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RISK MANAGEMENT IN PUBLIC-PRIVATE PARTNERSHIP 
THROUGH MANAGEMENT CONTROL

Abstract
Division of risk between a public entity and a private part-
ner is one on the most essential elements of public-pri-
vate partnership. Improper risk allocation may cause 
difficulties in implementation of a given undertaking or 
even prevent its realisation. Proper risk management is 
significant to avoid such a state and management control 
is a mechanism facilitating it.
The aim of this article is to analyse management control in 
the scope of risk management in public-private partner-
ship. Therefore, a research problem has been formulated 
which is to answer the question: is it possible to manage 
risk in PPP through management control? According to 
the research hypothesis, management control is an insti-
tution which may manage risk in PPP.
The article presents management control as a mechanism 
managing risk in PPP.
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Introduction
Public-private partnership (PPP) is a cooperation of 
a public entity and a partner, in which the subject of the 
partnership is a joint implementation of an undertaking 
based on division of tasks and risk between the public 
entity and private partner.
This cooperation is aimed at obtaining benefits by both 
sides. Such partnership allows public bodies to implement 
public tasks, which are the needs of the society, with the 

participation of a private partner. Whereas the benefits to 
the private entities are the profits from the PPP projects.
PPP was introduced into the Polish legal system by the 
Act of 28 July 2005 on public-private partnership [Jour-
nal of Laws No 169, item 1420]. This Act determines the 
rules and mode of a public entity and a private partner 
cooperation within PPP. The Act of 19 December 2008 on 
public-private partnership [Journal of Laws 2009 No 19, 
item 100] (APPP) introduced changes such as: elimina-
tion of unnecessary administrative burden and reduction 
of administrative constraints also regarding the subject 
and the content of the contract.
Risk division between a public entity and a private partner 
is an essential element of the PPP contracts. This division 
should be made in such a way as to assign particular risk 
to the entity which will cope with it most efficiently, i.e. 
level it out or limit its consequences. The following ac-
tions are necessary to do it effectively: 

	– risk identification,
	– risk measurement and 
	– risk control. 

All these actions comprise risk management, which 
consists in making decisions and implementing actions 
which lead to achieve a level of risk accepted by the part-
ners. In practice, risk management is associated with 
the processes of risk assessment and control, whose aim 
is, among others, to create conditioning for further de-
velopment. Management control is an example of risk 
management instrument which may be found in the Act 
on public finance [consolidated text, Journal of Laws of 
2017 item 2077, later amended] (APF). Article 68(1) APF 
defines such a control as all actions taken to ensure the 



41

implementation of aims and tasks in a legal, efficient, 
cost-effective and timely manner. Whereas Art. 68(2)(7) 
APF indicates that the aim of the management control is 
in particular risk management.
Provisions of the APF are applied to public sector units 
and other entities in the scope in which they use or man-
age public funds. It means that management control may 
be applied in PPP implemented by the units on the na-
tional as well local government level.

Risk
As it has already been emphasised, a crucial element of 
partnership is risk, whose definition is not included in the 
APPP. This was a conscious and intended action of the 
legislator, who did not discharge PPP entities from defin-
ing risks and determining their division. The aim was not 
to limit this notion what would stiffen the PPP model.
Regulation of the Minister of Economy of 21 June 2006 
on the risk involved in projects carried out through PPP 
[Journal of Laws No 125, item 868], issued on the basis of 
the Act on public-private partnership of 2005 [Act of 25 
July 2005 on public-private partnership (Journal of Laws 
No 169, item 1420)], indicated 17 types of risk. Nowadays 
this regulation is not binding, although it is often referred 
to when risk is determined.
Risk has been the subject of many fields of science which 
tried to define it. Some described it as “an objective uncer-
tainty of undesired occurrence” [Willet 1951, p. 6]. Others 
stated that risk is a possibility to materialise something 
unwanted, a negative consequence of a certain event 
[Rowe W.D. 1977, p. 24]. P.U. Kupsch distinguished two 
types of risk which combine to create a whole:

	– formal, 
	– material risk. 

