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[bookmark: _Toc512248974]Executive Summary

Private Finance Initiatives are a method of finance that a government can utilise though tendered contract for public projects. They are viewed by many economists as a successful way for a country to increase its infrastructure, school and hospitals in the short term without the country going into debt. Until the introduction of PFI’s in 1992, there was no available public sector funding and the money was borrowed from banks using traditional forms of debt finance. By utilising a PFI the government is able to have now, pay later on a variety of essential facilities. The long term aspects of PFI result in the taxpayer paying high amounts on interest on projects that could be well over budget or indeed deemed obsolete. PFI schemes have been criticised for now provided value for money when compared to debt finance from a bank using a lowered interest rate. By receiving a project and not paying for it up front, this allows the short term public sector to reap the immediate rewards. Fiscally, it allows these assets to be held off the balance sheet and as a result reduces public borrowing and subsequently lowering the countries national debt. PFI’s are an established and successful method of boosting the economy in the short term though, the questions regarding the long term benefits of PFI cannot be ignored


1.0 [bookmark: _Toc512248975]Introduction

This report will explore the application of PFI’s and their perceived value for money. As an alternative method available to conventional public sector procurement, Private Finance Initiatives (also known as Public Private Partnerships) are a common means of financing major public projects (such as hospitals and infrastructure) through private firms whereby the work is undertaken and managed over a long term repayment period by the government and ending with the government taking ownership once the cost is repaid. During this period the asset is not owned by the Government, only leased from the private company. PFI’s were introduced by the UK conservative government in 1992 and was classed by rival Labour MP’s as a back door form of privatisation (House of Commons, 1993). They allowed for large necessary infrastructure projects to be created and through the PFI mechanism were able to keep costs off the balance sheet (pfi-still-being-used-keep-costs-balance-sheet, 2012) . Although initially critical of such methods of finance, in 1997, the new Labour government under Tony Blair used PFI’s as a way to pay for schools thus delivering on his promise of education. PFI’s achieved their peak popularity at during the 2008 financial crisis. 

[bookmark: _Toc512248976]2.0 Private Finance Initiatives

Traditionally public assets were financed through standard lending methods such as using a Governments own equity and by creating bonds for sale in the public market (Boussabaine, 2013). By utilising PFI’s a government is able to keep the project’s costs off their balance sheet whilst reaping any rewards from the project itself. The project is only paid off after a long term contract typically between 25 and 30 years and is viewed by many as value for money for the public (Gosling, 2004). UK PFI projects are typically financed through high levels of debt from banks (Boussabaine, 2013) predominantly in forms of shares in projects (Meng & McKevitt, 2011). Before the introduction of PFI in 1992, the government would purchase the whole project asset. Through PFI, the government only acquires the services in the short term (Cheung, Chan, Lam, Chan, & Ke, 2012). This allows the government to keep the project off the balance sheet until its completion and as a result use less public national debt. 
In order to be considered a successful PFI, it must be viewed a value for money in the eyes of the public sector (Daniels, Radebaugh, & Sullivan, 2015). Whilst transferred all the risk from the public to private sector, many large projects are also ran by the PFI under the umbrella of a special purpose vehicle (SPV). These SPV’s then managed the on-site facilitative care of the project until the government has paid it off.  Gilligan reported that UK taxpayers are paying a total of £229bn for new hospitals and schools that only have a capital value of £59bn (2014)[See Appendix A]. 
Table 1: The Capital Value of new PFI projects used by the UK Government 2004 - 2014.
	2004
	£5.7bn

	2006
	£3.3bn

	2008
	£8.3bn

	2010
	£4.1bn

	2012
	£2.4bn

	2014
	£1.8bn



Statistics acquired from: House of Commons Briefing - Release 7008 (House Of Commons, 2015)


