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Overview of PFI scheme

In 1992 sir John Major and Conservative government were the first who introduced PFI, which originally was a mechanism for providing high quality services. However, it became a popular only after 1997, due to the initiative of Labour Government. 
Since then, PFI were utilised for the construction of schools, prisons, hospitals and etc. Private companies have not been receiving upfront payments from tax receipts, but they had a long-term repayment (20+ years) with interest added from the government, for whom it was a benefit to extend tremendously large payments (Bovaird & Löffler, 2009).  

PFI scheme comprises of the public and private sector clients, financial managers, legal advisors, team of managers and builders and subcontractors. 
For a higher efficiency, private sector has Special Purpose Vehicles (SPV), which allows improved financing and a greater degree of operational control of the private agent.

SPV can be required as a part of the business deal by private companies. SPV is indispensable for capital intensive endeavours, like infrastructure projects. In order to avoid any financial adversities, such as increase in liabilities, SPV is essentially undertaken to mitigate any risks. (Investopedia, n.d.)


PFI/ PPP, as a tool for privatisation and funding highly cost projects, has been actively used by the number of governments in different countries. It originated in the late 90s in the UK and Australia and it has been used widely across Spain. It is regarded that PFI is an efficient method of improving accountability of the expenses in public sector (Barlow et al., 2010).  


Brexit

The terms and conditions on which the UK will exit the EU, may play a pivotal role in the way the UK’s infrastructure sector will be developing in the long-term perspective. 

Currently, there is a looming uncertainty whether Brexit will bring negative/ positive changes related to the future and present infrastructure projects. Multiple concerns have been raised regarding “large-scale 'mega projects' such as High Speed 2 (HS2) and the 'Northern Powerhouse”, which are under risk of being stopped or slowed down because of the UK’s decision to leave. (although we note that the recent appointment of Andrew Percy as the Minister for Local Growth and the Northern Powerhouse suggests that the new Conservative government will continue to support the Northern Powerhouse strategy). 

It is highly likely that because of the uncertainty caused by Brexit some of the deadlines for the projects would need to be extended. Government shall also be prepared that some projects will see the increase in their cost as a result of fluctuations and differences in currencies.  Large-scale infrastructure projects are often resilient due to their long-term nature and, for some projects more than others, significant political backing. It has been admitted that the projects on their final step of development have more chances of being completed than those which are one starting or middle phase development (Cahill, 2018). 

If the UK’s economy will suffer from Brexit, the Government will less tend to neither initiate nor to support mega projects. As a consequence, private sector may increase the number of PFI transactions. The limitations of budget will dictate to the private companies the number of projects and how they will be constructed. 

However, if recession takes place, as a strategy to stimulate economic growth, the Government may underwrite more construction projects or may incur the favourable price. This has already been discussed by Theresa May, who has added that she may support if Treasury-backed project bonds finance construction projects. 

Advantages of PFI

The UK Government decided to pursue the PFI as it could have many perceived advantages for the nation as a whole. The first merit of PFI is the public sector doesn't have to find the money in advance to meet high initial costs (Corner, 2006). This entails a reduction in public borrowing, which result in the decline of National Debt. The decrease of National Debt will lighten the tax burden of taxpayers. This will eventually lead to a greater Value for money. PFI enable Government to increase a level and standards of living for its citizens when it builds schools, hospitals, roads, etc., which also could potentially have conventional methods of financing (House of Commons Treasury Committee, 2011). 

Disadvantages of PFI

Treasury (2012) has raised a concern regarding the investors who are lucky to make fortune from PFI projects. It is a result of government’s poor negotiations, which have led to excessively high costs for some of PFIs (Inman, 2018).
As there will be a minimal return for the project for the government, compared to overall cost of the project and investors’ profits, value for money shall be doubted. Despite the long-term contract, PFI may be a potential disadvantage as it incurs tremendously high costs of finance.   
Also, one of the potential disadvantages is that the contract may appear to be unsustainable or may be difficult to make amendments to in case public organisation faces any financial or business adversities (Beckford, 2018). 

As a consequence, the government would have no other option, but to pay high rates to make favourable changes in the contracts. For instance, number of hospitals cannot afford paying full list of costs like catering and cleaning. Some hospitals has succeeded in renegotiating contracts, but there is a risk that the government may be forced to withdraw from financial obligations struggling trusts.

Corner (2006) has found out that another possible disadvantage could be that private sector contractors may sacrifice quality in order to complete projects as quick as possible and begin generating return on them. 
 
Companies and PFIs: 

Carillion
Carillion is a multinational construction company, which went into liquidation in 2018 with liabilities of approximately £7 bn. It was an employer 43, 000 individuals, was among companies from London Exchange Stock List and used to be the second largest construction company in Great Britain. It was admitted that the company undertook risky projects which doomed to be unprofitable. The example of Carillion PFI projects are: the construction of Royal Liverpool Hospital and Midland Metropolitan Hospital, Highfields Park restoration, etc. 

G4S
It has undermined its reputation during 2012 Olympics when it was involved in PFI project to provide security guards, but did not manage to achieve the primary goal of the contract. The UK government responded by pay partially for the services of the company. In spite of this malpractice, G4S is in a good financial health, it has a strong balance sheet as the profit has seen 14% increase. 

