


Introduction
What is PFI
PFI stands for public sector finance and it is an alternate way for the government to raise capital, build and run facilities through the private sector. PFI is a form of PPP (Public Private Partnership) which establishes and creates new assets such as Prisons, schools, hospitals, etc (R. Akbiyikli, 2004). The main objective of a PFI is to provide a service usually a service that benefits the government in the long term which provides a better value for money (LiBing, 2005). The introduction of the PFI scheme was because it “would bring in more investment than what the government was able to provide through its conventional capital spending” (Asher, 2015) In recent years the UK has started move away from the idea of from the traditional capital budgeting approach to the private sector for designing, building, owning and operating government facilities. The U.K started heading to this direction of more privatisation focus due to the Thatcher government’s privatisation expansion from the 1980s (Forrer, 2002). The reason for this change is because the UK believes that the private sector has more management expertise and is more reliable to build and manage the facility with good quality as they are in ownership of the building.
The PFI mechanism requires both the public and private sector to adjust to new long-term roles they will have in the long term PFI contracts. The private sector will have more of service provider as they are required to “finance, build and operate a particular asset, providing a service to the public sector” whereas the public sector will be more of a service specifier as the private through the contract agreements with the government will need to adhere to the needs of the public. As shown in the figure below a broad web of contracts and agreements are made to link a variety of different parties who are involved or have interest in the project together and come to an agreement (R. Akbiyikli, 2003).
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Figure 1: PFI mechanism (R. Akbiyikli, 2003)
The aim of the framework shown above is to establish and understanding of mutual objectives each party in the project has which aims to achieve a good relationship with parties including “honesty, openness, trust, integrity and co-operation” which will make sure all parties are working together for the project. In the PFI framework as the public sector becomes the purchaser of a service there is requirement of the construction of management and operating comparing which is called SPV (Special purpose vehicle) which is the private sector body (House of Commons Treasury Committee, 2012).The SPV has legal owner ship of the concession which is authorised by the public sector.As shown in figure one the parties (Contract operator, bank and lenders) involved in the FPI own the SPV (R. Akbiyikli, 2004).Sometimes incentives such as rewards for achieving the goal before the deadline are used to  increase the performance of the private sector to achieve a desirable level in the project (Lei ZHOU, 2005).
















