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Introduction

The Private Finance Initiative (PFI) is one of the three options the government has made available to local councils for meeting their Decent Homes target by 2010/11. In reality, PFI is very small beer in council housing – relatively few councils use it, and the programme is limited to single estates or to a particular type of stock (e.g. sheltered housing). While it has unlocked a large amount of investment in these areas with undeniable improvements along the way, the evidence so far suggests that PFI is very expensive and poor value for money, means tenants must wait for years to see any improvements, can undermine regulations and local accountability, is used to reduce the amount of council housing and to even gentrify areas, and is very risky. This fact sheet sets out the basis of how PFI works, why it has been introduced into housing, and the experience so far.
What is PFI?
Introduced by the Conservative Government in 1992 as a way of taking public spending off the books while opening new markets to the private sector in the provision of public services, PFI has become the Labour government’s flagship and highly controversial approach to modernising public sector services. Put simply, PFI combines the short-term construction/refurbishment and financing of existing or new public buildings, roads and other infrastructure with their long-term management and maintenance in 20-30 year service contracts awarded to private sector consortia usually composed of construction firms, facilities management companies and multinational banks. This radical departure from traditional public sector procurement effectively transforms the state from a direct provider of services towards a procurer of services and a regulator of privately-supplied public services. 
Why is PFI being used in council housing?
Initially, Labour Ministers favoured stock transfer as the main route to investing in and privatising council housing estates. However, a number of factors, including tenant opposition, saw it change tack in 2000 with the launch of the Decent Homes programme. This was a welcome investment boost for the existing council housing stock and finally gave local councils and tenants a ‘choice’, however limited, between stock transfer or arms-length management (ALMOs) if they wanted to attract government subsidy to meet Decency. 
Decent Homes also introduced another new if more ‘niche’ option of using PFI for particular estates or stock types that required large amounts of investment in both housing and the environment where stock transfer was politically or financially impossible. It was, however, an experiment to see if PFI could work in council housing more generally and tenants have been the unwitting guinea pigs. 
How does PFI work in housing?
Housing PFI is extremely complex, requiring huge contracts that run into rooms of paper and a small army of corporate lawyers and accountants to advise. There are two types of housing PFI – schemes that involve council housing that are part-financed by the Housing Revenue Account; and schemes that are outside of the HRA and thus either refurbish or build new RSL housing, typically sheltered or extra-care. 
Council housing HRA PFI works as follows. The local authority draws up what is called the Output Specification that sets out what it wants a PFI consortium to provide, including homes that meet the Decent Homes standard, but leaves it up to them how they will do it. All schemes have two main parts: a short-term (5-10 year) building and refurbishment project (the ‘works’ phase); and a long-term management and maintenance contract (the ‘services’ phase). The council remains the tenants’ landlord, homes that remain standing also remain owned by the council and tenants and leaseholders’ statutory rights are, in theory, not affected. 
Most PFI contracts involve an RSL taking over certain management and maintenance functions of the local council, but there are different approaches being taken. Once the estate is handed over to the PFI consortium, the local authority monitors performance through key indicators (e.g. number of voids, rent arrears, responding to repairs), and, should performance not meet the desired standards, can enforce improvements through fining the contractor. Government and local authority jointly-finance the (re)payments to the consortium through a mix of central subsidy (known as PFI credits) which covers the capital cost (including interest and renewals) of the scheme, and local HRA contributions from tenants rents, service charges and capital receipts.
What is the government’s case for housing PFI?
The government argues that traditional public procurement has a bad reputation for being over-budget, late and of poor quality. PFI is better because the private sector is seen as ‘superior’ to the public sector in terms of innovation, value for money and managing the risks of major infrastructure schemes because of the operation of competition and the profit motive. On-time delivery incentivized because the contractor only starts being paid when services are ‘available’; the risk of financial penalties for low performance encourages the construction of buildings that will be of high standard and require low maintenance over a 30 year period. Government also argues that PFI is not privatisation – it’s a partnership model in which tenants’ rights are not affected and workers rights are protected.
What are the actual experiences of PFI in council housing so far?
Since 1998, six bidding rounds of PFI have been launched for a total of £4.3bn government subsidy. 50 schemes have been selected of which 29 are for council housing within the HRA. So far 13 council housing PFI schemes have got going with the other 16 schemes at various stages of procurement. My research suggests the following problems:
1. PFI is expensive and wastes public money
The cheapest way of public sector bodies accessing loans to finance investment is by doing it themselves – the public sector can generally borrow at a lower interest rate than the private sector because it is a far less risky borrower, as the global financial crisis has made so clear. PFI, in contrast, is best thought of as a very complicated and expensive indirect mortgage that the public sector pays the private sector to take out on its behalf. Taxpayers and tenants are thus effectively paying a higher rate of interest than necessary to access finance, and on top of that providing PFI consortia with a lucrative reward for the risk of taking the loan out on their behalf. 
Add to that the huge costs of hiring lawyers and consultants, monitoring the contract and higher senior managers pay that local authorities must finance from the local housing budget – average figures range from between £1million and £2 million, money that is taken from local tenants’ rents and service charges to pay for services and improvements and not compensated by government. 
In 2006, the Treasury became so concerned about value for money in housing PFI that it ordered a review; this found that building homes under PFI was in general significantly more expensive than grant-funded social housing. Adding up these higher costs of each PFI scheme equates to tens of millions of pounds of public money that could have been spent directly on more repairs and better improvements. 
2. PFI means escalating costs and affordability problems for local authorities

