


Table of Contents
1.	Introduction	2
2.	Main Body	2
2.1.	Benefits and pitfalls of PFI	2
2.2.	Examples of PFI in the UK	3
2.3.	Value for Money in PFI	3
2.4.	PFI in Malaysia	3
2.5.	PFI and Brexit	3
3.	Conclusion	4
4.	References	5




1. [bookmark: _Toc512283904]Introduction
This essay will evaluate the Private Finance Initiative (PFI) and its value for money within the UK and globally. It will outline what is meant by PFI and how it affects the government budgets, it will also analyse the downfalls and benefits of PFI and how it provides value for money to the UK government. The essay will also analyse examples of PFI where it has been successful and otherwise both in the UK and worldwide.
A PFI can be defined as a project where a ‘private sector party is constituted as a Special Purpose Vehicle (SPV), which manages and finances the design, build and an operation of a new facility.’ (House of Commons Treasury Committee, 2011) A PFI is funded by the private organisation and there is then a contract put in place for the government to repay that private organisation for their work, the contract will be a long term agreement that will span over many decades in most cases. (Chu, 2017)


2. [bookmark: _Toc512283905]Main Body
2.1. [bookmark: _Toc512283906]Benefits and pitfalls of PFI
	There are many examples of the UK using PFI to enable them to build and maintain structures that are desperately needed within their country. One benefit to PFI projects is that it is believed ‘the use of PFI has shaved about 2.5% off the debt-to-gross-domestic-product ratio’ which is attractive to investors and the government. (Hellowell, 2011) 
	Another benefit to PFI agreements is ‘the allocation of risks to those most able to manage them, achieving overall cost efficiencies and greater certainty of success’. (Booth & Starodubtseva, 2015) By using a PFI, the government is able to leave the designing and building to an organisation that specialises in it.
	Despite the benefits to PFI there is also evidence that PFI agreements are not value for money and that it is a risk that can overcome the government. An example of this is the work that Carillion had within the UK. One of Carillions largest ongoing project was the £335m contract to build the Royal Liverpool hospital, this is one project that has had the blame for the collapse of Carillion. (BBC News, 2018) The idea of having a private company fund and build a hospital in the UK is a beneficial one on the surface, it would ensure a faster build and allow work to begin sooner as the government wouldn’t have to raise the finance to pay for the work. Despite the benefit of this, it is at great risk, which has not paid off in the case. Following the downfall of Carillion, it has resulted in the work being carried out ceasing and leaving the work uncompleted, with the government unsure on how they will have the work completed. (BBC News, 2018) As well as the government being stuck with half completed structures when the private company enters liquidation, but the cost of PFI is higher than if the government built it through their own financing. A PFI contract will cost between 2 and 4 per cent more on average than other methods of government borrowing. (Mance & Parker, 2018)
	The cost of PFI agreements has a large effect on the governments budgets, one budget which is affected in particular is the NHS budget. It is said that the PFI schemes for the hospitals in the UK are set to cost the NHS around £3,729 every minute. (Mendick, Donnelly, & Kirk, 2015) By adding this extra cost to the budget, it means that the hospitals are having to stretch their staff and underpay their doctors. The NHS are currently under strict criticisms for their waiting times in their A&E departments, this is a result of the hospitals being under staffed due to lack of funding in the budgets. (Campbell & Duncan, 2018)
2.2. [bookmark: _Toc512283907]Examples of PFI in the UK
	Another example of how PFI has not been true value for money is the G4S contract for the London Olympics. The government agreed a $355m contract with the company for the security measures in the city during the event. Despite the assurances they provided, less than a month before the event was due to begin, they announced that they did not have enough employees to fulfil the contract, as a result, the government were tied into paying a substantial amount, and were required to call in the armed forces to make up the shortfall for security. (Taylor, 2012)
2.3. [bookmark: _Toc512283908]Value for Money in PFI
	When the government are deciding if they will agree to a PFI project, there are many things that they must consider, but the main one is whether or not it is ‘Value for Money’ (VFM). This can be defined in many ways. One definition is the ‘optimum combination of whole-of-life costs and quality (or fitness for purpose) of the good or service to meet the user’s requirement.’ (HM Treasury, 2006)
	PFI agreements have been criticised for not being the best value for money based upon the interest charged on the contracts. One of the worst examples is the scheme to widen the M25, where the UK were charged 24% on the agreement following the credit crisis. (Curtis, 2011)
2.4. [bookmark: _Toc512283909]PFI in Malaysia
	PFI is not only used within the UK but is also utilised across the world. One country which is currently investing in PFI projects is Malaysia. PFI projects are currently being used in the effort ‘to encourage private participation in the local construction development and to reduce government’s expenditure in providing public infrastructure and services.’ (Takim, Abdul-Rahman, Ismail, & Egbu, 2008) 
2.5. [bookmark: _Toc512283910]PFI and Brexit
	Following the UK’s recent decision to leave the EU, it is difficult to predict how it will affect the economy and future PFI contracts. If the outcome of leaving the EU is that the UK economy deteriorates, then it is possible that the government would be less inclined to raise finance for large projects, this could result in an increase of PFI agreements and transactions as they have the financial security that the government may not have at the unstable time. (Clifford Chance, 2016)
	However, by depending on PFI’s to build the essential structures, it will result in the country increasing their level of debt. It is estimated that following Brexit, the UK will have an increase in debt of around £60bn (Creasy, 2017), by relying on PFI for such investments, it increases the cost of the service. It was estimated in 2012 that the country will end up paying £304bn for goods and services with the value of £56bn. The cost of this has been compared to the interest rates of payday loan companies. (Walker, 2017) This is when the government will have to reassess the value of money for the contracts that they would be considering following Brexit.



3. [bookmark: _Toc512283911]Conclusion
	In conclusion, it appears that PFI projects can be of great benefit to the UK government, but it is at a high risk. Many of the projects have been successful, however it is at a higher cost to the government and at the risk of uncompleted work if the private organisation enters into liquidation. The main thing that the government would have to consider is whether or not entering a PFI contract is value for money for the tax payers within that country. The government would also have to consider the impact of Brexit on the economy and the cost of borrowing before entering a new PFI agreement during the process of leaving the EU.
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