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Introduction

The aims of the following report are, to provide a brief overview of the “Private Finance Initiative” (PFI) mechanism. Explaining, how the PFI changed the way in which public assets were traditionally financed, and how this had previously & currently impacted on the UK Government’s National Debt, incorporating examples of specific schemes from countries worldwide, showing evidence that may suggest governments/public organisations have achieved successful outcomes or failure. Also going into depth of the advantages & disadvantages of the PFI mechanism, discussing if the PFI adds value to the economy & increases GDP also if PFI’s are value for money. The report will include a critical evaluation of appropriate PFI schemes that have already been implicated and review its affects to the government. Lastly discussing the role of the external audit agencies such as, “national audit office”, “welsh auditor general” in relation to the P.F.I schemes in U.K, & the statutory requirements to achieve value for money & sustainability. 

Main Body

Private Finance Initiative (PFI) is a source of finance from the private sector in order to fund public sector projects. PFI’s lower the worry on governments and taxpayers by not requesting immediate capital from them. Projects that include PFI’s the private companies, they are usually responsible for the upfront costs instead of the government. After that the government lease out the project from the private companies and make payments on agreed terms usually yearly. Vast amount of these projects are given to construction firms and the agreement can last for over 30 years. (Kenton, W. 2019) Bringing in Private sector to finance for public sector investments, can be known as PFI mechanism examples include building of hospital building programmes, the sale of local housing stock to housing associations. The plan overall is to lower costs, and also this enables upfront borrowing costs to be passed on to the private sector which will initially improve the balance sheet of the treasury. (Law, J. and Owen, G. 2010). As well as an agreement between public agencies and private sector, resources are shared between both parties such as skills and assets. Thus, PPP is an “arrangement in which the private sector supplies infrastructure assets and services traditionally provided by governments”.
Traditional Public Finance 
The traditional method to finance public assets were by traditional procurement, this is a method used commonly in the construction industry, the traditional method is a where the design of the work and construction of the work are separate. The government or client would be responsible for every aspect of the project. The designs and the production process will be in the hands of the client. The full responsibility of managing the projects lies with the client, government will be responsible for the full project. (Hiewliming 2019). Risks with this method is considerable inefficiencies in the form of delays during construction and major cost increases. Projects can also be hard to due to the client having to communicate with many different parties at the same time. Also, miscommunication can occur between parties for example between contractors and consultants. Traditional projects tend to take longer than usual being more time-consuming increasing costs. The traditional system in Malaysia has been declining vastly, due to complexity and dynamic nature of the construction industry. Due to the time consumed of projects, the uncertainty of costs included in the projects. A survey in Malaysia resulted in 54% of clients were satisfied from tradition methods. (Tien Kong, A. 2004). 
Private Finance Initiative 
Public-Private Partnership (PPP) also known as Private Finance Initiative (PFI) are relatively new, even though they can be dated back to thousands of years ago. In the 1980’s PPP were coming back into action delivering infrastructure assets and social services. Countries in the developing world have rather been slow to adapt to PPP. Only 276 projects were established in Sub-Saharan Africa between 2005-2015. Nathan et al(2017). In the 1990’s government saw big changes towards delivering public infrastructure. U.K witnessed the re-introduction of PPP’s. The accomplishment from PPP, was that the government funding of new infrastructure risked going over the public sector borrowing requirement and the private sector would help the government not to exceed their borrowing. The conservative government announced that new infrastructure should be financed by private sector, which would help private sector gain investment opportunities and the public sector would have gained new infrastructure. (Hodge, G., Greve, C. and Biygautane, M. 2018). 
Impact on the UK Governments National Debt and GDP 
Many PPP projects are not recorded in the public sector debt. Using PFI to change how spending is classifies, and get projects to be off the balance sheet. To date savings have been made previously from PFI’s. The HM treasury supported departments and public authorities to be able to use strategies which would be cost effective. Also, to allow risks to be eliminated that would arise from interest rate and inflation. Agreements in 2008 were made were gain sharing would be involved from refinancing or renegotiations in projects.  For example, the Thameslink project completed in February 2015 lead to potential taxpayers saving due to lower borrowing costs. The HM treasury announced savings of 2.1bn in 2015 from launching the operational PFI saving Programme which was launched to maximize efficiency saving from PFI projects.  (Vasilisa, 2015). Most of the PFI projects. Does not come in the National Debt of Britain. Critics mention that if PFI debt was to be counted for in the GDP and national debt they both would increase debt by £35bn and GDP by 2.5%. in the economy PFI are seen to be less costly and cause less debt on the balance sheet of the Tresury resulting in a better economy. Potentially the growth from this will attract private investors to invest in the UK.( Armitstead, L. 2019). 

