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Abstract Partnerships are the British government’s preferred method of procuring public sector services, and the policy is usually justified in terms of delivering value for money. financial methodologies are prescribed to ensure that decision making is based on a sound appraisal of alternatives and the government has called for an evaluation of implemented projects. This paper seeks to contribute to that evaluative process by exploring some of the issues and problems that arose in practice. Using a case study approach, the paper considers two failures of information technology partnerships to examine how risk transfer, which is at the heart of the partnership policy, works in practice. The cases show that the contracts failed to transfer risk in the way that had been expected. The public agencies, not the commercial partner, bore the management risk and costs fell on the public at large and/or other public agencies.



Introduction Let me say at the outset that partnerships between the public and the private sector are a cornerstone of the Government’s modernisation programme for Britain. They are central to our drive to modernise our key public services. Such partnerships are here and they are here to stay (Alan Milburn, Secretary of State for Health, 2000).



In the last 25 years, public policy in Britain and many other advanced capitalist countries has been dominated by the neo-liberal agenda that has sought to privatise the state owned trading enterprises. More recently, the delivery of state activities, which could not be privatised for financial or political reasons, has been transferred to the private sector under a range of measures broadly encapsulated as ``partnerships’’: the public sector procures the delivery of support services and increasingly their ``core’’ professional services via a variety of different long term contractual arrangements in return for an annual fee, instead of providing them in house. Thus the government and its agencies are in effect becoming the procurer and regulator of services rather than the provider. As the above quote shows, partnerships have become one of the key policies of the Labour government since 1997. The rationale for the policy has changed so much over time that even its proponents have described it as ``an ideological morass’’ (IPPR, 2001), but it is now increasingly justified in terms of delivering value for money in the form of lower financial costs over the life of the project. This includes the transfer of risk (and costs) to the private sector that would otherwise be borne by the
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public sector. In essence, risk transfer operates as a kind of insurance policy: if certain aspects of the project go wrong, the private sector will bear the cost, thereby encouraging greater efficiency on the part of the private sector. The government, as part of a wider project designed to allocate resources on a more rational basis, free from political interference or managerial preference, has put in place ex ante financial methodologies to ensure that decision making is based on a sound appraisal of various alternatives and that the option likely to deliver the best value for money is selected. It has also called for an evaluation of decisions already taken (Treasury, 1997a). This paper seeks to contribute to the evaluative process by exploring ex post facto two information technology (IT) partnership projects. Although the policy is now being used in all public services, few projects other than those in the first sectors to reach financial close: roads, prisons and some IT projects have been implemented and thus few are amenable to evaluation. In the case of IT projects, there have been a number of high profile failures that have had widespread economic, social and political implications that raise questions about their ex ante justification, ex post facto value for money and risk transfer as well as wider issues of regulation, control and accountability. While some of these failures have been the subject of investigation by the National Audit Office (NAO), such investigations have usually been restricted to ``what went wrong’’ and ``lessons to be learned’’, and have not considered value for money, risk transfer, the way the partnership policy itself may have impacted on the failure, and the wider implications of the policy itself. While IT systems are notoriously difficult to get right, as a result of human, social and technological problems, particularly in the context of the public sector whose tasks do not lend themselves to ``off the shelf’’ solutions, our concerns are not with the project failure per se – after all projects fail under conventional procurement and in the commercial sector – but how the partnership arrangements mitigate or magnify their effects and costs and/or create additional problems. That is, we examine the very issues that lie at the heart of risk transfer. Such evaluation is important because, as the Economist Intelligence Unit Report (1999) notes in its international review of public private partnerships, partnerships are now, to varying degrees, quite widespread, and the British government is just as keen to ``export’’ partnerships as it was to export privatisation. Therefore, although British, these cases and the issues they raise have international relevance. This paper seeks to contribute to the evaluative process by exploring ex post facto some of the issues and problems that arose in practice that limit the ex ante value for money and risk transfer. We examine failures because this provides a way of understanding how risk transfer worked in practice and whether the risk transfer that lies at the heart of value for money operated as expected when things went wrong. The paper takes a case study approach and considers two failures of information technology partnerships and the official responses to them. The two unsuccessful projects, by no means isolated occurrences as the Public Accounts Committee (2000c) acknowledged, are: the



