
The Design and Implementation of Public Private Partnerships in the UK's Social Sector
Tahir M Nisar

School of Management 

University of Southampton

Southampton SO17 1BJ UK

Tele : +44 (0)23 80593427
Fax : +44 (0)23 80593844
Email : t.m.nisar@soton.ac.uk

Abstract. Public private partnerships (PPP) are now undertaken after a business case is made for their assumed effectiveness in the delivery of public services. Such an approach is critically dependent on identifying the critical success factors of PPP project outcomes. Drawing on the relevant literature, we first outline the broad nature of these factors and then carry out an investigation of two PPP projects in the UK’s social sector to evaluate their specific outcomes. In our results, we find some support for the existence of risk transfer and the whole life approach in PPP project implementation – the two key factors in determining project outcomes. However, there is evidence of project management giving low priority to establishing performance management systems, which may create disincentives for low performance. There is thus a need to more carefully develop the outline business case criteria for PPP projects.
Keywords: Public private partnerships; Risk transfer; Whole life approach; Performance management systems
Introduction
Public private partnership (PPP) projects respond to the need for developing innovative and locally tailored designs, ideas and solutions being sought by authorities in different sectors of the economy. Investment under the Private Finance Initiative (PFI), the UK Government’s public private partnership program, now makes up between 10 and 15 per cent of the Government’s yearly investment in public services. There are currently around 400 operational projects across England. Each PFI project is undertaken after a business case is made for the efficiencies that can be obtained from PFI funding (HM Treasury, 2010). A project’s Outline Business Case (OBC) thus underpins its critical success factors and governs its design and implementation process. The present study examines the effectiveness of such an approach using two case studies in order to inform future policy and provide guidance to assist projects in the future. As the OBC approach makes a series of qualitative observations regarding the suitability of a project for PFI funding, a case study approach is adopted to investigate the problem empirically.
The OBC approach centres on establishing the critical success factors such as the degree to which PFI advances the ‘whole life approach’ to project management and knowledge transfer; whether PFI adopts strategies for risk transfer; and the extent to which PFI ensures timely delivery and supplies good quality assets and services (Grimsey and Lewis, 2002; Zhang, 2005). The investigation of these factors within the general framework of OBC is likely to provide a better understanding of the contribution private agents can make to the procurement of public goods and services. The paper is organised as follows. We first outline the various components of OBC for public private partnership projects. This is followed by our study of two PFI projects. We then draw our conclusions in the final section and suggest areas for future work.
Background

PPP are essentially authority-led initiatives that encourage commercial investment in public facilities and services (Shaoul, 2005; Koppenjan, 2005). To achieve better value for money, it transfers significant risk and the management of projects and services to the private sector (Rosenau, 2000; Broadbent et al., 2003). Andersen and LSE Enterprise (2000) and National Audit Office (2000) find evidence of major cost savings, while authors such as Hall (1998), Pollitt (2002) and Institute of Public Policy Research (IPPR) (2001), among others, are less optimistic about the supposed benefits of PPP projects. For example, national audit reports have frequently discovered operational problems such as the authorities’ lack of experience in managing PFI contracts (see NAO, 2003).
PPP explores the full range of private sector management, commercial and creative skills (Rosenau, 2000). To stress these aspects of a PPP relationship, Hart (2003) provides theoretical justifications for public-private partnerships in terms of an incomplete contracting framework. Private participation is a natural outcome in those circumstances where it is difficult for the public sector to write complete contracts due to unforeseen contingencies. Besley and Maitreesh (2001) build on this idea and consider the responsibilities of the state and the voluntary sector in providing inputs/finance to public projects. As contracts are incomplete, making investments subject to hold up, ownership should reside with the party that cares most about the project. There is thus a scope for the involvement of the private sector in the provision of public goods. This framework closely resembles with the Coase (1937) and Williamson’s (1985) explanations of why commercial firms make rather than buy from the market. Transaction costs, arising from asset specificity, opportunism and the frequency of transactions, lead parties to decide on whether to internalize a transaction. This approach suggests that, similar to the arguments made by Besley and Maitreesh (2001), a PPP project must share its resources and devolve responsibilities to the parties that have higher stake in the success of the project.
In terms of the implementation constraints of PPP projects, a literature is now emerging that investigates the importance of coordination across functions and across organizations. In these works, the focus is on the organization and management of PPP projects (Reijniers, 1994; Kwak et al., 2009), including how the project should be goal oriented and focus on results; how results should be measurable so that the progress of the project can be monitored; and how there should be periodic progress monitoring during implementation. Expertise Centre PPP (2002) and Dutch National Audit Office (2002) suggest that successful partnerships have been elusive in the Dutch PPP projects. Koppenjan (2005) identifies three patterns in the building of partnerships in the field of transport infrastructure in the Netherlands. The first is the successful formation of partnerships resulting in enriched projects. Then there is early interaction resulting in ambitious proposals for which there is no support. Finally, there are ineffective market consultations followed by unilateral public planning, leading to stagnating contract negotiations. It is therefore highly probable that public and private parties fail to reach a common understanding; are unable to contribute to the enrichment of the project content; and are unable to develop mutual trust if parties do not engage in early interaction. Looking at PPPs from a similar perspective, Daniels and Trebilcock (1996) raise the issue of complexities involved in managing PPP contracts. They emphasize the need for public debate and participation when dealing with PPP related contractual arrangements.
Critical Success Factors
The above discussion suggests that the PPP outcome may indeed be dependent on a set of critical success factors. In this regard, prior literature identifies three sets of critical success factors of PPP project outcomes, including risk transfer, the whole life approach and managing partnering relationships (Grimsey and Lewis, 2002; Zhang, 2005). We briefly discuss these factors below.

