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The Private Finance Initiative (PFI) has become highly popular and it’s removed a huge burden of raising finance off the public sector. Despite many benefits from PFI projects, there have also been criticisms of PFI, which have centred on key issues such as excessive private sector profits and lack of cost effectiveness. Nevertheless, PFI has remained a key infrastructure procurement method in the UK and is well supported by the Government.
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This report will be constructed from books, academic journals and articles. The report shall meet the following objectives:

1. An overview of the Private Finance Initiative (PFI) mechanism.

2. Explanation of how the PFI changed the way in which Public Assets were traditionally financed, and how this has (previously and currently) impacted on the UK Government’s National Debt.

3. The perceived advantages/disadvantages of the PFI.

4. Appropriate PFI schemes in relation to the three points mentioned above. 

5. Role of the external audit agencies regarding Value for Money (VfM) on PFI schemes.

[bookmark: _Toc512268192]1.2 What is PFI?

Firstly, it is important not to confuse the two terms, Public Private Partnership (PPP) and Private Finance Initiative (PFI), as both have very similar characteristics and the latter is a form of PPP where the public and private sectors undertake a long-term contractual arrangement to deliver public services, whilst inheriting some form of risk (Carrillo et al., 2008). 

The House of Commons Treasury Committee (2011, p. 4) briefly describes the PFI mechanism as a process under which “groups of private investors manage the design, build, finance and operation (DBFO) of public infrastructure”. 

PFI schemes are not funded by government, and instead are put out to tender developers who invest and build a project which may involve large scale buildings and infrastructures such as hospitals, schools and bridges. These are then leased back on long-term agreements to the public sector - often 25 years or longer (The Telegraph, 2011) – in exchange for regular payments (categorised as revenue payments).
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As mentioned previously, PFI is a type of PPP and is an important policy invented to change the model of funding for large-scale projects. PFI was first designed in 1992 by Sir John Major of the Conservative government (Yescombe, 2007), and then gained popularity under the Labour government in 1997 (Riley, 2013). 

Before PFI was introduced, all new public assets were financed by the Bank of England in the form of ‘long-term borrowing’. This borrowing contributed to the increasing Public Sector Net Debt (P.S.N.D.), or commonly known as ‘National Debt’ (National Statistics, 2018), and created pressure on public sector (education and health) because the assets were getting old and had to be replaced. Over the last decade, since recession in 2008, National Debt has increased to over 80 percent GDP, whereas in 2005 it was 38 percent GDP (Chantrill, 2018). Therefore PFI schemes were introduced to bring about increased innovation, provide value for money for the government and transfer risk to the private sector (Carrillo et al., 2008). Furthermore, PFI schemes encourage private investors to be in command of not just designing and building, but also the finance side and the operation of public infrastructure, such as hospitals, prisons, new schools etc. (Riley, 2013). These methods of financing also allow the government to keep debt off the balance sheet, as one of their concern is to stop their debt from increasing (Walker, 2003). According to Professor Hodges (House of Commons, 2011), sometimes PFI is the only route to obtain finance for such large projects. 

A special purpose vehicle (SPV) is created by the private sector merely for the PFI to deliver the project and is responsible for acquiring the extra funding required to construct the asset. The SPV is also in charge of securing the best-value funding package, and a funding competition is run that seeks to deliver value for money (Scottish Parliament). OGC (2002, p. 6) has defined value for money as the “optimum combination of whole life cost and quality (or fitness for purpose) to meet the user's requirement”.

Yescombe (2007, p. 18) mentions that risk transfer improves VfM because “the risks which are transferred can be better managed by the private sector, and thus the cost of doing this will be lower than if the risks are retained by the public sector”.
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One potential benefit of a PFI scheme identified by the House of Commons (2011, p.5) is that it “encourages the allocation of risks to those most able to manage them”. This allows the project to be completed with superior certainty of success and helps achive overall cost efficiencies. 

Another advantage of  a PFI scheme over a DBFO is that the project is delivered to time and price (in most successful PFI projects). As the private sector is not paid until the project is completed, it encourages timely delivery. Furthermore, fixed price contracts for construction projects have to be delivered on time, otherwise contractors are face with financial consequences (Grimsey & Lewis, 2004).
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Some PFI schemes have proven to be unsuccessful and have provided poor value for money. Long term contracts are difficult to manage and can be costly to change if projects are flawed (Riley, 2013), for example the Edinburgh Tram Network, as further explored below, which proved to be more than twice as costly than projected.

Also, since the credit crisis costs of finance have increased and therefore there’s higher costs to carry out a project (House of Commons, 2011).
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Carillion plc, founded in 1999 and is one of Britain’s largest construction company, went into liquidation in January 2018. The company has PFI contracts worth £1.7 billion (South Wales Argus, 2018), including construction work on rail projects such as HS2, catering and cleaning at NHS hospitals and providing school dinners. The firm has been responsible for many major projects in the UK such as the Library of Birmingham, Tate Modern and Star City in Birmingham (Carillion plc, 2011). Internationally, Carillion has completed projects such as the Grand Mosque and the Majlis in Oman, Yas Marina Hotel in Abu Dhabi and the Copenhagen Metro.

Carillion had five major lenders of money, including HSBC and Barclays, and the latter suffered a loss of £127m after the construction company collapsed (BBC, 2018). The firm becoming bust also forced some major projects in progress to stop. For example, Carillion had a £75m contract to build Angel Gardens in Manchester (Morby, 2018), and construction stopped immediately once the firm went bankrupt. The closing down of the firm also meant people lost jobs and to date 1,852 jobs have been made redundant, although the government confirmed that it has helped save over 10,000 jobs (Morrison, 2018).