IT systems to handle passport verification for the Passport Agency, and the collection and recording of National Insurance contributions for the Contributions Agency that in turn determine welfare payments. They were high profile failures that attracted media attention, usually out of concern for ``customer service’’ not public policy. While in general there is little evidence publicly available about PFI projects due to ``commercial confidentiality’’, these two cases caused sufficient public concern to generate official inquiries that form the evidence base of this study. Our evidence rests upon: National Audit Office (NAO) reports, Public Accounts Committee investigations and press reports; and in the case of the Passport Agency, this is supplemented by internal documents, including the original Business Case and interviews. The paper is divided into a number of sections. The first section outlines the ex ante decision-making process for partnerships in general. The second section considers the issues involved in evaluating value for money and such evidence as exists as to how post-implementation evaluation could or should be carried out. The third section firstly describes the two cases that are the subject of this study and the evidence used to justify a partnership arrangement. It then examines the problems that arose in these partnerships and how the costs were shared. The fourth section uses the NAO’s evaluative framework to consider project management and the extent to which the contract arrangements provided appropriate incentives, compensation arrangements, termination or handover, and change management. The final section draws out the implications for the appraisal methodology, ex post facto evaluation of projects, accountability and control, and the partnerships policy in general. Partnerships: the decision-making process According to the government’s general guidelines (Treasury, 1997b; Treasury Taskforce, 1997; 1999), the public sector agency should prepare an outline business case (OBC) or an equivalent document, outlining all the feasible options, including ``do nothing’’ and ``do minimum’’. It should list the costs, benefits, risks, uncertainties and affordability of the various options in order to identify the most suitable, which will be used later in the process as the public sector comparator (PSC) against which the private finance alternative is assessed. If the project is approved at a higher level, then the agency needs to translate the approved option into a detailed specification of outputs, outcomes and desired allocation of risks. It then needs to initiate the procurement process by inviting tenders, typically with an advertisement in the Official Journal of the European Communities, identify suitable providers to provide a solution based upon the output specification and the best obtainable privately financed solution (PFI), and select its preferred partner. The final step is to complete the definitive investment proposal with a comparison of the publicly and privately financed options’ value for money (VFM) as reflected in their net present costs (NPC), after discounting the costs at 6 per cent. If the PFI option appears to deliver lower costs over the lifetime of the project than the PSC, the preferred partner and the public sector work together to prepare the full business case
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(FBC), which is then submitted to the sponsoring department and where appropriate to the Treasury for consideration and approval. A novel feature of the VFM technique, and arguably its most contentious, is that as well as the expected financial costs, the costs of some of the risks associated with the scheme are also included. Since some of the risks are to be transferred to the private sector, the PFI option should provide greater VFM than a publicly financed alternative where the public sector bears all the risks. The risk analysis should identify all the risks associated with design, construction, finance, maintenance and operation of the scheme over the life of the project. Probabilities of their occurrence must be assigned and financial values attributed to their outcomes so that the amount of risk to be transferred to the private sector can be included in the public sector comparator. The option with the lowest NPC is then selected as yielding the greatest financial benefit. Several points follow from this. Value for money (VFM) is the key rationalising motive for partnerships. While value for money is a colloquial term that has intuitive appeal, its substantive meaning is ambiguous. It is usually associated with the three Es: economy, efficiency and effectiveness. In practice, for a variety of conceptual and methodological reasons, VFM audits, as carried out by the National Audit Office, have focused on economy rather than efficiency and effectiveness. Its meaning in the context of PFI is no more precise and is similarly based upon economy as reflected in the use of discounted cash flows over the lifetime of the project. Furthermore, the procurement process, by relying upon market forces and giving a greater role to the private sector in designing the services to be provided, should create a competitive tension and innovative solutions that will help to deliver a more economical service. But none of this should obscure a number of important issues. First, the VFM case is necessarily based on estimates of future costs and operates only at the point of procurement. Second, risk transfer is the crucial element in delivering whole life economy since under PFI private sector borrowing, transaction costs and the requirements for profits necessarily generate higher costs than conventional public procurement. The more risk is transferred, the more expensive the PSC becomes relative to the PFI option. As the evidence from the new hospitals to be built under PFI shows, conventional public procurement provides greater VFM until risk transfer is factored in, and even then the margin of difference is small (Pollock et al., 2002). Third, the level of the analysis is narrow and focuses on VFM within the agency concerned, despite the fact that these public bodies deliver ``public’’ goods and services. Evaluating value for money In this section we provide a brief summary of firstly, available empirical work on value for money evaluation, secondly the research relating to performance assessment, particularly in a contractual context, and lastly, the official commentaries on post-implementation issues and their implications for project evaluation.