Risk Transfer

PPP projects are underpinned by the need to transfer risks from the public sector to the private party managing the project. By focusing on all aspects of a project risk, which may be related to any stage of the project including define, build, finance, and operate, it may be possible to reduce the overall risk associated with procuring new assets and services for the authority. However, the risk transfer should only occur if the private sector partner is best placed to assume such a risk. In this respect, the emphasis is placed on how risk transfer becomes the integral part of the PPP arrangement. In a study of eight Australian case studies for the Victorian Department of Treasury and Finance, Fitzgerald (2004) finds that ‘the discount rate and risk adjustments were integral to the issue of whether the commercial arrangements proposed in a tender offered value for money over the public procurement alternative.’ This suggests that if the private partner is responsible for a construction or supply contract it will also have to bear any construction cost overruns. Such an approach is adopted to avoid the large cost overruns that have been the common feature in traditional procurement (NAO, 2003). There is also a degree of incentive ingrained in such an arrangement as the private agent will need to estimate the full costs of construction and maintaining built assets, when pricing the contract as it will not be able to recover unforeseen cost increases later by claiming them back from the authority. Failure to do so will result in payment deductions or financial damages to the private sector agent.
The Whole Life Approach

A corollary of adopting the risk transfer approach, as outlined above, is that PPP arrangements will need to take a longer-term view of the project outcomes. This can be seen in how different stages of the project may be amalgamated so that responsibility for delivering the required service over the whole life of the contract is assigned to the same private sector agent, usually a consortium of companies. The underlying rationale for such an arrangement is that as the quality of the construction work is also influenced by project costs such as maintenance, the consortium will normally maintain the building to agreed standards throughout the life of the contract. There is thus an incentive for the private agent to adopt a ‘whole life’ approach to construction as longer-term costs can be reduced by building to higher standards. NAO (2003) finds evidence of the whole life costing of the asset, resulting in higher construction standards because it dissipates the need for longer-term maintenance throughout the contract. Similarly, Pollock, Price, and Dunnigan, (2000) find that the main reason for higher performance delivered through prison PFI projects is that there is no partition of core and ancillary services, enabling the private sector partner to make design and build decisions on the basis that they will also operate the services. Such findings underline the need for central coordination as there may be a complementarity between different functions of a PPP project.

