2




Contents
Introduction	2
What Is a Private Finance Initiative (PFI)?	2
Explain more about the Private Finance Initiative (PFI)	2
PFI in the UK government	2
Advantages of PFI	3
Disadvantages of PFI	3
PFI—Value for Money (VFM)?	4
Conclusion	4
References	5

Figure 1: PS: Net Debt (excluding public sector banks) as a % of GDP: NSA (Public sector finances, 2019)	3


















[bookmark: _Toc7387148]Introduction
This paper is regarding the Private Finance Initiative (PFI). PFI is started from 90’s decade and the method invented by the government because of lack of capital to invest major project such as build a large building, build a road, Hospital, etc. PFI contract has advantage and disadvantage that is run all around the world such as the UK. Now, some politicians and accountants disagree with these kinds of contracts and the argument is about cost and repayment that should handle by the taxpayer and the public sector. According to the information’s that reported by some organization which are linked to the UK government. Some of these reports compare the project and value for money (VFM). 
[bookmark: _Toc7387149]What Is a Private Finance Initiative (PFI)?
A private finance initiative (PFI) is a method of financing public sector projects by the private sector that mainly used in UK and Australia. PFIs providing the funds and capital for projects that should pay off by the government and taxpayer and it is reducing the pressure on the public sector and the government. So, the private organization handles the capital of the projects instead of the government and annual payments are made by the government based on the contracts that could be for 30 years or more like a lease contract (Boussabaine, 2007). 
[bookmark: _Toc7387150]Explain more about the Private Finance Initiative (PFI)
Private finance initiatives (PFI) were applied for the first time in the United Kingdom in 1992 and growing up after 1997. These funds used to main public projects such as NHS, schools, prisons, hospitals, etc. In this case, the government does not need to provide money for main projects and these funds are leased by private section to complete the projects. The PFI contracts are a long period contract that naturally preceding 25 to 30 years and few contracts are less than 20 years or more than 40 years and it is depending on what kind of project is. the government pay off against these services. Normally, the government spent a large amount of money to run a project but PFI helps the government to reduce capital to start a project. In PFI method money back in long term repayment and plus interest that is paid off by the government. Also, some projects have a problem and the final decision is termination that is last resort. In this case, the public sector will be owned and repay the debt that is highly complex and private finances are not secure, instead of that secure repay the debt in termination cases. 
[bookmark: _Toc7387151]PFI in the UK government 
The UK government used to use PFI in the most project such as build hospital, build roads, maintenance schools from 1992 that is made big debt for the public sector and taxpayer because these contracts are for the long term and most of the repayments are for more than 20 years which quite a lot. Some people believe that the UK’s national debt is really a lot higher because national debt contained pension contributions and private finance initiatives PFI which are the duty of the UK government to pay off (Pettinger, 2019). The real national debt is £1,340 billion that is 103.5 per cent of GDP by the Centre for Policy Studies at the end of 2008 which is included all PFI contracts and the public sector pension liabilities such as pensions. The UK public sector debt to GDP ratio reached above 80% in 2019 (figure 1) that is UK debt predict the current forecast. However, the government predicts were not enough and disappointing so regularly revised in the past few years.
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The advantage of PFI is including Long term contract and relationship, government saving money, private profit and benefit, better management skills, risk transferred, Less construction time delivery against budget and innovation approach (Bennett and Iossa, 2006). Traditionally, governments make a fund in large capital for public projects and instructions and if are not able to fund money, so they try to borrow from Private finance company to complete the project. This project can need large capital that in case of the PFI contract is the one option (Akintoye, Beck and Kumaraswamy, no date; Carrillo et al., 2008).  PFIs are improved the project and tend to complete the project on time and pressure about the risk related and maintenance the project removes and handover from the public sector to the private sector. During this process, the financial adviser helps to improve financing processes and management such as investment banks or investment organization. Normally, these contracts are long term and PFIs help to expand the connection among the private sector and the public sector to have advantages. Also, both sectors able to share information and resources (WILL KENTON, 2019). 
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There are some disadvantage points that is including time decision, risk allocation, rising cost, lack of experience of the public sector, performance, build and design (Grimsey and Lewis, 2005; Walker and Rowlinson, 2007). The government decision is always taking time because of the process of the decision and is hurt the project. On the other hand, the risk is involved in all around the project from many aspects like lack of experience of the public sector about the project such as design, build, performance and time that lead to an effect on the procedure. So, time wasted, and the cost is increasing. the main problem of PFI is repayment term is containing interest term which is added as well, and it is large debt for taxpayers (Akbiyikli, Eaton and Turner, 2009). On the other hand, sometimes these contracts are containing maintenance that is increasing cost and tax in future for a long period of time.
[bookmark: _Toc7387154]PFI—Value for Money (VFM)?
Value for Money (VFM) examinations and accounting action are different but linked issues in Private Finance Initiative (PFI) projects. VFM show the total risk of the project that will define by analysis of the project and sharing of risk is not a priority because of the decision made by accounting actions in that process (Heald, 2003). HM Treasury has constantly mentioned that PFI should use only for the best value for money way of procurement. They concerned about PFI contracts because if they are not necessary and not value for money that can be a danger for the public sector. One of the examples of this contract is NHS (House of Commons Treasury Committee, 2011).  For instance, a PFI contract to providing medical facilities that were for a new building in 2012 for 1.15 billion and the length was for 35 years but because of inflation the cost for repayments growing up every year that is about £7 billion till end of the contract. Also, the repayment amount was £143.6 million in 2015 and trust had a shortage of around £90 million (Patients4NHS, 2018). On the other hand, the report came out by professional inspectors in 2012 that explain about the quality of the service that included the issues in NHS such as the extremely stressful and low mood of staff, so poor about the safety of the patient and lots of operations cancelled. This report made by the Care Quality Commission (CQC) (Graham et al., 2012).
The other example of a PFI contract is about road maintenance. Two organization called National Audit Office (NAO) and Committee of Public Accounts (PAC) were involved in PFI contract which investigated (Graeme A. Hodge，Carsten Greve, 2005). NAO is responsible about public money and accounting behalf of Parliament and taxpayers. Committee of Public Accounts (PAC) has the skill to do the whole service of Parliament (National Audit Office (NAO), 2019). PAC reported after an investigation that was the road maintenance contract is long term by the private sector and in recent years the cost is rising. The maintains for per square meter was £34 in 1997 – 1998 but this price rise to £42 per square meter in 2000 -2001which was increasing 24% in the actual term. The private sector response to reduce the cost but they told to the PAC the contract is based on quality not cost. So, this contract is the same as the other PFI contracts cost is growing and the pressure is on the public sector and Taxpayer (Edwards et al., 2004). 
[bookmark: _Toc7387155]Conclusion
In this report, it has reviewed PFI procedure that has advantage such as Time, budget, long term connection, high quality of the project, risk transfer from the public sector to the private sector, etc. and have disadvantage like high rate cost, lack of experience, make a long decision, etc. According to the information’s that belonged UK such as NHS project and road maintenance PFI method has issues. These issues hurt the body of the project such as interest rate and quality of services. This project needs more attention, education and review the contract and required to have a specialist to control better the projects or change contract to new owners. Define the issues and analyses make attention for a further decision that can help the government to save more money in the public sector and reduce pressure from the taxpayer and public sector. As a recommendation the PFI contracts required to analyse and investigate with the professional group about VFM to support more public sector and have better results and avoiding waste money and time. 
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