In general, the partnerships policy is too new for there to be many empirical studies evaluating value for money on an ex post facto basis, but there have been a number of empirical studies examining the ex ante value for money in specific hospital projects (Gaffney and Pollock, 1999a; Price et al., 1999; Pollock et al., 2000), in the health service (Hodges and Mellett, 1999; Gaffney and Pollock, 1999b; Gaffney et al., 1999a, b, c; Pollock et al., 1999), in transport (Shaoul, 2002), and in education (Ball et al., 2001; Edwards and Shaoul, 1999). Froud and Shaoul (2001) considered the process of appraisal and its operation in the context of the NHS. All these studies questioned whether the projects demonstrated value for money and raised other issues of concern. Another study of new hospital builds under PFI has shown that conventional procurement is cheaper than PFI until risk transfer is factored in and even then, the margin of difference is very small (Pollock et al., 2002). More importantly, it was clear that since risk transfer as a percentage of the main construction costs ranged from 17 per cent to 70 per cent, it was being calculated in such a way as to ensure that the PFI option resulted in a lower NPC than the public sector comparator. This in turn casts doubt as to the objectivity of the risk transfer methodology. The National Audit Office has produced more than 20 reports on PFI, including some that have examined the ex ante value for money case and other issues arising out of the procurement process in specific projects, generally concluding that they have demonstrated some value for money in terms of the prescribed methodology. But more importantly, it raised concerns about the reliance that can be placed on the complex financial modelling required for the value for money appraisals (National Audit Office, 2000a), thereby casting doubt on whether PFI projects demonstrated value for money on an ex ante basis. In addition, there have been surveys by management consultants (Arthur Andersen and Enterprise LSE, 2000) of the ex ante value for money of PFI projects. The Andersen report, commissioned by the Treasury, is particularly important because it shows that the ex ante case for PFI rested upon the transfer of risk in a handful of projects, and that one project, the NIRS2 project, which it did not explicitly identify by name, accounted for more than 80 per cent of the risk transfer (Pollock and Vickers, 2000). Thus its wider ex ante case for PFI largely disappears when set against the outcomes. The Institute of Public Policy Research (IPPR, 2001) reviewed the ex ante value for money issue and concluded that PFI projects demonstrated ex ante value for money in some sectors, but not universally. In terms of specific ex post empirical assessment, it is the National Audit Office that has investigated the performance of PFI projects. It has examined some of the problems that have arisen after financial close that clearly impinge on value for money; although its analysis was not directly concerned with value for money per se. This may be illustrated by a number of examples. When it examined the sequence of events that led up to members of the public going in person and queuing for hours to obtain their passports, the focus was on the Passport Agency’s service delivery (National Audit Office, 1999a), not
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VFM. Similarly, in relation to the refinancing by the private sector partner of the Fazakerley prison deal, it focused on the lower cost of financing, the profit sharing arrangements and the changes to the deal’s risk profile (National Audit Office, 2000b), but not directly on the VFM of the original or refinanced deal. In its reports on the Royal Armouries deal (National Audit Office, 2001a), the extension of the NIRS2 contract with Andersen Consulting (National Audit Office, 2001b), and the Channel Tunnel Rail Link PFI deal (National Audit Office, 2001d), it focused on the relationship between the public and private sector partners, and on the renegotiations that took place when a private sector partner failed to deliver on the original contract. Thus, the NAO passed up the opportunity to examine the extent to which the projects provided value for money as set out in the financial appraisal or how the outcomes differed from conventional procurement. But without such a comparison, it is difficult to justify the claim that PFI procurement actually transfers risk and thus in practice delivers value for money. In each case the NAO carefully explained the chain of events that led up to the project failure and sought to draw lessons for the negotiation of future PFI deals, but it did not draw out the implications for value for money, consider the outcomes in relation to the project’s objectives and/or its original financial appraisal, or evaluate the extent to which the contract did or indeed could transfer risk as anticipated. It carried out a survey to examine how the contractual relationship was being managed, managers’ views about their project’s value for money and the issues involved in managing partnership relationships rather than a systematic comparison of expected and actual outcomes or even a study of project outcomes (National Audit Office, 2001c). The Public Accounts Committee (PAC) in considering the NAO’s report was particularly concerned that one in five of the authorities surveyed considered that the VFM from their contracts had diminished; that the contractors charged high prices for additional services; that the bail out of the Royal Armouries Museum and the Channel Tunnel Rail Link undermined the commercial discipline of the risk of failure; that there was little information on the financial returns to the private sector; and that 58 per cent of authorities with a performance review process had made reductions from payments due to contractors, suggesting inadequate levels of service. Crucially, it noted, that risk transfer did not absolve the public agency from the responsibility for service delivery, and that therefore the agency had to manage this ultimately untransferable business risk. The PAC concluded that better evaluation was needed of PFI projects in progress (Public Accounts Committee, 2002a). In relation to performance measurement researchers have noted that the attainment and ex post facto assessment of performance is dependent upon the ability to clearly specify and observe outputs (Deakin and Walsh, 1996) because the public agency must manage service provision at a distance by monitoring actual standards against contract specifications. However, since it is usually difficult in public services to specify in any detail the service to be provided, contracts are usually written in very general terms. Not surprisingly