Managing Partnering Relationships

Prior literature suggests that there is a specific skill set associated with the successful implementation of PPP projects (Kwak et al. 2009). For instance, management skills may be required to complete the project to budget, or to ensure that the assets built or provided are of sufficient quality to remain of high standard throughout their life. There is thus a need to draw upon the strengths of both contracting parties. In the case of the private sector, it may include how the project may benefit from its entrepreneurial role (Kwak et al. 2009; Reijniers, 1994). Innovations in project organization and management may be necessary to map out the project structure in such a way that it promotes collaboration and communication (Dickinson and Glasby, 2010). Against this background, Kwak et al. (2009) and Reijniers (1994) emphasise partnering relationships which may result in appointing an independent project team and an independent project leader, who report to a steering committee consisting of top representatives from both the public and private sectors.
Outline Business Case
Broadly based on the above mentioned critical success factors, the UK Government employs a methodological review framework to evaluate all PFI funding proposals. The purpose of this framework is to provide a business rationale for the involvement of private agents in a project designed to meet the needs of one or more public authorities, and to consider the management implications of such an approach (HM Treasury, 2010). Such a framework also ensures that a degree of consistency and rigour is maintained across all the review work and project implementation. An important component of this evaluation framework is a critical success factor analysis that determines the key operational and management strategies affecting the project outcomes (Rockart, 1982).

Under this approach, every project has to demonstrate that the proposal being assessed has every chance of proceeding to a successful procurement, and if there are any potential project management obstacles that can be identified at this stage. Based on the findings of this review, an implementation plan is put in place to rectify any obstacles and ensure the smooth operation of the proposed project plan. A critical success factor analysis in PFI projects is conducted along the following set of key assumptions:

The extent to which operating risks have been embedded into the design, build, finance and

operation stages of the project;

Whether risk register, outline contract and payment mechanisms are consistent with the risks identified as above;

Whether the project cost is affordable to the initiating authority;
The extent to which all stakeholders are committed to the project; and

The assumption that every effort has been made to put in place appropriate project management arrangements.
We discuss these key assumptions and guidelines in more detail below.

1. Affordability

Affordability analysis considers whether the project is affordable over the whole of its life. In the case of local authority projects, for example, this means that the project takes into account all sources of existing local authority resources, as well as additional income from capital receipts or third party income. Specifically, the analysis must include as assessment of whether the project is affordable in each year and each particular stage of the contract. Such an assessment can draw upon a sensitivity analysis on the key model variables, including unitary charge, savings estimate etc.
2. Risk allocation

In a PFI project, the balance of risks lies with the private sector, although the PFI model is based on the principle that it allocates risks to the party that is best placed to manage them. Therefore, not only a project risk analysis identifies all the foreseeable risks associated with the scheme, it also makes a preliminary risk allocation. For the public body this means that all procurement risks are identified and a mitigation strategy is proposed. For example, the critical success factor analysis will aim to identify potential environmental risks as well as finding ways to effectively manage them. As a preliminary step, when allocating principal risks associated with design, build, finance and operation of the facilities, it may consider risks associated with levels of usage, technology and obsolescence, residual values and changes in legislation. 
3. Performance measurement

Payment mechanism plays a key role in how performance is managed in PFI projects. It sets out how payments and deductions will be made in view of achievement targets specified in the output specification. There is thus a direct link between the unitary charge and achievable performance standards. However, such a process of performance measurement also poses challenges to the management of the projects. For example, it is important that service outputs are specified in a reasonably measurable manner, which requires that the performance targets that must be met are clearly defined.

4. Design quality

PFI project outcomes depend on the extent to which they are appropriately scoped into a set of desired outputs. This not only allows the authority to apply the principles of output-based contracting, but it also serves as a mechanism for inducing innovations and cost efficiencies. Output Specification can thus allow sufficient scope for good design. For example, the design of facilities must demonstrate that the facility will meet or exceed the needs of users and clients. This means that the output specification is set at a level that is consistent with a number of assumptions: procurement best practice; affordability criterion, and the opportunity for further enhancement. This also suggests that the project requirements are specified in terms of service outputs required and therefore PFI projects are not defined in terms of a particular asset or solution.
5. Value for money
PFI project procurement must be consistent with achieving value for money (VFM) goals. VFM analysis mainly identifies whether the proposed project is suited to PFI procurement, and may thus include comparisons of the public sector comparator (PSC) and PFI. It must then demonstrate that the PFI option offers better value for money than the PSC. Demonstrable support from all key sponsors (such as Councilors in the case of local authority) and, where appropriate, users such as school governors is also necessary for a PFI project. Such support is built on consultation with all relevant parties. PFI projects thus ensure that all key stakeholders are involved in deciding on design/sustainability issues as well as its operations.
The above OBC assumptions are applied in all major review work of PPP projects. However, there has been a debate over the extent to which these assumptions form the key part of the government review work. For example, NAO has recently indicated that business cases for some schools projects signed during the financial crisis were not re-evaluated to consider the implications of rising finance costs (NAO, 2010). It is thus arguable whether affordability is always assessed. Similarly, OBC relies on the assumption that VFM can be measured against a number of proxies, including the business case, the PSC (public sector comparator) and by benchmarking costs (NAO, 2003). The PSC criterion in particular suggests a comparison of cost and quality before and after PFI implementation. However, comparing the performance and cost of PFI projects on these grounds is difficult because of the different ways they are funded, the variable proportion of users of different categories and the way they are measured and the different targets they are set. The difference in capital financing between different types of PFI projects adds another level of complexity when seeking to compare performance. Therefore, as Edwards and Shaoul (2003) have argued, comparing the actual costs of PFI and thus value for money (one of the justifications for PFI) against the original PSC can be problematic as the PSC quickly becomes out of date. Despite these reservations, OBC approach has been extensively used as an evaluation framework by the government authorities as examples in Table 1 illustrate.
Table 1: Examples of the application of OBC in the Government’s PPP review work 2010.
	Department
	Authority & Project
	OBC Analysis