Main body
Advantages and disadvantages 
Advantages of PFI
One major advantage of PFI is that due to the private sector being in charge of the service such as building and financing the public asset ,the public sector transfer the risk associated with the new asset to the private sector to obtain a value for money (R. Akbiyikli, 2004).Although risks are transferred due to the PFI appraisal a very organised risk management system is used to minimise the occurrences of risks within the project using cost effective methods’ reduces the requirements of tax based procurements for the government therefore reducing the taxpayer costs which is beneficial for the economy. The main aims of PFI appraisal is to firstly to prove the value for money in the project being accepted, to prove the reliability and accuracy of the assumptions being made to use a PFI scheme rather than a traditional scheme and to decide which risks are better to be “retained” by the public sector and which risks are more beneficial to “transfer” to the private sector.
The current Northern Ireland(NI) funding regime heavily hinders the capital spending when financing projects through traditional methods as the amount that can be borrowed is very tightly constrained. A constrained amount of capital reduces the number of projects that can be conducted slowing down the improvement of the economy and GDP. This is not an issue when using PPP schemes such as PFI as it has no impact on capital budget and the public sector is only charged annually (Mark Hellowell, 2009). 
Private sectors due to the risk are more likely to focus on the success of the project through a long-term view of the project rather than thinking about how the project can be finished as soon as possible. The focus is aim towards risk management through PFI appraisal and focus on output/outcomes rather than what’s been input this is due to the project being funded by the private sector rather than the government which means the private sector would lose more if the project was not managed efficiently and effectively (Public Sector Research Centre, 2008).
Together the private sector and the public sector fill in the gaps each sector is missing. Private partners are specialised in “complex financial arrangements” as well as tasks which require a more technical set of skills which is handle more effectively by the skills of the private sector. The public sector in has control of the “legal system, regulation and policies” which gives the government more control of the project which allows for some reliability of the project. The combination of both the public sect and private sector for FPIs add more value for money to these projects by the quality of work they are capable of as a team (Jakutyte, 2012).
Disadvantages of PFI
In comparison with public-public partnerships PPPs are more expensive since PPPs are financed using taxable debt where’s as Public-Public partnerships are funded financially through non-taxable debt which in the short term is more beneficial because public corporations do not “make equity investments which are repaid at a higher rate of return than debt” (Munya, 2010). This may be true, but it is argued that in the long term when considering time constraints. Private sectors are under time constraints to complete the project. The cost of private finance has been especially expensive following the financial crisis and due to the increase in private finance cost its suggested to be innefective.it was reported by PricewaterhouseCoopers that there as 2.4% between PFI projects and the “benchmark cost of capital” which suggests that there are not much benefits of privatised finance compared to traditional forms. Some of the extra cost of privatised finance are suggested to be “unsuccessful bid costs, swap costs (for fixed interest rate contracts), and limited competition” (Starodubtseva, 2015).
It is suggested by one of the UKs biggest provider for PFI that the PFI scheme is out-dated and “no longer fit for purpose” and this is backed up by Mr brousse (2017) who suggests that the UK is in dire need for new infrastructure and the private sector is capable of this task but the PFI scheme must be rethought out. The scheme involves transferring risk to the private sector aswell as the responsibility of the financing of the projects to the private sector, this scheme has been increasingly questioned.
It has been debated for a while if PFI adds value for money with some saying no due to time constraints and the need of change in the scheme but most agree that the benefits of the scheme outweigh the negatives by a large margin (Starodubtseva, 2015). Countries such as the UK are a have reached a mature level of infrastructure but are suffering from a “public deficit and so fiscal reform” and due to an aging population revenues within the country is expected to decrease meaning that the government has a shortage of financial resources for infrastructure that is needed for the aging population (ACCA, 2012).
PFI schemes
collapse of Carillion
One of the most well-known cases of PFI is the collapse of Carillion, Carillion was created in 1990 from the demerger of tarmac and had reached massive success. Describing themselves as an “integrated support service” Carillion had over 450 contracts with government including things such as “UK education, justice, defence and transport ministries” They were reported as the second biggest maintenance service supplier for network rails (BBC, 2018). The company also operated in multiple other countries such as Canada and the Middle-East. With the success the company had a very healthy financial forecast until 2016 they had reported sales of “£5.2bn” but then met with a conundrum due to failed contracts which were expensive contracts which did not make the business much of a return leading to a large amount of loss for the company. It was suggested that carillon grew too fast by taking too many risky contracts which were bound to fail eventually. In January 2018 due to a massive £1.5bn debt pile the company finally collapsed, even after multiple talks with the government the company couldn’t be save. 43,000 (Vuelio, 2018)workers lost their job caused a massive impact in the UK economy as around 50% of the workers were in the UK (Federico Mor, 2018).Carillion also had massive debts as from 2009 they had an estimated £1.3bn which was more than five times the value of what they owed at the beginning of that year. The company didn’t make enough money to back loans as they were bidding so low for contracts they didn’t make enough profits to pay the loans. To solve this problem, they continued to get more contractors which created more debt. The UK government had a hand in this collapse as even though they knew that Carillion’s share value dropped 90% they continue to give them contracts this eventually lead to the company having to show profit warnings and then collapse. This case is a perfect example of the government being blinded by value for money and companies cutting corners. It leads a to a drop in GDP and a damaged economy. It was suggested by McShane (2018) suggested that Brexit may have had a hand in the collapse of Carillion as the most of the government resources were prioritised to Brexit with no resources left to oversee other key areas such as Carillion.
Tram system Croydon
The PFI project aim to integrate a tram link system in Croydon to cut down road congestion and “Assist in the regeneration of areas of social housing that were suffering from deprivation”. The Tram system contract was taken by a PPP between London Transport and Tram track Croydon Ltd. The project aimed to leave a small foot print as they tried to remove as little trees from the Addington woos route which allowed for the removal of “non-indigenous tree stock” which was an issue due to the self-seeding of the trees increasing the density of trees. The PFI was need as the Private capital funding required for a project of this size would have been difficult for the government to procure which meant without the capital funding available through PFI the project would never have been attempted due to lack of sources of capital funding. Due to all these factors the project was deemed a success at the end of it (BRE Garston, 2002).
Role of external audit agencies-statutory requirements to achieve value for money
The role of an external auditor is an impartial body which transmits financial results of the businesses or projects to the public. External auditors create a situation where the managers more accountable for the business. Through policies the external auditor can assure, mangers are not faking finances or inflating figures as they will face a serious fine and face other consequences (Ojo, 2009).



Conclusion 
To conclude PFI do come with a lot of benefits for the government such as a more quality orientated production of public asset which couldn’t be done by the public sector alone. Some government have no other way to raise capital effectively for large and important projects such as the tram system in Croydon which was made possible by a PFI. The scheme does have issues such as too much responsibility for the private sector with not much control of the asset for the public sector, but these issues are not large enough to not use PFI as the advantages outweigh the negatives. The PFI scheme does have a debate going on whether it is outdated or non-functional and may need a few more policies added to make it a more viable scheme and avoid Ponzi schemes such Carillion.
Recommendation
· PFI scheme can benefit the government quite a lot but it requires a lot more supervision form the government to avoid another Carillion collapse.
· The PFI scheme needs to be updated as the fact that the private sector has the risk transferred to them and responsibility of ownership and financing doesn’t seem viable.
· Companies should be limited to the number of contracts they are allowed to take, and a financial check should be made before allowing for a government contract to be given
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Contractual Model of PFI

The general mechanism and contractual structure of PFI project
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