therefore, contracts have been found to deal poorly with ambiguity and have failed to capture custom and practice leading to additional costs and potential problems in monitoring performance (Deakin and Walsh, 1996). Also performance measurement systems have only recently been introduced in the delivery of public services, in the context of managerial and public accountability, and their usefulness is still unproven (Cutler and Waine, 1997). Their extension to contractual and regulatory management may therefore be premature. Traditional local authority management accounting is inputoriented with an almost exclusive concern for the control of inputs (Kirkpatrick and Lucio, 1996), whereas this new accounting/contracting nexus involves incorporating quantity and quality standards into contracts, and monitoring procedures in ways previously considered impossible or inappropriate (Seal, 1999). These difficulties are compounded by difficulties in obtaining information and observing effort and performance during the life of the contract (Ricketts, 1994). Several commentators argue either implicitly or explicitly that traditional forms of information and dissemination are inappropriate for monitoring contract outcomes. For example, Deakin and Walsh (1996) provide an example where the public sector purchaser was dependent on the private sector contractor for the measurement of output, and so information became a key battleground in service management. This problem is perceived as widespread and it has been argued that substantial informational asymmetries exist between contracting parties that may generate conflicts of interest (Arrun˜ ada, 2000). Taken together, this does suggest that it may not be straightforward to evaluate post-implementation value for money. It may not be surprising therefore that while the Treasury has called for ex post facto evaluation as a way of improving future decision making, it provides little detailed or specific guidance as to how such evaluations should be carried out (Treasury, 1997a, b; 1998), and that neither the Treasury nor the NAO calls for ex post facto evaluations from the perspective of ensuring that the projects deliver their expected benefits. Indeed, the NAO has noted that while the Treasury is encouraging departments to make evaluation a more prominent feature of policy making, departments require evaluations to be more practical and in 2001 still believe that there is a need for information about good practice to be drawn together and disseminated (National Audit Office, 2001e). However, the NAO has concluded that there is no one best way of establishing value for money and that individual procurers need to establish their own methodologies for assessing the VFM of continuing projects. Such methodologies should include ways of assessing performance, pricing and feedback from users, as well as a continual monitoring of risks so that these can be managed (National Audit Office, 2001c). To assist auditors reviewing value for money appraisals and those involved in negotiating PFI deals the NAO has produced some recommendations and from the perspective of this study it is interesting that attention is drawn to the importance of the contract as opposed to the business case (National Audit Office, 1999b). A successful partnership
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often depends upon decisions made early in the procurement process implying that the nature of governance arrangements should be considered early and be well documented (National Audit Office, 2001e), so that their impact on project management can be assessed. There should be recognition that the contracting parties have different objectives that need to be reconciled. For example, projects may have conflicting objectives and their differing needs may cause problems between multiple public sector procurers; the pressing needs of some may lead to inadequately tested pilot projects being accepted at the expense of the other public sector partners (National Audit Office, 2002). Especially in situations where there is a lack of committed bidders there needs to be an agreed process to manage the contract in a non-competitive environment. This might involve the use of either a fall back position or as in the Airwave project a ``should cost’’ model. However, if such approaches are to assist decision making and subsequent monitoring of performance then there needs to be recognition that the building of credible alternative options may require substantial resources and the co-operation of the bidders (National Audit Office, 2002). The NAO has stressed the importance of assessing whether the contract has adequate incentives, remedies and safeguards to ensure that the service that is the subject of the VFM appraisal would be delivered to a satisfactory standard throughout the contract period (National Audit Office, 1999b). In effect this would be underpinned by: (1) adequate arrangements to manage the contract; (2) suitable incentives and bonuses to incentivise the provider, backed up by contractual sanctions; (3) arrangements for compensation for poor performance by the contractor; (4) satisfactory termination or handover arrangements; and finally (5) suitable provisions for dealing with changing requirements. As such, this appears to provide a five-point framework for evaluating projects both before and after the deal is agreed. The NAO has not carried out explicit ex post facto VFM studies and so this focus on the contractual relationships means that VFM has to some extent been sidestepped but it does offer a useful framework to assess projects because VFM turns upon whether in the event of failure the contract provides the appropriate and anticipated redress. It is to these issues we now turn. The case studies We consider here two unsuccessful IT PFI projects. First, we describe the ex ante case including the anticipated value for money, and secondly the postimplementation phase, examining how well the partnership arrangements worked in practice to secure the specific project objectives as well as the general policy objective of transferring risk, that lies at the heart of the policy rationale.