	Communities and Local Government


	Stoke on Trent Council: Stoke-on-Trent Non-HRA Housing, February 2010


	The PRG (Project Review Group) approved £123 million of PFI credits subject to the following conditions: 

The appointment of a full-time, suitably qualified and experienced PFI Financial and Commercial Manager who will lead the engagement and negotiation with bidders. The appointee must be empowered to take the appropriate decisions to take the project from commencement through to financial close.

	DEFRA 


	North London Waste Authority: Residual Waste and Fuel Use Project, March 2010


	The PRG approved the allocation of £258.4 million of PFI credits, subject to the following conditions: 

1. Project team. The PRG requires clarity around the project team’s management and reporting arrangements. 

2. Provide further clarity around the affordability analysis. Specifically around a) the status of those costs that have not been included within the affordability analysis, i.e. the landfill tax and gate fees, b) the sensitivities that have been considered as part of the analysis and those that have been included in the base case affordability position, (c) impact on affordability of alternative scenarios. 

3. Carry out a value for money assessment on including the £70m Joint Venture purchase in the project prior to going out to the market.  

	Home Office


	WYPA Operation and Training Accommodation Project, March 2010


	The PRG approved the allocation of £215.9 million of PFI credits subject to the following condition. In respect of the Kirklees DHQ a clearly articulated strategy, supported by legal advice, which describes the basis on which Kirklees DHQ would be included in this procurement, an explanation of how it will be handled in the competitive dialogue and evaluation processes, timescales and decision points in respect of this facility, and a risk assessment of this strategy in terms of any impact on delivery confidence of the overall project. 


Source: Adapted from various Project Review Group reports. 

Case Studies
We conducted two case studies of PFI projects; Bolton’s Castle Hill School PFI development and the Delaware Elderly Resource Centre. Researchers have found the multi-case research design useful in settings where qualitative information is required (Jick 1979). We conducted extensive interviews with project staff and, in the case of the Delaware Elderly Resource Centre, with residents and staff. We also observed service provision practices, and used our interviews with staff and users to understand the quality of the services provided. We also used a number of other records and documentation, including the SoPC4 that contained risk-sharing mechanisms and contract provisions designed to allow contracting with a project-financed Special Purpose Vehicle (SPV). Questionnaires were sent to project managers, authority staff, and private staff to comment on the various aspects of the projects. We used the information within these questionnaires to contribute to the content of the research.

Case 1
Bolton’s Castle Hill School’s £10.7 million PFI development provides an assortment of education, educational support, training, youth, leisure and community services. The project provides an example of how risks can be fully allocated to the private sector partner, but only through the active involvement of the procuring authority. For example, how certain risks concerning contractor default can be passed to the private sector, including dealing with the liquidation, winding up or receivership of a major subcontractor through the construction phase of a project.

Bolton’s Castle Hill School is a multi-purpose Primary School and “Community Hub”. It has been heralded as a new era of “joined-up” public-private partnership services. The Castle Hill Community Learning and Resource Centre (“Centre”) provides services to 300 members of the public every week. It offers 200 primary school pupils the educational facilities and, in addition, provides office facilities for over 200 Council employees. It is recognized that the Centre illustrates sustainable design and use of materials, which effectively blend modern architecture with practical use. A distinctive feature of the project is the development of effective working relationship between the different parties to the PFI project that has made the Centre the focal point of a much larger regeneration of the communities in the area.

