidence in PPPs

To mitigate these risks, it is essential to effectively manage contingent
liabilities throughout the PPP lifecycle. This involves a proactive approach
that encompasses:

Identification

The first step in managing contingent liabilities is to identify them. This can
be achieved through a thorough review of the PPP contract, as well as an
assessment of the project's potential risks.

It is important to consider both direct and indirect contingent liabilities.
Direct contingent liabilities are those that arise from the PPP contract itself,
while indirect contingent liabilities arise from external factors that could
impact the project's performance.

Assessment

Once contingent liabilities have been identified, they need to be assessed
to determine their potential impact on the project. This assessment should



consider the likelihood of the liability occurring, as well as the potential
financial consequences.

In some cases, it may be necessary to conduct a detailed risk analysis to
determine the probability and severity of contingent liabilities. This analysis
can help decision-makers prioritize their risk mitigation efforts.

Control

Once contingent liabilities have been assessed, appropriate control
measures should be implemented to mitigate their risk. These measures
can include:

Contractual provisions

Insurance

Risk transfer

Contingency funds

The specific control measures used will depend on the nature of the
contingent liability and the risk appetite of the parties involved.

Monitoring

Contingent liabilities should be monitored throughout the PPP lifecycle to
ensure that they are being effectively managed. This involves regular
reviews of the project's risk profile, as well as ongoing assessments of the
likelihood and potential impact of contingent liabilities.

Monitoring also allows decision-makers to make timely adjustments to their
risk mitigation strategies, if necessary.



Effective management of contingent liabilities is essential for the success of
PPPs. By identifying, assessing, controlling, and monitoring contingent
liabilities, public and private partners can mitigate risks and ensure the
financial stability of their projects.

This guide provides a comprehensive overview of contingent liabilities in
PPPs, and offers practical strategies for managing these risks. By following
the principles outlined in this guide, decision-makers can increase the
likelihood of successful PPP projects.
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