The ex ante value for money case The Passport Agency. The UK Passport Agency (UKPA) is an executive agency within the Home Office whose main function is to process applications for and issue passports to UK citizens promptly and economically. It is required to recover its full costs, including the cost of capital and consular protection services abroad, amounting to about £100 million per annum via a charge for each passport issued. After a review of its operations, the UKPA decided to replace its existing system and improve its efficiency, and to introduce a passport that would carry a digitised photograph and signature of the passport’s owner, in order to minimise the possibility of fraud. It awarded two PFI contracts, one to Siemens Business Services (SBS) to carry out the initial processing of passports and to provide a new computer system to support computer processing and the other to Security Printing & Systems Ltd to provide secure printing and despatch of passports. The agency retained the examination and authorisation of passports as a core in-house function. It is the first contract that is the subject of this case study. The purpose of a Business Case is fourfold: to set out the objectives and provide an analysis of the demand for passports, i.e. the planning case, the scheme’s value for money, including risk transfer, and its affordability. We examine each of these in turn. The Business Case, entitled ``Private sector involvement in the issue of the British Passport’’, lists five overall objectives for the project: (1) support the agency’s core business in issuing passports promptly and economically; (2) reduce fraud by introducing a more secure passport; (3) provide better value for money; (4) increase private sector involvement in non-core business if it makes business sense to do so; and (5) meet other customer service targets as set out in its business plans (UKPA, 1997). The demand for passports is crucial since it determines costs. According to the UKPA’s annual report and accounts, annual demand since 1995 had exceeded 4.7 million. In 1996-1997, demand was almost 5.1 million. The Business Case however was budgeting for 4 million passports annually – a 20 per cent reduction in demand and thus reduced capacity compared with the existing system. It provided no explanation for this despite acknowledging in its annual report and accounts that it had frequently underestimated demand. Although a sensitivity analysis showing the impact of higher demand on VFM was included, it only considered demand ranging from 3.5 million to 4.7 million, still well below the current levels. Although the Business Case showed that conventional procurement provided better value for money as reflected in net present costs, at higher, and more realistic, levels of demand (£377 million compared with £380 million) due to economies of scale and fixed unit pricing,
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the UKPA rejected this for two reasons. First, it did not involve the private sector, a key objective set out in both the 1991 Framework Document that established the UKPA and the Business Case. Second, it did not transfer risk to the same extent as the PFI option. However, this is somewhat ambiguous. The Business Case states: This marginal better value does not offset the benefits arising from the significant transfer of risk under the PPP/PFI option (UKPA, 1997, para. 55).



The next paragraph states that the UKPA would not carry the risk of managing the introduction and implementation of the new arrangements under the PFI option while it would carry part of the risk under conventional procurement, implying that the comparison of costs was not carried out on a like for like basis, even though the Treasury requires risk to be included in the comparison of the PSC and PFI costs. However the risk transfer element of the NPC was not identified. At the expected volume of 4 million, the margin of difference in favour of PFI was £15 million or 4 per cent on a net present cost of £339 million. Bids were invited on the basis that the successful contractors would be responsible for system design, implementation, operational performance to specific service levels, quality, technological updates and project finance. A key feature of the requirements was a fixed price per passport up to a certain volume after which prices would fall and contractors would in effect share the profits gained from the economies of scale with the UKPA. The bidding process involved four bidders, two of which were eliminated before the final negotiations. Then a bid from EDS was ruled as non-compliant in respect of future price reductions, implementation delays and the extent of indemnities and guarantees. But after EDS was eliminated, Siemens negotiated a contract based on a fixed price per passport, irrespective of demand, that meant that the contract would be more expensive than the rival bid if demand turned out to be higher than expected. Thus, the final terms of the contract on one of the key issues upon which risk transfer depended were different from that specified in the Invitation to Tender, and lay entirely with the agency. The project’s affordability depended upon the annual tariff that the UKPA would have to pay the contractor, Siemens Business Systems. However the document contains no reference to the annual payment, its cost and affordability, although the contract is mentioned in the accounts as being worth £120 million over ten years, implying an annual cost of £12 million, although the National Audit Office implies that the annual fee was about £14 million (National Audit Office, 1999a). Its omission is surprising in terms of the appraisal procedure laid down by the Treasury. Yet neither the agency nor the Home Office, the sponsoring department, charged with scrutinising the case appears to have missed the information since the project was approved. While the UKPA did expect further efficiency savings on top of the 25 per cent it had already made in the three years to 1997-1998, it is unclear the extent to which such savings were tied into issues of affordability.