Background

As a 1930s combined primary and secondary school, Castle Hill Primary School has seen dramatic changes in its structure and performance over the years. There was a reduction in primary school pupils from a two-form entry to a one-form entry and the closure of the secondary school. The School then began to offer educational support and training services. During the 1990s, the buildings had become severely dilapidated, reducing its capacity to meet the needs of its various sets of users and stakeholders. By facilitating life-long learning, the PFI project aimed to revitalize the area within a modern setting. There was also a need to address the under-achievement of pupils as well as enhancing prospects of future employment for adults through the development of their skills.
Strategy

The multiplicity of users and their varying requirements made this project specially complicated to design. The priority of Bolton Metropolitan Borough Council (“Council”) was to concentrate on service delivery and not to get bogged down in managing the design and construction in-house. From the outset, therefore, the Council was keen to undertake an extensive consultation exercise. The exercise involved its members, the governing body and management of Castle Hill Primary School, residents, community groups and personnel working in the affected premises. These groups made extensive contributions to the proposed project’s OBC, and all suggestions were fully taken on board. The outcome was a strategy that emphasized educational achievement through the delivery of life-long learning and by reducing social exclusion.

Management and Scope of the Project

In August 2000, the Council invited contractors to bid to design, build, finance and operate the Centre. Bidders could also bid for operational services that included the maintenance and running of the Centre for 25 years. The funding for the project was provided by two government departments (the Department for Education and Employment (now the Department for Education and Skills (“DfES”)) (£3.8m) and the Department for the Environment, Transport and the Regions (now the Office of the Deputy Prime Minister, “ODPM”) (£6.9million). The Council appointed the MD Consortium (“Consortium”) as preferred bidder in May 2001 based on its economically affordable and innovative solution proposal. 

However, the project suffered a set back in May 2003 when the Council faced the dilemma of its principal subcontractor going into receivership. This was shortly following financial close but before occupation of the new building. By May 2003 the Centre had already incurred substantial capital expenditure, making the termination a less advantageous option. In addition, many Council services were being delivered from temporary sites. It was therefore decided to find a replacement Principal Subcontractor. Understandably, there were concerns that this receivership would seriously jeopardize the future of the project as finding a replacement subcontractor would be difficult. This was because of the general reluctance of the subcontractors to engage in half-completed projects. Such an event would also negatively affect the interest and perceptions of stakeholders. Given the amount of time and resources they had already put in, they were likely to feel disappointed with the current state of affairs.  

The Consortium thus exercised its right to step-in in accordance with the terms of the Building Subcontract Agreement and Operating Contract Agreement, and, in liaison with the Council and the sponsoring bank (“Bank”), proposed the appointment of DC as both the construction subcontractor and the service provider. 

Contractor Replacement
Finding a replacement Principal Subcontractor was the best option for the Consortium and the Bank since this would enable the Contractor to repay its debt. It was an even better option for the Council since there was a promise of it getting its Centre completed and operational services provided. The Contractor and the Bank were able to put the project back on track. The Council did not have to incur any additional expenditure nor undue delay. The Project Agreement was slightly amended to deal with the remedying of defects by the Contractor and to account for the new Building Contract and renovated Operational Contract. Warranties were also sought from DC and its design team to cover the remaining construction period. Despite all these setbacks, the operational phase of the project took place as originally envisaged with the Centre opening its doors on 6 October 2003. The impact of the receivership was only a 3-month delay to the construction program. 

Case 2
The redevelopment of the Delaware Elderly Resource Centre is the Westminster City Council’s (“Council”) PFI project. The project is designed to redevelop a resource centre for the elderly, providing a 110-bed nursing and residential facility. The Council entered into a long-term contract with Care UK Community Partnership Ltd to provide these services. The contract was signed in March 1998, and service began in March 1998. Under the project, the Council purchase nursing and residential care for the elderly from Care UK for a 25-year period. 

The services are delivered from Forrester Court that contains a 110 bed facility. The Care UK provides the Council with 90 beds, 72 as part of the contract, and 18 with the first right of refusal.