The Edinburgh Tram Network (ETN), which opened to public in 2014, is an example of a failed PFI project. In March 2003, the Scottish government announced that a tram network would be introduced to reduce car traffic and pollution, promote sustainability and make transport the transport system safer (Boateng & Chen, 2014), all at an estimated cost of £375 million (Swanson, 2017). However that cost was more than doubled by the time the project finished (5 years later than expected) and ended up costing £776 million of taxpayers’ money. 

One reason for the project being delayed was that in 2007, the Scottish National Party (SNP) was elected and there were disputes as they wanted to cancel the project to save money. However, the Parliament voted to continue the project, to which the SNP agreed, although the party refused to spend extra public money (Boateng & Chen, 2014). Therefore, the ETN looked to find other contractors who could carry out the project at lower cost, which further delayed the progress. Another reason that halted the progress was the freezing temperatures in 2009 – 2011. Roads were dug up and left untouched for months at times, and this affected local businesses as it deterred people from coming to the city centre (Swanson, 2017). Overall, the ETN project is not good value for money because it cost the taxpayers a lot of money, and as Whitelegg (2014) mentions, it’s not good value for money as it “hasn’t got more people walking and using other forms of transport”.
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A PFI scheme that is seen as successful and has provided value for money is the Severn Crossing. The first Severn Bridge was built in 1966 to make transportation over the River Severn easier for vehicles crossing between Wales and England. Thirty years later, in 1996, the Second Severn Crossing Bridge was opened to supplement traffic capacity of the first bridge. The contract was signed by a company named Severn Crossing plc, and had the responsibility of not just managing the new crossing, but also maintaining and managing the old Severn Bridge (Severn River Crossing Plc, 2011). Under this new contract, the company was permitted to collect payments for 25 years to cover the financing costs of the new bridge, which amounted to £300 million (Welsh Conservatives, 2018). 

The current toll is £5.60 for cars entering Wales. The toll was expected to be scrapped years ago but due to the extra maintenance and operation costs, the Government has allowed the company to continue with collecting tolls (Shipton, 2014). Furthermore, a report by the Welsh Affairs Committee in 2010 claimed that the bridge raised a revenue of £72 million a year, whereas it costs just £15 million to run and maintain it (Shipton, 2014). 

The tolls kept rising in line with inflation over the years which angered many tourists and businesses as there was a perception that tolls discouraged traffic coming to Wales. However, the tolls will be abolished for all vehicles in 2018 when the crossing reverts to public ownership (Slawson, 2017). This is expected to boost south Wales’ economy by £100 million a year as motorists will save money and cut their journey times as they won’t take alternative routes. Therefore, the second Severn Bridge can be seen as a successful PFI project as benefits outweigh the negatives, and as the Prime Minister, Theresa May, said “strengthened links between both communities will drive further economic benefits to all areas surrounding the crossings and the key economic centres in Cardiff, Bath, Bristol and Newport” (Welsh Conservatives, 2018). 
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The job of external auditors is to review financial statements and give an unbiased opinion on whether they’re ‘true and fair’ (ACCA, 2018).

To prevent fraud and corruption, external auditing is very important as it ensures taxpayers money is spent for intended purposes and creates value for money. A VfM audit evaluates the suitability, reliability and use of internal controls. VfM is defined as the achievement of three components: efficiency, economy and effectiveness (Coombs & Jenkins, 1994). Efficiency is concerned with the amount of resources required to complete the project and achieve objectives in relation to the cost of those objectives. The economy is concerned with number of resources required from the organisations point of view; like number of staff and its cost. Effectiveness is calculated in regards with the output; such as whether it provides VfM or not.

According to Coombs and Jenkins (2002), it is hard to judge the level of VfM in PFI projects due to the length and complexity of the contract, however this issue must be solved if a contribution is to be made at the strategic level of policy (Coombs & Jenkins, 1994). Also, it is vital for the external auditor to remain independent throughout the audit to ensure there’s no risk of conflict of interest. 
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The effects of Brexit on the PFI projects are bound to be negative because of arising uncertainties. This means projects will not meet deadlines and costs are potentially increased due to fluctuations in currency (Clifford Chance, 2016). However, according to the FTSE (2016), PFI projects “should maintain their credit strength”, despite increased risks of adverse economic developments in the UK.

Clifford Chance (2016) believe investor uncertainty is a short-term effect of Brexit due to the domestic policy being uncertain in the UK. The long-term effects are harder to assess because it depends on what terms the UK leaves the European Union.

[bookmark: _Toc512268201]3.0 Conclusion

Arguably, PFI is an improved form of public procurement as it can yield efficiency savings and provide better value for money compared to projects that have traditionally been wholly dependent upon the public sector for management and finance. Under some circumstances, PFI provides greater value for money compared to public sector projects because it allows transferring of risk (Andersen, 2000), lower operating and construction costs, and possibly more efficient maintenance in the long term (Allen, 2001). However, seeing some examples of failed projects previously, it is safe to say that PFI schemes can prove to be very costly to fix if mistakes are made because they can stand out for a long time (Akintoye & Beck, 2009).
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· User surveys should be carried out by departments as part of their post-contract evaluation of PFI projects. This will allow departments to collect relevant information regarding the operation of the built asset - whether it’s doing well or not, and this will help identify any problems which the department then can discuss with consortium.  
· There should be an agreement between the public and private sector that allows the latter to receive some benefits, for example reduced price of the contract – especially if many contractors are trying to sign same contract. However, the cheapest option may not always be the best choice and it can leave the public with lack of skills and expertise to build and maintain the infrastructure. 
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