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Contract for Services - PFI

Concession

Joint Venture*
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A
Distribution of UK PPP Projects by Number

Other, 104

Transport, 64
Environment, 56

Equipment, 36

Accomodation, 114
Health, 275

Education, 224
Total: 898

.
Databes
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“The optimum combination of whole-of-life costs a
fitness for purpose) of the good or service to m
requirements. VM is not the choice of goods and ser
the lowest cost bid.”” HM Treasury

“The (minimum) economic resource required to
sustain a desired capability” National Audit Office

o VIM versus affordability

P Partnerships K



Previous UK

e PSC ‘risked’ & cashflows compared with

e Shortcomings:

— Qver-reliant on a single-point, cost-based test
— Limited use of empirical data

— Timing

— Manipulability
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UK’s Revised

» 3 stage approach:

— Program level
— Project level — pre market launch

— Procurement level

« Balanced qualitative and quantitative assessment
 Embeds evidence-based approach

e Generic VfM model

e Technical adjustments
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VIM Quantitati

Identify cost inputs

—g

Adjust costs for Optimism Bias

=

Factor in finance cost assumptions

4L

Adjust for:
*Flexibility
e Tax
«Life cycle investme
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Technical Ad

Unbundled discount rate - time preference

al'l

Optimism Bias factored in to investment app

Monetisation of non financial benefits and

&
/

Material tax differentials recognised and |
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VIM Analysis — Input Sheet

General PFI Funding
Timings {¥rs] _Rates - Escalators & Discount Rates (%]  Base Year Gearing (%) 90%
Contract period 28 CapEx escalator 4.5% 0 Sterling swap rate (%) 5.15%
Initial CapEx period ) OpEx (non employment) escalator 25% 0 Credit spread (bps) 12
Yearwhen OpExis first incurred 5] OpEx (employment) escalator 3.5% 0 Bank margin (bps) 100
Unitary charge escalator a0% 0 Tail for bank debt (yrs) 2
Real discount rate 35% A Commitment fee (bps) a0
Upfrantfee (bps) 90
Costs Grace pariod {yrs) 1
Whaole Life PSC OB Pre (%) | OB Post (%) PFi 08 Pre (%)
Initial CapEx (£'000) 65,250 10% 30% 71775 10% Unitary Charge
Lifecycle costs at each LC date (£'000) B 535 10% 30% 1076 10% Initial CapEx period payment (%) 50%
[ifecyele intervals (ersd ____________________ .. LU MA __  MNA_ ) L MA
\OpEx (nonemployment)(p.a) (£000) 1075 10% 20% 1,183 10% Pre Tax IRR Targets
EOpEx(employmentperperson) (p.a.) (£000) 20 A A 20 A High 18%
OpExfemployee numberd o _______ 25 SoMA L CNA_ L f IS 25 . MA Medium 15%
Transaction | Low 13%
Public sector (£'000) 1958 | 10% 10% 1,435 10%
Private sector (£000) 0 : 0% ! 0% 1,077 0%
Third Party Income PSC (OB Pre (%) | OB Post (%) PFi 08 Pre (%)
Incorne (poa. (£000) 475 | 0% 10% 575 10%
Flexibility PEC PFI
Scope change year 10 10
Probability factor (%) 0% 0%
Level of scope change (%) a0% a0%
Premiurn flexibility factor (%) 0 10% bps Basis Points
CapEx Capital Expenditure
Indirect VM Factors PSC PFI LC Lifecycle Costs
Amount (Mpyi(£'000) ] 2,000 A Mot Applicable - mo input required
OB Pre Pre-FEC Optirmism Bias
Tax PSC PFI OB Post Post-FBC Optimism Bias (for PSC only)
PSC adjustment factor (%) B% A OpEx Operational Expenditure
PSC Public Sectar Comparator {i.e. conventional procurement)
Lifecycle Related Adjustments Input regquired
PSC lifecycle WM adjustment 40% Hard-wired Assumption - no input required
Residual cost benchmark 0%
PSC residual cost factor if lower than benchmark 70%
PSC residual cost factor if higher than benchmark 35%
#EMD
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Qualitative VIM criteria

Major capital investment \
Definable and contractible outputs

Optimum and enforceable risk allocation
Balance of assets and non-asset services

Whole life costing, not up front costs Drive the use of
Size > PPP as a
Term procurement route
Stable delivery — technology .

" “Viability,
Stable long term use/flexibility Desirability,
Private sector can deliver Achievability”

Procurement costs proportionate y
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Optimism Bias evidence base (PFI & PSCu_

Data management - double counting
Limitations of a standardised approach

Quantitative / qualitative weightings
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UK Public S

_—
\

N
-

Auditing bodies
e.g. National Audit Office

S—

HM

4-—/

Sector Ministry Private
Finance Units

ector PPP Institutions

Treasury | < =
Policy Devolved Government

Policy Units

e

SN——

Other key support bodies
e.g. 4ps

Partnerships UK

Implementation

Partnerships for Schools
PDO

~ A
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PUK Activities

Supporting public sector reform in the provision

of public services

Central support,
regulation and
development

Expert support to
policy owners

* PFI

e ITC
Approval bodies
Standardization/
compliance
Quality
assurance

Development of
new markets

Complex
procurements

Programme and
Project delivery

* PFI
e |ITC
e JVs

» Public sector
led

Development of
new procurement
models

Community
based service
delivery

Non capital
intensive service
delivery

Managing
central/local
interface

Risk capital /
Co-principal

Program delivery
development
funding

Project co-sponsor
JV equity

International

Training

PPP Institutional
set up

Programme/project
support

Project Quality
Assurance

Window on the
world

—
=z
S
-
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» Contractual fixed price

e Long term commitments

o Performance related payments
* Private sector capital at risk

o Competition

e Public sector quality assurance regimes
7
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