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1. [bookmark: _Toc512289037]Executive Summary

Private finance imitative (PFI) is a mechanism for financing and maintaining new public infrastructure through the means of private delivery.
Public Private Partnerships (PPP’s) are typically structured in the form of a contract between a public authority and a group of private investors which make up what has become known as a ‘special purpose vehicle’ (SPV).
It is the responsibility of the SPV to raise the finance needed to construct a new PPP project. As such the public authority does not have to bare the initial costs associated with the construction of the asset.
Furthermore, in passing on the financial responsibility to the private sector, so too does the associated risks of the project such as those relating to construction pass over to the private sector.
PPP’s have become more prominent in the last few decades due to a number of benefits they create for both the public and private sectors. There is a perception that the public sector benefits from the greater technical capacity of the private sector and as a result a higher quality project is produced. The lucrative revenues that public contracts can offer the private sector creates an attractive proposition for those private companies seeking to win public contracts.
Traditionally public sector assets were financed entirely through tax receipts and government borrowing. This relatively new concept of PPP’s has changed that traditional approach to additionally include private finance as a means to build and run public assets.
The aim of PPP’s from a public standpoint is ultimately to create more value for money for taxpayers by incorporating the expertise of the private sector which in theory should produce a better quality public service.
There are numerous advantages and disadvantages that can be attributed to PPP’s. perhaps the greatest advantages can be associated with the creation of value for money through this utilisation of the private sector skill set, reduction in risk to the public sector and a more efficient management style which encourages innovation and cost reduction. 
Disadvantages associated with PPP’s can be attributed to the argument that high repayment and interest rate fees result in significant long term costs that subsequently brings into question the value for money of PPP projects.
Real world cases such as the collapse of Carillion and the failings of G4S have increased the scrutiny on PPP’s and again given rise to the argument that private companies are not always the best option in terms of creating value for money.
Public spending is regulated by external audit agencies such as the National Audit Office (NAO) in the UK who look to report on the value for money that public spending has created. 


2. [bookmark: _Toc512289038]Introduction


The need for public infrastructure as a means to increase GDP is paramount to public authorities around the world. This emphasis on the need to invest in public goods and services such as healthcare, education, defense and social services creates huge pressures on public authorities especially given that many public bodies must work to tight budgets and with limited recourses.
Traditionally UK public assets were financed entirely by tax receipts and government borrowing however, in more recent decades there has been a rise in privately financed public assets. This relatively new concept promotes a partnership between the public and private sectors in what have become known as ‘Public Private Partnerships’ (PPP’s) and involve the private sector raising the capital to finance new public infrastructure projects. Whist on the surface these PPP’s look beneficial in terms of providing an alternative option to public financing which eradicates the short term initial costs of investing in new infrastructure. However, significantly high repayment and interest fees have brought into question the value for money that such partnerships create, with critics of the process arguing that in the long run the public sector does not benefit in terms value for money. This argument has become more widespread in recent times due to a number of cases which have brought PPP’s reputation into question such as those associated with the recent collapse of the construction company Carillion.
This report will look to critically evaluate PPP on the bases of value for money by exploring both the perceived advantages and disadvantages of the process and using real world cases to provide further evidence within the findings. 

3. [bookmark: _Toc512289039]PFI / PPP Background 

Private Finance Initiative (PFI) is in essence a mechanism for financing and maintaining new public infrastructure through the means of private delivery and management (Chu, 2018). This partnership between public authorities and private firms is referred to as a Public-Private Partnership (PPP) and is facilitated through this PFI mechanism whereby the private firm is contracted to carry out public projects (Kappeler & Nemoz, 2010).

The structure and mechanics of a PFI typically involves a contract between a public authority and a group of private investors which form what is known as a Special Purpose Vehicle (SPV) and are responsible for providing the required finance for the project (Zheng, et al., 2008). As it is the SPV that is responsible for Financing the project rather than the Public authority, in theory, the subsequent financial risks associated with the project are passed over to the private sector and thus it can be argued that the PPP creates better value for money from a public standpoint (Akintoye, et al., 2001). The typical structure of a PFI is depicted in figure 1 and shows how the SPV rather than the Public authority is responsible for implementing further contracts with sub-contractors who are responsible for works such as construction, maintenance and management of the project concerned.
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Figure 1 – Typical PFI Structure
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Source: (Akintoye, et al., 2001, p. 362)


According to Ellis (1999), PPP projects are typically financed through a combination of small amounts of equity contributed by those investors that make up the SPV and the remaining more significant contributions are sourced through senior debt borrowed from financial institutions. Due to this heavy reliance on senior debt as a means of finance, a stringent process of risk evaluation is often implemented by financial companies with the outcomes of those evaluations refining the terms and conditions of their financial commitment (Santomero & Babbel, 1997).