[bookmark: _Toc512248977]2.1 Advantages and Disadvantages of PFI’s

There are many advantages and disadvantages of PFI’s specifically utilising public private partnerships. With contracts typically 25 – 30 years, this theoretically allows for more job security over more limited short term contracts and as such incorporates a transfer of skills and knowledge from specialist companies to whom bring the project innovation (Robinson, Carrillo, & Anumba, 2009). One negative aspect to long term tendered contracts is that that would take years to implement and plan (Cheung, Chan, Lam, Chan, & Ke, 2012) and as such the longevity of the contracts could become complicated due to extensive negotiation periods and somewhat inflexible to the changing market needs (Li, Akintoye, & Edwards, 2007). This does have a tendency to be mitigated during the initial tender process (Obicci, 2017), which itself ensures the government has access to the most competitive pricing. However, the agreed price over the long term contract may well be more than an initially debt finances structure would be as the Government would be able to borrow at a fixed lower rate from its banks. With any project, its fate is decided by weighing up the risk management (Daniels, Radebaugh, & Sullivan, 2015)involved and the benefit of a PFI is the majority of that inherent risk is transferred from the public sector to the private sector (Wall, Minocha, & Rees, 2015). Through a PPP, the risk is passed to the private contractor to whom has an agreed upon budget and greater resources available. Without the PPP, the physical building, design and sometimes operating procedures on a contract would be undertaken by such companies regardless so minimal risk is subsequently retained in the short term by the government. Due to these long term inflexible contracts, high interest payments may occur to the PFI once it is handed over for public control and the use of the project may exceed its recoupable costs. This is evident throughout NHS contracts within the UK (Barej, 2017). PFI’s allow for funding in such areas that would struggle to get standard finance however in many cases that will be explored later in this report that finance would be fiscally better suited to be borrowed under a low interest rate in the short term. The private company will explore all the potential critical success factors (Li, Akintoye, & Edwards, 2007) as part of their risk management evaluation (Robinson, Carrillo, & Anumba, 2009).Performance indicators are a factor in the success of a PFI and attaining these targets could be a valid indicator that the project will provide value for money. This assumption creates the value which is underpins the critical success factors in any project (Gosling, 2004).
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[bookmark: _Toc512248979]2.2.1 Carillion