Formal risk is a measurement of uncertainty of a given 
occurrence as a source. Material risk is a danger of loss 
[Kupsch 1975, p. 67]. Therefore, it may be assumed that 
risk is a factor, occurrence or impact which poses a threat 
to something or someone and which result may be a loss 
and probability is its shaping and value determinant.
When analysing the notion and types of risk connected 
with the implementation of PPP undertakings, it may be 
observed that there are many concepts of risk but it may 
be stated that risk is a state in which there is a possibility 
of negative deviation from the desired or expected result. 
Additionally, risk is an objective and measurable phe-
nomenon [Kulesza, Bitner, Kozłowska 2006, p. 167].

According to the linguistic interpretation, risk describes 
a possibility that something will fail or an undertaking 
whose result is uncertain. It may also be a danger that 
something will happen differently than expected. Addi-
tionally, it is also a threat that damages burdening a per-
son directly affected will occur, unless the contract or 
legal provisions oblige other person to cover the damages 
[Petrozolin-Skawrońska 1998, p. 1521]. 
Although there are many definitions of risk, it should be 
assumed that its complex character makes it impossible to 
formulate a universal concept which would be identical 
for all fields of knowledge. Additionally, risk in economic 
conditions is a common and objective phenomenon re-
sulting from taking certain actions or restraining from 
them. It is justified that risk cannot be divided, in the strict 
sense of the word, since division means using various le-
gal institutions which enable to assign to particular par-
ties of the contract the necessity to bear the consequences 
of particular circumstances [Kulesza, Bitner, Kozłowska 
2006, p. 167].
In PPP there are many risks which may threat a given 
undertaking. Their proper estimation consists in analys-
ing the probability of occurrence and potential economic 
damage which they may cause. If both factors are signif-
icant, then the risk is regarded as high. If the risk is low, 
then also the probable damage is small.

Risk management
Risk management is a crucial issue for every organisation, 
both in the public as well as in the private sector. It may 
generally be assumed that risk management is a system 
which is to protect a given unit from negative consequenc-
es. It is compared to uncertain states management. These 
states may be defined as untypical phenomena or series of 
events which may occur. Risk management includes such 
actions as: planning, organising, coordination as well as 
control of implementers’ work, material and information 
resources connected with active limitation of the causes 
and consequences of the phenomena which due to poten-
tial great losses or high probability of occurrence may pose 
a significant threat. The basic aim of risk management is 
to design the project in such a way that the risk level is 
acceptable by every participant and minimal to the whole 
project [www.nbp.pl/publikacje/materialy_i_studia/137.
pdf (acces 7 August 2018.].
Additionally, risk management is a logical and system-
atic method which is to make context, identify, analyse, 
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evaluate, act, supervise and inform about a risk in a man-
ner which will enable an organisation to minimize losses 
and maximize possibilities [the Ministry of Finance].
Risk management in the case in the case of PPP is a task 
belonging to the public institution, which is the initiator, 
coordinator and due to managing public funds is obliged 
to take actions which are to spend public funds efficiently 
by, among others, placing the assets in such undertakings 
as PPP.
Risk management is seen as good management practice. 
The sole process of risk management includes the follow-
ing stages:

	– understanding performed activity,
	– identification,
	– analysis,
	– scoring,
	– risk prioritising,
	– management.

Risk management cannot be treated as a burden to the or-
ganisation but as a way to maximize available possibilities 
and minimize the probability of failure.
It constitutes a basis for creating proper corporate gov-
ernance, i.e. a combination of processes and structures 
introduced to achieve proper information flow, manage-
ment, to direct and monitor actions in an undertaking 
targeted at achieving the objectives set. It is considered 
that risk management may help in enhancing the quality 
of services and using available possibilities. It may also 
actively facilitate managing operational and service ac-
tivities as well as implementing changes. This process is 
a tool which leads to success [the Ministry of Finance].

Management control
Management control is a tool which PPP parties may use 
in the process of risk management. This institution was 
introduced into the legal system by the amendment to the 
Act on public finance of 27 August 2009 [Journal of Laws 
2009 No 157, item 1240, later amended]. The legislator 
wanted to improve the management of a public sector 
unit. The introduction of management control was to 
gradually shift to the managerial governance model. 
Here it needs to be emphasised that management control 
includes financial management of the public sector unit 
but it does not exclude covering other units in the scope 
of the tasks implementation, achieving goals set by a given 
public sector unit within specific undertakings in various 