PFI Schemes 

A successful PFI project would be the Severn bridge in wales. The bridge was operated by a private company which the deal was created by the Tory Government in 1992. The original cost of the investment was near £450 million but the private sector made over £1 billion in result of their investment. Now the crossing has come back into public ownership. Intially investors had built the bridge on the M4 to access Wales to England more easier charging a toll to use the highway, but thier still was another road accessible with free of charge. From this PFI both the public have benefited from and also the private investors. (Cymru, N. 2019). In the United states a project was undertaken to be successful for the investors. The Orange County’s route 91 express lane was built. A 16km express lane with a toll of $8, the service was launched in 1990, soon the express lane became over populated by vehicles, but the normal highway users experienced a massive congestion. The project was successful in the beginning until the express lane became more busier, concluding in the investors to benefit from this. (planning Tank 2019). These are some successful projects which lowered the burden on government without high expenditure and benefiting from the roads and investment. Where the public take back the control of the building/land and also a happy investor. 
Advantages & Disadvantages of PFI
There are many benefits to the PFI’s including:
· Public saving
· Better management skills
· Risk transfer 
Some of the disadvantages can include:
· Time taking, research has shown PFI process takes too long or management decisions.
· Lack of expertise, lack in public sector in terms of experience is one of the issues or PFI process. 


Critics of PPP
The NHS has more than 100 PFI hospitals. Resulting the costs to be £80bn in total the U.K’s PFI debt is more £300gn for projects that are worth half the amount. So, a lot of money will have to be paid off by the end of the agreements by the public sector which is usually paid by the taxpayer’s money. (El-Gingihy, Y. 2019). There are many researchers which mention that the debt is not put on the balance sheet of the treasury. Showing unrealistic figures. 
Higher costs of PPP finance are justified on the basis that risk is ‘transferred’ from the public to the private sector. Yet in reality the private sector has insisted on government guarantees which ensure all the risk is borne by the public. Speaking in London in November 2015, former UK Finance Minister and Prime Minister Gordon Brown, who oversaw much of the PPP programme in the UK, said: “the private sector try to transfer all the risk of PPPs back to public sector, as we found to our cost in the UK with PFI schemes.” (Benjamin, J. 2016).
External Audit Agencies 
External auditors regarding PPP’s can have the role of regulatory audit which includes the audit of the financial statements of government. Also, performance, or value for money audits. Auditors review the governments effectiveness and efficiency. Also, if it complies within the rules of accounting standards. (Worldbankgroup. 2015). A review made by the national audit office in 2015, found out that investments through PFI schemes result in the cost to double mfor the public sector.  (Benjamin, J. 2016).
Conclusion 
PFI’s have significantly increased since 1980’s in U.K, there have been many successful projects. A concern has been raised that the PFI are starting to cost more money than expected and also causing the Treasuries balance sheet to be omitting certain debt. Although this has happened the Capital asset of government are worth Billions, but the taxpayers are going to pay for the debt of the government. A further insight in PPP’s need to be taken as there is evidence that many PPP’s and PFI’s are not very beneficial or cost effective. 
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