In short, the Business Case showed that public procurement was cheaper than a PFI solution at the higher volume level. Even at the expected level of demand, the margin of difference was very small. Despite the limitations of the Business Case, a very short document, the project received approval to proceed. But crucially, the Siemens Business Systems’ bid was accepted precisely because the company accepted the risk of non-delivery of the system and service failure, if it was the contractor’s fault (UKPA, 1997). The Contributions Agency. The Contributions Agency, an executive agency of the Department of Social Security sought to procure a new computer system to replace its complex but ageing National Insurance System (NIRS1) and to record the collection and recording of National Insurance contributions. The system is extremely large, holding information on about 64 million National Insurance accounts of which around 29 million need updating every year. One million new National Accounts are created every year. The system is used to determine the payment of numerous benefits, including unemployment, sickness, disability, retirement and widows’ pensions. In May 1995, after an extensive procurement process, the agency awarded a PFI contract to Andersen Consulting, now Accenture. They were to develop a replacement for NIRS1 by February 1997 in time for the new pensions provisions that were due to come into effect in April 1997. Under the contract, Andersen Consulting would operate NIRS1 until the replacement system, known as NIRS2, was operational in April 1997, operate NIRS2 for seven years and provide enhancements to the system over the period February 1997 to April 1999. The contract was later amended, at Andersen’s request, to alter the implementation timetable in a way that would result in less risk for both the contractor and the agency. Andersen Consulting would receive no payment in respect of NIRS2 until the system was operating satisfactorily, re-scheduled for April 1998. While the project’s Business Case setting out the planning, affordability and value for money case is not in the public domain, as the first major IT contract awarded under the PFI, the project was the subject of four Public Accounts Committee reports (Public Accounts Committee, 1998; 1999; 2000d; 2002b), and three National Audit Office investigations (National Audit Office, 1997; 2000d; 2001b), albeit for different reasons. These reports provide evidence about the ex ante value for money in terms of both the procurement process and the financial estimates of the whole life costs of the project. The NAO concluded that the procurement process was well managed and competitive at all stages in the process. The proposals were evaluated against pre-determined criteria by an evaluation panel that included an appropriate external advisor appointed under a competitive process. While IT projects had a history of delays and failures, the agency did consider that it had a sufficient contingency margin to manage the risk. The winning bid was chosen in line with the criteria set out in the Invitation To Tender. So that the bid that provided the best value for money, the ``economically most advantageous’’ bid, would be chosen. Andersen Consulting’s bid at several different transaction volumes was significantly
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lower than the other two short listed bidders. The cost of the project was estimated at about £134 million at 1995 prices (Public Accounts Committee, 1998). When questioned as to why their bid was so much lower than their competitors, and £100 million lower than their earlier indicative price, Andersen Consulting ``explained that this was partly due to further work they had done since providing their indicative prices, but was primarily a commercial judgement’’ (National Audit Office, 1997, para. 1.39). It appears that they had tendered a low price in the expectation of making very little or no profit, in order to get the contract. Furthermore, by retaining the intellectual property rights to the system at the end of the contract, they hoped to market the software elsewhere. While the agency had developed a Business Case in 1993-1994 for NIRS2 under conventional procurement, this was to seek approval for the project from the Department and the Treasury. It was subsequently adjusted in the light of some of the changes but was not fully revised as a public sector comparator when the scale of the PFI bidders’ advantage, particularly Andersen Consulting’s bid, became apparent. At the expected volume of transactions, the net present value of Andersen’s bid for the original contract was £44.8 million compared with £125.2 million and £146.4 million from the other bidders, with a further software enhancements of £76 million. The net present value of the adjusted PSC was £329 million compared with the partially adjusted bids of £133.6 million-£235.2 million. The 1997 National Audit Office report did not outline the annual tariff or discuss the degree to which the project was affordable. A subsequent report (National Audit Office, 2001b) explained that no contract payments would be made until an acceptable system had been delivered and then payments would be made on a transaction basis. In other words, the agency bore the demand risk, while the contractor bore the risks of development and delivery cost overruns. The risk associated with change management, always a problematic area in IT systems given the need to modify the system due to government or other requirements, was to be shared: the contract allowed for up to 2,000 changes per year. But no arrangements were specified after the defined limit. The clear implication of the National Audit Office’s report is that there was evidence of value for money as reflected in the procurement process and the low net present value of Andersen Consulting’s bid, even though the PSC was not as robust as is normally required. In other words, at the time of procurement, the agency had negotiated a good deal that was capable of delivering value for money. Furthermore, there was a clear recognition that the case for choosing a partnership arrangement rested upon the transfer of risk to the contractor. Project implementation and performance The Passport Agency. The design and development of the new computer system took longer than expected with the result that by Autumn 1998, it was clear that computer processing times were slow and clerical productivity was very low at the two pilot sites, Newport and Liverpool. This was because



problems with the computer system lay not only in its operations but also in its interface with the UKPA’s own clerical procedures. It was therefore impossible to roll out the computer systems to the remaining four offices as planned in time to meet peak demand that starts in January. Demand was higher than the four million expected, in part at least because of the new requirement for separate passports for children. Backlogs began to develop and when the public became aware of the delays, they filed their passport applications early and later went in person to the passport offices to obtain their travel documents. The effect was analogous to a run on a bank, exacerbating the problems. The resultant long queues of people waiting, day after day in the rain under umbrellas and eating sandwiches supplied by the Passport Agency were very telegenic, ensuring maximum media coverage for several weeks in MayJune 1999. At the peak of the crisis, instead of ten working days, the agency was taking between 25 and 50 days to process passports. About 500 people missed their travel dates and thousands were forced to go in person to passport offices while many more were unable to find out what was happening to their applications. Eight checks, designed to reduce the possibility of fraud, were relaxed to reduce the backlog, although these were reinstated when the news leaked out. The crisis was only resolved after the UKPA took emergency action, in July 1999, authorising the Post Office to issue a free two year extension, hiring 100 additional staff, and establishing a call centre to deal with queries, at a cost of more than £12.6 million (National Audit Office, 1999a). By the following year, the system was believed to be working satisfactorily and had been rolled out to the remaining offices. The first series of questions relate to who bore the financial costs and the extent to which the contract dealt with these issues as anticipated. Siemens bore the full cost of ensuring that the computer system worked effectively. As the agency’s payments were based on the number of passports processed, the decision to delay the roll out reduced the contractors’ income, and hence the agency’s costs, to £5.4 million for the year to October 1999 compared with the original estimate of £14 million. However, the reduced output cost the agency an estimated £680,000 due to its minimum contractual payments to the passport printers as well as the cost of coping with the chaos created by the new system’s failure. The net cost to the agency was £12.6 million. The agency had included performance standards in its contract by which it would receive ``credits’’ if the contractor failed to perform to standard. By the end of August 1999, the agency estimated that it was due more than £400,000 from Siemens in credits. However the NAO believed that this was probably an underestimate as the agency did not have formal arrangements for monitoring some standards and estimated that for one month alone, additional service credits of £120,000 might have been payable in respect of one performance indicator, unopened post (National Audit Office, 1999a, para. 3.30). In the event, the UKPA received £69,000 for shortfalls in performance, with a further £62,000 due, after waiving other credits worth about £275,000, presumably in the interest of establishing a good working relationship over the ten year life of the project.