The use and prominence of outsourcing private companies to conduct public sector works became apparent in the UK after the idea was introduced by the Thatcher regime and later became an increasingly popular option for the public sector after John Majors government initiated the PFI that was the catalyst for numerous PPP’s across all manner of public services such as schools, hospitals and prisons (Curry, 2018). 

The reasoning behind this movement towards private outsourcing can be attributed to the perception that utilizing private companies to construct, maintain and manage public sector infrastructure creates better value for money in terms of the quality of the works produced, whereas previously the focus was to obtain the best price giving a lesser regard for the resulting quality of the works produced (Curry, 2018).

Today PPP’s are utilized by public authorities around the world due to the increasing limitations on both financial and technical recourses available to many public bodies which are needed to provide public infrastructure (Chen, 2013). As a means to counter these limitations governments have looked to implement PPP’s as a way of reducing public debt and additionally benefiting from the perceived greater technical capacity and industry-specific knowledge associated with that of the private sector and to benefit from this perception of better value for money (Gasiorowski & Moszoro, 2008).

From a private standpoint, PPP’s can provide lucrative revenue streams to the private companies involved such as those that might be generated from the profits of a particular project or perhaps through the fixed fees paid to the private firm by the public authority for running the project over the duration of the contact agreement (Armitage & Holmes, 2014). Further financial benefits to the private sector include the potential to make huge profits through selling on contracts awarded by governments such as with the construction company Balfour Beatty that made considerable profits in 2014 through the sale of its build and run contracts for schools and universities in Liverpool (Armitage, 2014).

The benefits to the public sector that centre around this idea of better value for money and greater quality coupled the benefits in terms of revenue generation and potential for considerable profits these contracts provide to the private sector have in principal made PPP’s a very attractive option for both sectors and gives insight into why these partnerships have become so prominent.

This combination of benefits to both public and private parties has seen a rise in the use of PPP’s across numerous countries around the world and has subsequently altered the way in which public assets were traditionally financed.

Traditionally public assets were financed with tax receipts or through government borrowing however, after the introduction of PFI a significant proportion of public infrastructure has been privately financed through PPP contracts (National Audit Office, 2018). 
In the traditional financing structure depicted in figure 2, the public sector provides the financing for the project whereas with the PFI structure depicted in figure 1 it is the SPV that is responsible for raising the required finance (National Audit Office, 2018).
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Source: (National Audit Office, 2018, p. 7)

This alternative structure for financing public assets can be seen as an attractive proposition for the public sector as the upfront costs associated with a new project are passed over to the private sector which in tern, serves to dramatically reduce the UK governments national debt on the surface but additionally gives rise to the argument that the long term costs of repaying the private financers outweighs this shorter term benefit (Creasy, 2017).
This argument is especially topical given that public debt costs less than that of private borrowing and as such is in complete contrast to the perception that PPP’s provide greater value for money (Wren-Lewis, 2018).
What is clear, is that PPP’s and PFI aims to aid public authorities develop and manage public assets through the utilization of the private sector and in doing so benefit from a perceived better value for money created through obtaining a better quality of works and additionally reduce the risks and subsequent stresses associated with building and managing these public assets (Allen, 2003). However, according to the National Audit Office (2018), although there are many potential benefits to PPP’s, whether they do actually create value for money remains to be answered.




4. [bookmark: _Toc512289040] Perceived Advantages and Disadvantages 

There are both numerous advantages and disadvantages that can be associated with PPP’s and their perception that they crate value for money. 
Perhaps the greatest advantage that can be associated with PPP projects is that the utilization of private skills and expertise ultimately creates a better quality of project with greater output (National Audit Office, 2018). One example of this greater quality is put forward in the research of University College London academics who found that hospitals operating under PFI have better patient environment ratings than conventionally funded hospitals (Ray, 2010). 
Additional benefits relating to the operational efficiency of PPP projects can be attributed to the private partner actively looking to reduce the long term running costs of the project as a means to obtain a greater return which in turn encourages innovation and more efficient processes that may not be considered in the conventionally run projects (HM Treasury, 2018).
Further advantages of PPP’s can be associated with a reduction in risks such as those related to construction, where the risk of overrunning on construction budgets is entirely passed over to the private partner (National Audit Office, 2018). One such example of this reduced construction risk was the termination of the PFI contact for the National Physical Laboratory in 2006 as a result of significant overrun costs caused by delays in the construction process which, ultimately caused the collapse of the building contractor Laser (National Audit Office, 2006).
It can be argued that these associated advantages give substance to the perceived idea that PPP’s create value for money however, there are additionally arguments to suggests that there are as well, numerous disadvantages associated with PPP’s.
Perhaps the most widespread criticism and perceived disadvantage with PPP’s is that they are only a short term solution and in the long run do not actually create value for money for the taxpayer. Evidence for this argument can be given in the fact that multiple privately financed assets such as schools and hospitals struggle to pay the high repayment and interest fees to the private investors which ultimately impacts upon the assets ability to deliver quality and is in complete conflict with the value for money concept that underpins PPP’s benefits. One such example of this was in 2014 when the NHS Trust in Northumbria opted to buy out its PFI contract in order to save money in the long run (Vize, 2015). The extremely high interest rates and repayment amounts are again evidence to suggest that PPP’s are not creating value for money. In 2016 the NHS had over 100 PFI hospitals which originally cost approximately £11.5bn but will end up costing the British taxpayer close to £80bn due to interest and repayments (El-Gingihy, 2016) which, is evidence for the complete opposite when considering the value for money benefit.
Further disadvantages can be associated with the additional costs associated with the higher cost of private finance (National Audit Office, 2018) as well as those that would argue that the risks associated with PPP projects do not entirely pass over to the private sector (Pollock, 2005) which again directly contradicts the value for money argument.