The 72 commissioned beds comprise:

• 40 nursing beds for frail elderly

• 12 residential beds for frail elderly

• 10 residential beds for elderly mentally ill

• 10 residential beds for adults with early onset of dementia.

In the Westminster area, a greater than average number of older people live alone, and the Council’s net expenditure on Social Services is £83 million per annum. Care UK has other long-term PFI contracts with Social Services and the NHS (National Health Service), and has considerable experience of providing specialist health and intermediate care for the elderly, including specialist nursing and residential care for adults with mental illness; carers to support people in their own homes; and residential and supported living services for people with learning difficulties.
Risk Transfer

The private sector partner, Care UK, is responsible for maintaining and operating the Care Home to Registration Standards, as defined in OBC. Under the risk transfer agreement, the Council agrees to a minimum level of usage, and pays Care UK accordingly. This implies that the Council bears the risk of filling beds up to this minimum level. The Council is also responsible for cost increases in general price inflation. Above this level, Care UK bears the risk of usage. In terms of construction, Care UK bears all the risk, including construction cost and time over-runs, the cost of putting right latent defects in the building due to poor design and/or quality control, and failure of any sub-Service Providers. Furthermore, risk relating to the financing of the project (e.g., interest rate hikes, lower than expected income from third parties, and corporation and other taxes and other liabilities) are also passed to Care UK. 

The PFI Option 

The OBC for the project envisaged a comparison of the three available options, including the PFI option, the Public Sector Comparator option and the Council’s own management option. It showed that the discounted cash flows of Care UK’s price proposals were lower than those of the Public Sector Comparator, while the Council did not have the capital resources to build itself a new home. 

Output Specification

The contract for this PFI project is output based, and the key areas for performance are: the minimum requirements of accommodation, physical performances of the facility such as heating, lighting, acoustics etc, spatial relationships and the quality of care being delivered. A critical element of the OBC approach is the registration standard (as defined in Output Specification) that has to be met by the private sector partner, although it has the flexibility to choose the specific method for complying with the specification. The project bidder had to provide this information, which was discussed and taken into account by the public sector authority when deciding on the contract. For example, the outputs required from the private partner regarding the care services included minimum requirements such as the quality of care being provided to residents. The project’s output specification also included the care services outputs, which were defined in terms of the minimum requirements of the quality of care being provided to residents. However, Care UK was given the necessary freedom to determine how it complies with the specification.

Payment Mechanism

The contract provides for the Council to make payment for 72 beds per year with a right to reducing this number by two residential frail elderly beds every five years. In case, the Council cannot fulfill its obligation, that is, it cannot fill the bed, then Care UK has the right to discount the contracted bed price. The Contract has specified specific monitoring standards against which the performance of Care UK is measured. These monitoring standards fall into the following five categories of service provision: 
• Individual Service Agreements (Care Plans) for each resident

• Continence management

• Catering

• Hotel services

• Health and Safety

If Care UK fails to reach performance targets, the payment mechanism reduces the monthly Unitary Charge to Care UK. The monthly unitary charge is levied at a failure to achieve an overall 95% performance rating. This means that the monthly Unitary Payment to Care UK is subject to percentage reductions as follows:

Performance of 80% to 84.9% - Care UK receives 80% of the monthly payment

Performance of 85% to 89.9% - Care UK receives 85% of the monthly payment

Performance of 90% to 94.9% - Care UK receives payment in relation to performance

Performance 95% and above - Care UK receives 100% of the monthly payment
Forrester Court currently provides care including nursing for up to one hundred and ten residents of either gender, including an allocation of up to sixty beds for people with dementia and fifty for older people. Although performance-related payment is a main mechanism by which performance is managed, the Council can employ other strategies to improve the performance standard such as warning notices, remedy and the opportunity for the Council to terminate the contract. For the previous years, undisclosed data show that large variations occurred in performance payments. This suggests that Care UK was on occasions unable to meet the highest standards of delivery as envisaged in the procurement contract. 