Since the 2008 financial crisis a large number of companies have been faced with bankruptcy amongst allegations of poor management of PFI projects. The largest of these has been Carillion. Carillion were a multinational facilities management and construction company that ran several government projects since PFI was introduced including the HS2 rail network (Bowden, 2018), many large schools and hospitals. Former Labour PM Tony Blair gave Carillion their first contract in the 1990’s and they subsequently became the UK’s second biggest builder before its liquidation in 2018 and a subsequent £100m support package from the government (Press Association, 2018). Carillion were able to rapidly expand as through their government ties, they were deemed “a strong and good private consortium” (Li, Akintoye, & Edwards, 2007, p. 462) within the available financial market at that time.  
Table 2: Additional Carillion fallout in the immediate short term.
They went into liquidation shortly after issuing a profit warning causing a surge in its share price dropping and causing the direct loss of 1800 workers (Thomas, 2018).  
UK Big 5 banks lost £140m in emergency loans and £790m in a credit lending facility to them (Bradley, 2018). 
Joint Venture partners Balfour Beatty and Galliford Try were liable for a total of £170m in additional cash contributions necessary to complete the work (2015). 
The £335m Royal Liverpool hospital due to be finished in March 2018 has no fixed completion date due to large cracks in the building (Thomas, 2018).
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The Edinburgh Tram project is current under a public enquiry due to being heavily over budget and behind in schedule through fundamental errors at the initial planning stage (Swanson, 2017).
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Since 2013, the Chinese government has moved towards government PPP schemes to greater improve infrastructure (Chang & Chen, 2017). The Chinese government is offloading its short term debt onto PPP with the view of longevity and application of the service focused model. China has an investment level of 40% it’s GDP (Quieroz, Astesiano, & Serebrisky, 2014). 
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Brazil views PFI as an important method for provided needed infrastructure within the country and relies on foreign investments as its primary source of infrastructure funding and as such the private entity plays less part in the implementation of the legal or regulatory framework. Brazil has an investment level of 19% it’s GDP (Quieroz, Astesiano, & Serebrisky, 2014). 
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Sweden uses PPP projects primarily to fund sport and cultural facilities (Stein, 2007) and the private company bears the responsibility for everything including the management of the PPP. It can be argued that this method of ownership can transfer too much inherent risk over to the private partner and limit the regulatory oversight needed from the public body (Boussabaine, 2013). 
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The Bujagali hydropower project was initiated due a lack of local expertise and skills with the intention of long term sustainability in the region. It is deemed successful by the local government through its lower power cost, overall project transparency and environmental offset (The Bujagali Hydropower Project, 2018). 
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No city in India has continuous access to clean running water and it is proposed that through PPP’s this could be solved in the 1990’s but failed due to poor management and planning (World Bank, 2014). With the inception of more foreign direct investment in India, it is hoped that more clean water PPP projects are adapted in order to provide a sustainable supply for future generations (Mathur, 2017). Between 2005 and 2011, 15 PPP’s were signed specifically for water sustainability. 
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Several claims have been made post Brexit announcement that the UK would have access to more flexible credit agreements from other countries (Creasy, 2017) (Macshane, 2018) however it is still ultimately unclear how Brexit will affect future PFI agreements and the value for money through those arrangements. Macshane suggests that the downfall of Carillion can in part to a lower perception of value for money as projects were successfully completed. Halligan and Lyons discuss what they deem as “scandalously high interest charges” (Clean Brexit, 2017, p. 63) as a key feature to evolve through the Brexit process. They infer that post Brexit, after a perceived down turn in PFI’s the UK could develop its regional growth centres to gain access to newer available finance markets through the ratification of Article 50 and subsequently add greater value to the UK economy. In order to show value for money in a PPP there must be a mitigating positive outcome of a countries GDP (Obicci, 2017). 
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It is the primary role of external audit agencies such as the National Audit Office (NAO) and more locally, the Welsh Auditor General (WAG) to ensure that public money is spent in the best interests of the taxpaying public. This independent organisation are to objectively explore PFI schemes in order to provide value for money. In 2012, The UK Treasury select committee reported that PFI does not provide taxpayers with good value for money (A new approach to public private partnerships). 
In 2015, the National Audit office reported than PFI projects are generally being delivered to the specified timeframe and budget (House Of Commons, 2015). Some PFI contracts such as the Northumbria Healthcare NHS Trust were subsequently terminated due to higher than perceived costs which would have fallen to the public to pay. This PFI was terminated at a total loss of £24m, however saved a total of £67m over the long term contract (House Of Commons, 2015). The Edinburgh Tram project is current under a public enquiry due to being heavily over budget (Swanson, 2017) and behind schedule stemming from contract issues and a systemic failure to communicate efficiently. The NAO reported that as part of the £55bn HS2 rail project, outgoing staff were overpaid £1.8m due to what the perceived as a ‘basic lack of financial controls’ (Topham, 2017).
[bookmark: _Toc512248988]5.0 Conclusion

It has been documented that PFI’s are a useful tool for any Government to increase its infrastructure without outlying the initial cost to do so. This enables a Government in the short term to reduce its national debt whilst gaining the needed hospitals, schools, and roads that they cannot fund in immediate future. However the long term aspects such as high interest payments and a trail of incomplete projects after the collapse of Carillion only further highlights the risk involved in PFI’s. PFI’s are an established and successful method of boosting the economy in the short term though, the questions regarding the long term benefits of PFI cannot be ignored.  In order to show value for money in a PPP there must be a mitigating positive outcome of a countries GDP (Obicci, 2017)
[bookmark: _Toc512248989]6.0 Recommendations

Use short term public sector loans to buy out of long term PFI contracts if the long term interest payments outweigh initial short term borrowing.
Utilise the post Brexit market power of the UK to renegotiate existing NHS PFI contacts with the aim of capping the amount of profit made by the private finance company. 
Encourage more international sustainable PPP such as clean water initiatives in India. 
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Current PFI projects

Department Capital value Unitary charge Total unitary charge  Number of
payments: 2015/16 payments: 2015/16 PF

onwards  projects

(£ million) (€ million) (€ million)

Department of Health 12,083 2,025 66315 123
Of which NHS 11,845 1,961 64944 105
Ministry of Defence 9,043 1838 31871 o
Department for Transport 7.879 1238 27,592 62
Department for Education 7.800 1,082 22254 168
Scottish Government 5,690 985 22284 £l
Other departments 14,060 3,299 51878 251
Total 56,554 10,467 222,194 728

Notes. NHS figures are for all projects listed under the Department of Health with the exception of socal care projects