5. [bookmark: _Toc512289041]Critical Evaluation of Worldwide PPP Cases



One PPP which has gathered a great deal of public attention recently is that with the private construction company Carillion which went into liquidation following the companies failure to repay debts of over £1.5bn (Thomas, 2018).
The collapse of Carillion has brought heavy scrutiny upon PPP’s with critiques arguing that the companies demise despite its numerous public contracts eradicates the argument that the ‘private sector knows best’ in relation to managing public services (John, 2018). Furthermore, the fact the the UK government has been left to pick up the pieces in terms of keeping the many affected public services running (Milmo & Morris, 2018) is argument to suggest that perhaps the associated risks with these projects and perhaps all PPP’s can never be fully passed over to the private sector and again brings into question the value for money argument, especially when it is ultimately the taxpayer that bares the costs of resolution as is the case with this scenario.


Another Example of a PPP which has been heavily criticized was with G4S, the security company responsible for providing security personnel for the London 2012 Olympic Games which, subsequently resulted in significant shortfalls in terms of the numbers of staff provided by what was then, the largest private securities company in the world (Travis & Gibson, 2012). This failure, is again evidence to suggest that the private sector may not always be the best option for public sector projects and as such does always reduce the risk and provide greater value for money to taxpayers.



6. [bookmark: _Toc512289042]The Role Played by External Audit Agencies 

There are various external audit agencies that help to regulate and oversee public spending. In the UK the National Audit Office (NAO) scrutinizes public spending for Parliament and helps parliament hold government to account and improve public services (National Audit Office, 2017).
The NAO set out to achieve improvements to public services through the auditing of the financial statements of all government departments as well as comprising value for money studies, local audit and investigations (National Audit Office, 2017).
In Wales the Wales Audit Office are responsible for reporting on whether public money within Wales is being managed wisely and in addition work to support the Auditor General; Huw Vaughan, whose role is to conduct independent, external audits of most of the Welsh public sector (Wales Audit Office, 2017).
These independent agencies help to regulate government spending so that they meet the statutory requirement set out in the Public Procurement Policy which requires all public procurement to be based on value for money (UK Government , 2016).




7. [bookmark: _Toc512289043]Conclusion 

The rise and prominence of PPP’s as a means to facilitate public infrastructure has both advocates and critics. 
Those in favour of these partnerships between public and private parties would argue that associated advantages such as those gained from utilizing private expertise and efficiency ultimately produce an overall better quality project both in terms of construction and management and as such creates significant value for money for the taxpayer. 
Those that are critical of PPP’s would argue that the extremely high repayment fees and interest rates coupled with the higher borrowing costs associated with the private sector result in the process only providing a short term solution and in the long run PPP’s actually result in poor value for money for the public sector.
The perceived benefits of PPP’s have come under increasing pressure in recent times due to a number of cases that would suggest that the private sector may not always be the most suitable option when managing public assets such as those relating to Carillion and G4S.
Based on the evidence obtained throughout this report it seems that the value for money measure on which PPP’s are judged is very much dependent on the project itself.
To conclude it would appear that there are numerous short term benefits to PPP’s however, there is evidence to suggest that perhaps, the long term costs outweigh these benefits and ultimately brings into question the value for money of PPP’s.

8. [bookmark: _Toc512289044]Recommendations


Based on the finding in this report the following recommendation is proposed; that the continued use of PPP’s should only be considered if more favourable terms for the public sector can be negotiated in terms of the long term repayment and interest rate fees. Through negotiating a better long term arrangement for the pubic sector, PPP’s stand to offer greater value for money. 
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