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But a second area, the impact on the agency’s own performance is, as the Passport Agency explained to the researchers, a ``grey area’’ where most IT disputes occur because its own performance depends upon the hardware, software, load, and users, and the relationship between them, for which training, experience and local conditions may be absolutely crucial. This makes it very difficult to specify measurable standards for the contractor independently of the purchaser. The problems were compounded by the UKPA’s failure to estimate demand correctly. No one had thought through the knock-on effects of poor contractor operations on the UKPA’s own activities. While the UKPA sought to transfer the cost of introducing and implementing the new computer system to the contractor, it still retains the responsibility for service delivery. Thus the agency should have put in place contingency plans to deal with the contractor’s failure to introduce a fully functional system on time, but failed to do so. Having cut costs successfully over a number of years, it no longer had any margin to deal with emergency situations, as the NAO acknowledged. But this in turn casts doubt on the accuracy and validity of the risk assessment carried out for the appraisal of the PFI contract, upon which the VFM case rested. In other words, the risk had been incorrectly valued in the PFI option, as the NAO (1999a) confirmed. Furthermore, the contract provided no means of redress for the consequential loss or the £12.6 million additional costs. The contractor did agree to make an ex gratia payment of £2.45 million spread over several years, thereby confirming that the contract had not transferred the risk in ways that were legally enforceable. But these extracontractual payments do not resolve the issue but in fact point to the limitations of transferring risk and enforcing it via a contract. As it turns out, the UKPA will not bear the financial costs of failure, irrespective of its inability to obtain redress from the contractor, since it is required to recover its full costs through the passport fee. The agency has increased the fee for a standard ten year passport from £21 to £28, and the fee for a child passport (five years) from £11 to £14.80, in line with the rise in unit costs. Thus it is the travelling public that has borne the risk. But there is another risk that is not transferred: the political risk of failure. As the finance director of the UKPA acknowledged: What clearly cannot be transferred is the risk of political or reputation damage arising from problems/crises, and I would accept that the PFI gives the public sector less control in guarding against such problems in the contracted-out parts (Cook, 2000, p. 29).