legal forms. Such adopted model of management control 
allows to apply it in PPP and conduct procedures proper 
to management control on the level of partnership.
Management control proposed by the legislator is used to 
achieve expected results by implementing management 
system. In other words, it is a system which serves to col-
lect and use information to evaluate organisation’s effec-
tiveness in correlation with the strategy set by it. It may be 
stated that it is active control [Matysek 2011, p. 39.].
Pursuant to Art. 68(2) APF the aim of management con-
trol is to ensure effectiveness and efficiency of the actions, 
reliability of statements, protection of resources, efficacy 
of the information flow and risk management. These 
aims comprise a closed catalogue. However, from the 
point of view of PPP, the scope of the aim which should 
be achieved may be shaped freely by PPP entities in the 
contract concluded between them.
Additionally, Art. 69 APF obliges the Minister of Finance 
to issue standards of management control and to publish 
them in the form of an announcement. These standards 
are to be guidelines for units’ directors, in compliance 
with binding international control standards. They are 
presented below in five groups corresponding to particu-
lar elements of management control:

	– internal environment, which concerns a unit man-
agement system and its organisation as a whole,

	– risk management, which serves to increase the 
probability to achieve a unit goals by: determin-
ing aims and monitoring tasks implementation, 
risk identification, reaction to risk and preventive 
actions; it means focusing on identification and 
measurement of chances as well as threats, what 
should be reflected in creating strategic documents 
and units’ action plans,

	– control mechanisms which are the solution to spe-
cific risk which a given organisational unit wants 
to minimize by, e.g. systematic control, documen-
tation, registering and approving specific economic 
operations, division of responsibilities, supervision 
within official hierarchy, recording exceptions from 
procedure, guidelines, instructions, etc., division of 
tasks enabling errors detection and correction,

	– information and communication assuring that spe-
cific people from a unit have access to information 
necessary to fulfil their duties and at the same time 
ensuring proper information flow,

	– monitoring and evaluating control system from 
the perspective of the effectiveness of the current 
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control system and its particular elements, solving 
specific problems [Kaczurak-Kozak 2012, p.142].

Management control uses solutions which are applied to 
different management functions such as planning, organ-
ising and managing human resources by, among others: 
using norms established during the planning stage, man-
aging people; giving feedback important or even essential 
for proper implementation of the management process 
in the scope covered by the planning processes [Przybyła 
2003, p. 13].
Analysing management control it may be stated that it is 
based on the “3E principle”:

	– efficient (purposeful and effective),
	– economical (beneficial, cost-effective),
	– ethical (according to recognised values) [Kieżun 

1998, p. 68].
Management control assumes that the result of a unit ac-
tivity is possible to identify, compare, what as a result will 
allow a given unit to properly manage obtained resources 
and direct them to the spheres which are significant to 
achieve its goal [Winiarska 2012, p. 13].
It is a constant process of management actions which aim 
at achieving objectives set. Therefore, the starting point 
is to define these targets, which need to be common for 
all participants of a given process. In relation to PPP they 
must be proper for both public entity as well as for the 
private partner. The result of management control is to 
reach the targets set. Next step is to assess risks, i.e. identi-
fy them, measure their probability and results and finally 
to set priorities of preventive measures. When risks are 
established, then the scope of control is to be determined, 
whose basic aim is to prevent risk [Matysek 2011, p. 45]. 
Public administration should be guided by a basic as-
sumption to create an environment in which risk iden-
tification will be done in connection with a process and 
control will be the answer to a specific risk [the Ministry 
of Finance].
Assuming that the control process took place with a fre-
quency which guarantee a unit director obtaining current 
information about potential risks, corrective measures 
could be implemented naturally and in time allowing 
to achieve results, which based on feedback loop would 
bring expected results [Matysek 2011, p. 49].

Conclusion
To sum up, management control is an institution which 
allows to manage risk in public-private partnership. The 

aims defined in the closed catalogue, which is described 
in Art. 68(2) APF, may be shaped freely in PPP. 
It needs to be emphasised that management control is ap-
plied to public sector units as well as to other units in the 
scope in which they use and manage public funds. This 
means that it may be used both in PPP implemented on 
national as well as local government level.
This institution is used to achieve results by implementing 
a management system which consists in collecting and 
using information to assess the effectiveness of an organ-
isation in correlation with the strategy determined by it. 
It should be stated that Polish legal system allows public 
sector units to conduct the process such as management 
control, which as a system of effective risk management 
is a proper instrument which may be used by the PPP 
parties. Implementing management control procedures is 
a guarantee to achieve expected results.
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