Discussion
Bolton’s Castle Hill School project and the Delaware Elderly Resource Centre project underlined the importance of establishing key OBC assumptions in the design and implementation of PPP projects. Both projects justified their rationale in terms of these assumptions and aimed to monitor their performance in accordance with the specific OBC parameters. Our case studies also emphasize the importance of creating structures and procedures that ensure collaborative working relationships. These systems need to be established in such a way that they actively support and enhance the relationship between the authority and the private partner throughout the life of the project. However, our case studies also show a number of changes being introduced throughout the course of project implementation, raising concerns about the degree to which the OBC approach is relevant to project outcomes. We first summarize these findings in Table 2 and then discuss their significance in relation to the projects studied.
Table 2: Summary of findings

	PPP Project Management Practice
	Case 1
	Case 2

	Contract management


	Significant changes were made to key documents post contract close. On the whole, changes had gone smoothly due to effective and flexible partnerships.

	Relatively few changes were made to Output Specification post-contract close. Contractual changes were made to accommodate additional service requirements. 

	Operations management
	Contract incorporated appropriate arrangements for dealing with the emerging and critical issues. Efforts were made to ensure that the obligations and responsibilities defined under the contract were fully met.

	Inspections by the quality watchdog (Commission for Social Care Inspection) consistently gave “good” rating. The project specifically emphasized three key aspects of operations:
1) An activity program that was varied and encompassed many different interests.

2) A centralized on-line computerised system for care planning, recording staff training etc. It also enabled managers to remotely monitor complaints and accidents. 

3) A comprehensive rolling training programme that enabled staff to provide an appropriate service.

	Performance Management 


	The payment mechanism introduced in the contract was the primary means to allocate risks. This was reflected in how major deductions were made in the development stages.
	Performance was mainly monitored via the unitary charge payment system. The level of payment deduction was small, corresponding to the quality ratings it achieved.

	Performance information and monitoring


	Authorities worked with the service provider to develop performance monitoring arrangements such as the production of a monthly monitoring report and ensure that the necessary information was being provided. These related to things such as risks, under-performance, reporting and managing variations effectively.

	Significant improvements in the home’s auditing processes of medication were made. As a result, errors in recording and administration were quickly identified by staff and promptly reported to the relevant safeguarding adults teams. Similarly, the home’s risk assessment process had been updated, which meant that all areas of risk to residents were now covered.

	Partnering relationships


	The project had defined contractual mechanisms to help resolve disputes. There were disruptions during early stages of the project due to a party being unable to fulfill its commitments. However, partners were able to devise a strategy for dealing with such problems. This was based on a clear understanding of each party’s interests and how they could be reconciled to achieve the project’s goals.
	The project was able to coordinate fully their respective roles and functions. Meetings took place on a regular basis and they tended to be reserved for long term problems such as maintaining the overall quality standards.




The Castle Hill Primary project recognized the goals of each party and helped each other to achieve these goals. However, there were questions marks over whether the local authority had appropriate structures in place to effectively manage partnership contracts. It used step-in but ultimately the school was delivered with a short delay (albeit a potentially difficult delay due to the over-run hitting the new school year). There was thus a successful resolution of operational issues. Partly this was down to the parties’ interest in successfully completing the project so as to maintain their reputation and not to jeopardize their future business interests. This suggests that the project’s OBC must envision all such situations of partnership breakdown and provides a full analysis of risks associated with such implementation difficulties.
In a PFI, the payment mechanism creates a link between the output objectives for the project and the extent to which these objectives are achieved (Shaoul et al., 2008). Table 3 provides details of unitary charge for Castle Hill Community Learning Centre. It shows that significant reductions were made in the early stages of the project. It also implies that the private sector service providers must do more to meet the standards of the procuring authorities. The payment mechanism is thus at the heart of PFI projects as it successfully puts into financial effect the allocation of risk and responsibility between the authority and the service provider.
Table 3: Castle Hill Community Learning Centre unitary charge payments
	UNITARY CHARGE PAYMENT 2003-04 (£m)
	UNITARY CHARGE PAYMENT 2004-05 (£m)
	UNITARY CHARGE PAYMENT 2005-06 (£m)
	UNITARY CHARGE PAYMENT 2006-07 (£m)
	UNITARY CHARGE PAYMENT 2007-08 (£m)
	UNITARY CHARGE PAYMENT 2008-09 (£m)
	UNITARY CHARGE PAYMENT 2009-10 (£m)

