18. PFI: another road to privatisation 

By John McDermott (Leeds UNISON) and Frank Pullan (Chair, Little London Tenants and Residents Group) [to be confirmed]

PFI (Private Finance Initiatives) are one of the four ‘housing options’ usually presented. There are currently 19 Housing PFI schemes worth £760 million. The Treasury is pushing for more as an alternative to discredited stock transfer.

Housing PFI schemes are relatively new with little track record. The record for PFI in other parts of the public sector is appalling. 

Private finance is an expensive form of borrowing – costing much more than direct government borrowing.  Audit Scotland calculate these add £0.2 - £0.3 million each year for every £10 million invested. 

‘In addition to these costs come shareholders’ returns and financing costs, which add around 30% to the total construction costs,’ Professor Allyson Pollock of UCL Public Health Policy Unit calculates.  PFI developers expect a 15% profit on their investment, according to trade union UNISON.

There is also a major issue with cost escalation before contracts are finally signed. The original £30 million bill for Sandwell council’s housing PFI scheme ‘soared to £50 million more than expected,’ reported local paper the Express & Star (26 October 2002)

Ministers argue that PFI schemes remove an element of financial risk from public bodies.  This is false - in cases where the finances of have not stacked up, the PFI consortiums demand more government subsidy – and the government has obliged! 

Stephen Byers’ description of Railtrack sums up the attitude of PFI: ‘On the one hand coming with a begging bowl for taxpayers’ money month after month and on the other, handing out dividends to shareholders’ (Society Comment 17 October 2001).

Certainly the major PFI players don’t see the ‘risk’ being transferred to them. Mowlem (eight PFI contracts with total value £826 2 million) says PFI offers them ‘better quality and longer-term revenues than traditional procurement methods and carries significantly lower risks’. 

Private companies set up to make profits will use the best legal experts (and every trick in the book) to find ways of reducing costs to themselves and making us cough up more.
Councils spend a small fortune on consultants and lawyers drawing up PFI. Camden set aside £600,000 to ‘work up’ its Maiden Lane PFI proposals – despite strong opposition from the tenants association. This money could instead pay for improvements on our estates.  

There is no requirement to ballot tenants on PFI.  Islington council in London went for PFI to avoid defeat in a stock transfer: ‘Islington's outline business case… lists one of the advantages of PFI as: “no requirement for a ballot”’ (Inside Housing 10/7/01)

Leeds council did ballot tenants for its Little London Housing PFI scheme - 54 per cent voted against the scheme.  The council then redrew the boundaries and reballoted. Leeds Unison’s housing shop steward John McDermott said: ‘People who voted no in the first ballot believe their vote was wasted in the first place.’ Frank Pullan Chair of the Little London Tenants and Residents Group said ‘the Council behaved in a very underhand manner; tenants given to understand that if they voted no they would get no improvements.’

PFI deals often involve ‘gifts’ of public land as a further incentive, with council homes on the sites demolished.  In Leeds, the Swarcliffe pathfinder PFI scheme involves demolition of approx 700 homes. The Little London Scheme involves the loss of 200 homes, to be refurbished and offered at yuppie rents. 

Council workers transferred to private companies have very little legal protection through TUPE so pay, conditions, pensions and union organisation are all under attack. New staff taken on under PFI are not guaranteed the same conditions as existing staff.

Strict rules supposed to ensure ‘best value’ require several companies competing for PFI contracts.  But this ‘competition’ becomes a farce in a growing number of PFI bids with only one or two firms in the final bidding. 

A pathfinder scheme in Newham, east London, had only two bidders on the shortlist after the third pulled out. In Camden, north London, Partners for Improvement is now the only bidder for the £66 million Chalcot Estate PFI scheme. Director of Housing Neil Litherland blithely says: ‘We believe that the single bidder approach will enhance the PFI process’ (Camden council news release 20 December 2002)

There is scant evidence overall to show whether PFI is providing ‘value for money’. Only 23 out of 378 PFI projects – just 6% - have been independently audited according to the Institute of Public Policy Research (IPPR). 

Housing PFI schemes, designed to run for 25-30 years, are particularly frightening. Most councils have great difficulty policing much smaller traditional maintenance contracts – involving companies with far less expertise and political clout than the big PFI consortium. 

By law councils are obliged to look at servicing their PFI schemes before any other expenditure. This gives any PFI scheme first call on housing budgets – and makes housing PFI a threat to every tenant, no only those on the estates in question. Future generations will be left paying the extra costs of PFI – taking money from vital services if need be. 

The idea that these private companies will be running our estates when our children are the tenants is truly frightening. The extra costs involved in PFI, the contracts negotiated behind closed doors with unknown consequences and the real danger that contracts can and do go pear shaped at our expense, mean council tenants will lose out if we let them bring in PFI.

“Jeremy Colman, Assistant Auditor General, discussed some of the common

pitfalls of Public Sector Comparitors. These included spurious

precision, over elaborate models which were prone to errors, irrelevant

or unrealistic analysis and pseudo-scientific mumbo jumbo. He argued

that these problems too often hindered understanding of the underlying

drivers of value.”

NAO Focus July 2002 http://www.nao.gov.uk/guidance/focus12.pdf
Insert

Who are the main PFI players?

AMEC has 12 PFI contracts with a total value of £2,739.5 million. Their latest report states that it gives "more predictable recurring revenues from long-term customers". Sir Peter Mason, AMEC’s Chief Executive, is also very happy. He was paid £744,000 in the last financial year. 

WS Atkins, a private company that provides a range of services for the public sector, say "we continue to see strong growth, as the role of the private sector in delivering public services expands".. So far it has 18 PFI contracts with a total value of £1,020.5 million. Robin Southwell, WS Atkins Chief Executive, was paid £361,000 in the last financial year. 

Balfour Beatty’s states that its PFI contracts with a total value of £1,558.7 million PFI "will provide a stable long-term profit and cash stream". Mike Welton, Balfour Beatty’s Chief Executive, was paid £518,992 in the last financial year. 

Compass Chairman, Francis Mackay, gets £1,204,000 from PFI contracts their website describes as "relatively low risk and limited exposure to the economic cycle". 

Jarvis has 21 PFI contracts with a total value of £565 million which "delivers long-term income and consistent profit margins". 

Mowlem assesses that PFI offers "better quality and longer-term revenues than traditional procurement methods and carries significantly lower risks". 

(from GMB website www.gmb.org.uk)