PFI’s greater expense is compounded by the problem of escalating costs during the procurement of the contract, most of which will normally fall on the local council. While councils often tell tenants that the government covers the cost of the PFI scheme, this is not true – the “PFI credits” only cover the assumed capital costs of the scheme, not the higher management and maintenance costs the PFI consortia will charge, nor the huge costs (up to £2m) a council must incur to set up a PFI scheme.  Indeed, councils setting up a PFI scheme must commit themselves to meeting the high cost of running the scheme for the next thirty years, regardless of whether they can actually afford them.
The first 7 PFI schemes were on average 88% above initial estimated cost and all requested more PFI credit support from government. A major source of cost inflation is the long delays in signing contracts. Housing PFI consultant, Graham Moody, has stated that for every month delay, costs could rise by 0.5% (Inside Housing, Public foots the bill for PFI indecision, 10 November 2006).  ‘Affordability gaps’ will occur when costs of PFI contract cannot be met by combined sum of PFI credits and local authority housing budget. Affordability gaps usually mean: cuts to the PFI scheme hitting tenants; the inclusion of (more) public land in the deal through increased demolition and/or loss of green space; and/or transfers within local authority Housing Revenue Account from one part of local authority housing service to PFI scheme e.g. service cuts, demolitions, land sales, job cuts elsewhere.  
PFI has potentially dire consequences for a council's wider housing budget and services where it leads to the removal of revenue-generating properties from the HRA, as happened at Oldham where the ALMO had to cut annual expenditure by £4 million in 2006/07 following a PFI deal and a below inflation increase in management and maintenance allowances, leading to 40 staff being made redundant and a number of area offices closing (Inside Housing, 8 Dec 2006).
3. PFI takes years to setup 
Another downside of PFI is that it takes a very long time to get started. Tenants are promised a fantastic future just a few years down the line but start times are continually put back as local authorities struggle with a lack of experienced staff and insufficient resources, changing economic conditions force project changes, public and private sector wrangle over contracts and tenants themselves demand genuine consultation. 
Government guidelines are clear – housing PFI schemes should take no longer than 3 years from a council deciding to bid for a scheme to a contract starting. So far, it is taking on average between 6 and 7 years to get council housing schemes started with an average delay of just under 3 years. All early schemes were hit by legal concerns about PFI that required government legislation to fix, and by affordability problems.
Table 1: Delays in signed housing PFI schemes

	Signed Schemes
	Delay

	Chalcot Estate, Camden
	4 years, 2 months

	Islington, Street Properties I
	1 year

	Leeds, Swarcliffe 
	3 years

	Manchester, Plymouth Grove
	1 year

	Newham, Canning Town
	3 years, 3 months

	Reading, North Whitley
	2 years

	Sandwell, Hawthorns Fields
	4 years

	Islington, Street Properties II
	2 years, 6 months

	Oldham, Sheltered  Housing 
	2 years, 7 months

	Ashford, Stanhope estate
	3 years, 1 month

	Lewisham, Brockley 
	3 years, 3 months

	Newham, Forest Gate
	4 years, 11 months

	Manchester, Miles Platting
	3 years

	Overall average delay
	35 months


Table 2: Expected procurement delays in other housing PFI schemes
	Schemes in procurement 
	Expected delays