Balfour Beatty 
It is the UK’s largest construction company, which was involved in three joint ventures with Carillion-road projects in Aberdeenshire, Cambridgeshire and North-West England. 

The company has gone through hardships from 2014-2016 when its share prices plummeted for 75% because of the continuous profit warnings. However, last year the company Balfour Beatty saw increase in profit as a result of turnaround strategic planning. The PFI projects Balfour Beatty was involved in the construction of M25 motorway, Queen Elizabeth Hospital in Birmingham and a student housing scheme at Aberystwyth University (Dakers, 2018). 

Alternatives to PFI

PFI is the most actively used method of financing projects, but it is not a solely one. Because of the multiple PFI’s disadvantages, different ways of financing are under debate, test and scrutiny. The most popular among them is regulated assets based (RAB) and tax increment funding (TIF) models.

RAB supposes to pour financial means in a regulated asset via long-term borrowing. Money is generated from an income generating asset and regulation mitigates all the risks, which stimulate affordable financing. RAB absorbs risks associated with making an investment into a construction by passing on the sunk costs related to the capital investment to the customer (Monbiot, 2018). 
 
Currently, RAB has been utilised in regulated utilities sector, with successful projects well established in airports and social housing. RAB was so successful that government has reported that National Infrastructure Plan aims to introduce and promote RAB to various sectors. London First Infrastructure Commission has also regarded RAB as a decent substitute for PFI when it comes to construction of London Underground. 

TIF is another alternative to PFI. It drowns increasing attention from public and private sectors. Tax increment financing enables local government to pour money into public infrastructure and other services upfront. The local council can pay off later for those investments by capturing the expected profit yielded by the project (Creasy, 2018). 

Last year, Edinburgh city council gained an approval of the Scottish Government for using TIF for financing the infrastructure of Edinburgh’s waterfront. 

Management of Risk

Risk management is crucial to PFIs and it allows private sector to predict and avoid any possible adversities. Rolfe et al.’s (2001) model considers three questions, which may assist in mitigation the risks: 1) “What are we dealing with and what are we trying to achieve”
2) “So what? what should have been done better?” 3) “Now what?; now what might be the consequences of this action?” (Project Risk Coach, 2018). 

Sold off contracts

In order to bring short-term large profits, public sector may sell PFI contracts. This will eventually help to minimise any long-term risks of the contract. The method of selling off the contracts to generate profit for the private sector has ripped off taxpayers and has led to several scandals. For instance, private company, which has built and financed the University Hospital of North Durham has sold off the contract before the term end, which resulted in tens of millions of profit gains (Pratley, 2018).
Recently four contracts have been sold off in England, which allowed the private sector to make £300 million in profits and the largest sell of deal was for Balfour Beatty contractor,  sold its stake in a company which is responsible for M25 motorway and has  ended up generating £189 million (Macfarlane, 2018). 
 
The role of external auditors

Generally, every PFI contract negotiated is different to others. There is no “off the shelf” contract. Hence, to establish value for money in the provision of services is not straightforward, and is very time consuming for the auditor (Syal, 2018). 

Statutory role of external auditor is to ensure public money is spent within the law, wisely and to ensure the public obtains value for money in the provision of public services. 

When dealing with large complex and long period contracts, it is difficult for the auditor to assess VFM at interim stages. 

The external auditor is not involved in the pre-contract negotiations/ evaluations/ assessments. Managers in public service organisations can commit public funds, leaving the external auditor to access the quality of decisions/contracts after the event (Tovey, 2018). 

The final aim of external auditors is to ensure that the taxpayer is getting a good deal. This is supported by the four pillars: setting clear objectives, application of proper procurement processes, getting the best available deal and ensuring that the deal makes sense (National Audit Office, 1999). PFI project must undergo value testing through either benchmarking or market testing, usually every five years, with the treasury preferring the latter. 



Profits within a private sector

The price of PFI contracts for the public sector is astronomically high. According to Yescombe in the interview, In Focus: Public-Private Partnerships, (2013) that PFI contracts “privatise profits and socialise losses”. It has been suggested by Saunders et. al (2016) that for the public sector to benefit from these profits they should nationalise the Special Purpose Vehicle (SPV). Nationalising the SPV would give the public-sector back control and stop the private sector using assets such as hospitals to inflate profits and increase the debt (Investopedia, 2018). 

The private sector currently use SPVs to gain a profit by receiving dividends on any profits made by SPV. Each equity holder receives between 10% and 15% interest on the project loan. The public sector also gain profit from director fees and admin costs, also can sell on and make profit on any equity of projects if they wish to do so. 

Conclusions
 
The PFI can be regarded as a useful tool for the government to increase the provision of infrastructure as it is initially saves the government money and can help reduce the National Debt. It can also provide the UK with needed schools and hospitals that government cannot afford to buy outright.  PFI projects meant to provide a good value for money for delivering services. The positive examples of PFI can be: construction of second Severn river Crossing. It has became an alternative route for customers to suppliers, and vice versa.  However, there are handful of examples when the government or a company struggles to maintain, finish or to finance the project; for instance:  South London Healthcare NHS Trust, which aimed to build three hospitals in London. The overall result of the initiative was that it has been filed into administration because of £1.3m. loss per week. 
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