	0.66
	1.33
	1.37
	1.40
	1.43
	1.47
	1.51


Forrester Court PPP project, on the other hand, provided a more individualized service. The project achieved a number of milestones over the years; for example, it developed a comprehensive on-line system for care planning and other recording, providing a range of management information about the service. This also involved staff training in areas such as the procedures for recording complaints and concerns; the need to report and to respond to allegations/incidents of abuse; and better auditing of complaints, incidents and allegations by the managers. As a result, residents’ complaints and concerns were effectively investigated and promptly dealt with. Similarly, an activities program was established that gave opportunity to residents to engage in and develop their varied interests. However, further work still needed to be done in areas such as how to recognise individual needs and interests. This might involve creating organizational structures to support and maintain important project activities, such as maintaining greater consistency of staffing for residents. For example, the project could increase permanent staff to reduce the use of temporary staff. Further measures could also be implemented to ensure that staff employed are suitable to work with vulnerable adults. One suggestion was to obtain more current information about the job applicants (e.g. references from recent employers). Staff must also receive training in areas such as how the safeguarding policies were followed when allegations of abuse were made or when there were incidents of abuse in the home. The case study findings also suggest that although significant steps were being taken to implement changes especially relating to providing regular supervision for staff, there was still scope for further action. For example, staff providing supervision should have relevant training and that supervision contracts were in place.

Although the project’s OBC recommended some quality standards relating the project’s outcome, our discussion shows that achieving quality standards is a continuous process, requiring service provider’s commitment to quality and various other monitoring and control mechanisms. In such projects, therefore, there is a case for the inclusions in OBC of either detailed information about quality standard and/or performance control systems that ensure that such quality standards are achieved on a regular basis.
Conclusion
Gains in PPPs are demonstrated in the form of innovations private agents introduce in the provision of public assets and services such as schools and hospitals (Rosenau, 2000; Singh and Prakash, 2010). Although much is known about the merit in the public sector securing efficiency gains through private sector engagement, there is much less understanding of the issues that arise during the procurement process. Using a multi-case field research approach, the paper sheds light on the design and implementation of PFI projects, and the extent to which the OBC approach is effective in determining the critical success factors of PFI project outcomes. These may include affordability, risk transfer, value for money and design quality criterion. Based on an analysis of these factors, authorities can make efforts to better design and implement PFI projects. 

Our findings suggest that PFI does make a contribution to the effective delivery of public services. But we also find that there were large variations in the frequency of deductions from performance payments, suggesting that penalties imposed on the private sector providers reflect significant shortcomings experienced in the delivery process. Therefore, the assumptions of a business case for a PFI project need to be considered more critically and how their impacts on revenue streams can be used to inform the on-going management of the project. We also find that authorities faced significant challenges during the course of PFI project implementation. In the case of Bolton’s Castle Hill School project, the project authorities appointed a receiver to take over and manage the principal subcontractor who was responsible for the design, construction and management of the new centre. Although the project authorities were able to use the standard “step-in” rights to find a replacement contractor, the project’s OBC had simply overlooked these eventualities. Similarly, the OBC approach can be made more effective if it pays more attention to identifying examples of innovative practices or new ways of working, such as initiatives aimed at improving focus on user involvement. The addition of such critical success factors to a standard OBC analysis is likely to improve PFI project outcomes.
Another area of concern is the slow response of the project authorities to develop appropriate performance management systems. The performance management system in a PPP sets out the systems and methods to be used to monitor the services being provided. This involves the preparation of Output Specification that includes the levels and terms under which the service should be provided. It should ideally include detailed proposals for all stages of the project (Zhang, 2005). Failure to do so can result in problems during a critical phase of the project. For example, in a multi-occupancy and multi-user project, the time and effort taken to ensure all user requirements are adequately addressed are far greater than the traditional projects. Traditional projects allow users to vary requirements during the construction phase, but, under a PPP, this could only be achieved if the costs of changes are quantified. In addition, a performance management system ensures that service standards are provided and maintained in accordance with the output specification. Specifically, it monitors the service provider’s ongoing performance and service delivery. The system manages benchmarking, market testing, variations and change. It also monitors and manages risk, which entails a process through which payments to the service provider are calculated and any deductions are negotiated and agreed. The relationship between the requirements in the output specification, the performance measurement system, and the method for making deductions for poor performance as set out in the payment mechanism is thus extremely important for the on-going viability of a PPP project, which suggests that an OBC analysis must grasp all these critical elements of a project’s performance management system. Future research can investigate these aspects of the OBC approach and draw further policy conclusions of interest.
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