	Leeds, Little London,         Beeston / Holbeck
	6 years, 1 month

	Kirklees
	3 years 

	Lambeth, Myatts Field 
	3 years 

	Manchester, Collyhurst
	3 years 

	Oldham, Gateways
	2 years 

	Manchester, Brunswick
	1 year, 2 months 

	Salford, New Pendleton
	1 year, 9 months

	North Tyneside, Older People
	1 year, 2 months


These delays are unacceptable especially because they involve tenants and homes that have been waiting decades for improvements. There are two main sources of delays in housing PFI schemes. The first is a number of general legal, policy and technical problems that dogged its early years; the second is the hugely complex nature of risk transfer and finance that means unexpected changes in land values, house prices, inflation and interest rates can force delays while accountants review their implications for projects’ viability.
4. PFI puts tenants and taxpayers at risk
Government accepts the huge expense and long delays of housing PFI, but argues that these are teething problems and in any case the benefits still outweigh the problems because PFI enables most of the risks associated with council housing regeneration to be passed on to the private sector. Certainly, the PFI consortia on paper bear the financial risk for the construction and refurbishment phases, and for ensuring that void properties are available for re-letting; some may even take on the risk of rent collection. But all kinds of contractual clauses are included that make risk transfer less straightforward with plenty of scope for legal disputes over who is responsible when things go wrong. 
One major risk is that the complex financial model underpinning the PFI contract is very sensitive to changes in economic conditions or external shocks, causing delays that raise costs further and thus require the local authority to agree, for example, to a lower standard of works and services in order to keep the contract affordable. Above all, it is the local authority and tenants that still carry the risk of schemes failing – the consortium may face financial penalties and the bank may have to step in to find another consortium to buy the PFI contract for a loss, but any service failures, disruption or delays will still hurt the tenant. PFI contracts run another risk: that of the PFI consortia being able to use the threat of default to force more subsidy or a more favourable set of contract terms once a contract has been signed. This is because the local authority will be desperate to avoid the political fallout from a PFI scheme failing. 
Analysis of Treasury data (September 2009) on the 13 signed council housing PFI schemes reveals that the public sector has contractual liabilities amounting to £3.3 billion until the year 2039 for capital investment worth just over £1billion.
5. PFI has meant poor quality work in many schemes

Despite a clear specification of standards that PFI consortia must meet to receive payments, there have been a large number of reported problems in PFI schemes. In Swarcliffe (Leeds), poor standards of refurbishment hits the newspapers in July 2008 with the story of the Lockwood family whose eight-week refurbishment actually took eight months due to a string of mistakes by Carillion. This was followed in January 2009 when a former electrical inspector turned whistle-blower revealed that more than 300 council tenants had made complaints about the work. In Islington, the first of its two housing PFI schemes was signed in 2003 to refurbish 1,000 Victorian street properties, many of which are listed buildings. A survey revealed 87% of tenants complained about damage by contractors. 
6. PFI operates in a regulatory vacuum 
Poor standards and escalating costs are both linked to the difficulties of regulating and enforcing PFI contracts. My research has discovered two major problems with contract enforcement. The first concerns contract monitoring. During the works phase, contract compliance is supposedly monitored by the Independent Certifier (IC), normally jointly appointed by the local authority and PFI consortium but paid for by the latter. The IC inspects properties to test whether they meet the desired standards; if they don’t, payments can be withheld from the contractor. However, the ‘independence’ and ‘professionalism’ of the IC appears to vary from scheme to scheme. While tenants in Grove Village, Manchester described their IC as a “godsend for the tenants, who would check every property for every standard”, for tenants and leaseholders on the Chalcot Estate in Camden, and North Whitley estate in Reading, the opposite was the case with the IC only entering between 1 in 10 and 1 in 7 properties respectively. There have been many accusations that ICs are in fact signing off properties that do not meet the proper standards so that the consortium can be paid, with problems being picked up much later. The second problem is the Payment Mechanism itself. As the government itself has acknowledged:

There have been occasions where Authorities have been wary of imposing deductions for fear of threatening their relationship with the Contractor, or because they are concerned that deductions will damage the ability of Sub-Contractors to rectify problems. 
(HM Treasury 2007: para 7.2.5)
7. PFI can mean gentrification and displacement of tenants from their community

PFI is not just a different way of financing council housing repairs and estate improvement; government will only grant subsidy to local authorities that demonstrate how PFI will be used to bring “tenure diversification” to an area and the way PFI finances regeneration has typically involved gentrification and displacement of tenants from their homes and community. Before the financial crisis hit the housing market and the building industry, housing PFI schemes normally involved a straightforward plan to demolish a proportion of an estate’s council housing stock and redevelop the land as private housing. Overall, the 29 council housing PFI schemes imply a net loss of 5000 council homes and their replacement with around 10,000 new private homes for owner occupation or buy-to-let landlords. There is no record of how many tenants have been displaced from their communities. 
8. PFI undermines tenants’ rights 

Government sets out pages of good practice guidance on how tenants should be involved throughout the procurement and then management of a PFI contract. There is evidence that tenants and residents groups in a small number of PFI schemes like Grove Village in Manchester were able to make a significant input into the kind of regeneration scheme they wanted. However, in contrast to stock transfer, there is no legal requirement on local authorities to ballot tenants on whether they want PFI or not. Moreover, there is evidence across the housing PFI schemes that tenants have been denied valuable information on grounds of ‘commercial confidentiality’, or have been forced to sign confidentiality agreements that mean their normal democratic relationship with tenant members has been compromised. In theory, tenants’ rights are not changed when a PFI scheme start, but in reality, tenants lose their ‘right to manage’ – no local authority is going to agree to tenants taking on the management of their estate because of the huge penalty clauses from breaking the PFI contract.
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