The second series of questions relates to whether the project achieved its five stated objectives outlined earlier. But this is not as straightforward as it might appear. First how should the objectives be weighted? For example, it clearly failed to issue passports economically, but it did involve the private sector. Second, although the main operational objective was to improve the security of the passport, there were no publicly available performance indicators by which this objective could be measured and reported. Arguably this deteriorated as security checks were relaxed in order to increase throughput. At the very least,



it is believed that 20,000 people were in possession of two passports (Public Accounts Committee, 2000a). Third, although the computer system was supposed to aid the UKPA achieve its performance targets in relation to both financial performance and customer service, despite the delays and inconvenience to the public and 500 missed travel dates, the agency was still able to meet its customer service target of meeting 99.99 per cent of travel dates, casting doubt as to the meaningfulness of such a standard, as the Home Office acknowledged. Some element of risk transfer from the public sector did occur, but ultimate responsibility for the system could not be transferred and part of the risk fell on the travelling public. In short, the outcomes were very different from those anticipated in the financial appraisal of the project. The case shows that first, contingency planning for the possibility of failure or delays needs to be explicitly factored into the ex ante value for money comparisons. Second, the contract did not provide effective redress for the agency’s own costs, in part because the performance indicators were not fully specified, were not available or did not take into account the impact on the agency’s own performance. Third, while in the final analysis, the Passport Agency was able to minimise its own costs via PFI in that Siemens bore the cost of introducing the system and the price of passports rose, this was achieved by transferring the burden onto the travelling public, present and future, while damaging its own reputation and that of the Home Office in ways that are not quantifiable. Fourth, the number and ambiguity of the agency’s objectives means that it is impossible to give a clear cut answer to whether they had been achieved. Finally, while the public might argue that the case demonstrates failure in terms of both the project and the policy’s objectives, it might be possible to argue that the agency had achieved them, albeit from its own limited perspective, which points to the limitation of considering the outcomes at the narrow unit level. The outcomes not withstanding, the Passport Agency debacle was, in terms of its financial costs and disruption but not the political embarrassment to the government, far less consequential than most of the other high profile IT/PFI failures investigated by the Public Accounts Committee where the ``implementation of IT systems has resulted in delay, confusion and inconvenience to the citizens and, in many cases, poor value to the tax payer’’ (Public Accounts Committee, 2000c). The Contributions Agency. Within eight months of awarding the contract, the implementation schedule began to slip as the contractors realised that the project was bigger and more complex than they had originally thought. At Andersen’s request, the agency accepted a revised implementation schedule within the existing contract structure, without any changes to the contract price. In principle, it could have insisted that Andersen deliver according to the existing milestones, but this was unrealistic since despite Andersen’s assurances, this was clearly no longer achievable. Alternatively, it could have terminated the contract and sought another supplier at Andersen’s expense, up to a limit of £100 million during the development phase and £50 million during the operational phase, but this would have meant even further delay under
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conditions where new statutory arrangements for pensions were due to be implemented. However, in a wider context there were implications for the PFI policy; it ``would also have been seen as a major setback to the Private Finance Initiative more generally’’ (National Audit Office, 1997, para. 3.22). Thus, termination was never a real option. Furthermore, while the rescheduling of the contract did not have any significant impact on the overall cost of the project, since the tariff was based upon the number of transactions processed, it did increase the agency’s costs by about £3.8 million while at the same time costing it and the Benefits Agency £4 million and £2 million respectively in anticipated lost ``savings’’. The contractor agreed to pay the agency £3.1 million, over a period, in respect of its additional costs, while at the same time carrying the full cost of the delay in terms of its own additional costs and lost revenues. Although the compensation did not cover the Agencies’ costs, ``The Contributions Agency did not believe it would be possible to get Andersen Consulting to compensate them for lost savings’’ (National Audit Office, 1997, para. 3.27), even though the projected savings formed part of the value for money case supporting procurement under the PFI. This was because, as the Treasury Minister, Dawn Primarola, admitted, the government would not demand compensation for the troubled NIRS2 National Insurance Records contract ``for fear of damaging future relationships’’, even though the contract allowed for compensation. While the agency had contingency plans to cover any delay in the implementation of the new computer system, in the event these proved inadequate. By December 1998, some eight months after the revised implementation date, the system was not fully operational. Seven million items were waiting to be input to the system, 17 million contributions to individual national insurance accounts had not been posted, and there were over 1,500 unresolved system problems of which many were crucial to full implementation. Even by 31 March 1999, 4.5 million items remained unposted (Public Accounts Committee, 1999). As a result, pensioners, widowers and benefit claimants suffered uncertainty and loss of income. Thousands of benefits had to be calculated on an interim or emergency basis, with over and under payments, resulting in additional costs to the government of compensation payments to claimants. Lower payments ``and the compensation arrangements meant that funds will receive £38 million when the National Insurance Fund has gained £58 million by not paying contributions on time’’ (Public Accounts Committee, 1999). Furthermore, the subsequent integration of the Contributions Agency and the Inland Revenue meant that the Inland Revenue was unable to get details of records from the Contributions Agency’s computer system. It thus lost an estimated 5.2 million records whose accounts had to be closed with an estimated loss of £5 billion in tax revenue for 19981999 and further losses for 1999-2000. In other words, the costs of failure were borne throughout the public sector and by those members of the public who are often, by virtue of the nature of the service, among the most vulnerable. Even in April 2000, the original system had still not been fully implemented.



In 1997-1998, the government introduced a number of major changes to pension and National Insurance legislation that were greater than expected when the contract was agreed. In addition, the Inland Revenue took over responsibility for the Contributions Agency in order to co-ordinate tax credits and benefits. The number of changes required was estimated as being between 5,860 and 7,240 in the period October 2000 to April 2002. After an extensive review of all the options, the Inland Revenue concluded that the NIRS2 system provided an adequate platform to support 80 per cent of the new requirements, although additional work would also be required. It had three options for commissioning the changes: negotiate an extension to the NIRS2 contract, ask the contractor to provide the facilities under the original contract terms, or exercise the break clause and seek tenders for the new work. In the event the original contract proved insufficiently flexible to allow the additional facilities to be incorporated into the existing contract. This was because the contract had placed a limit of 2,000 on the number of annual additional facilities that could be ordered at the agreed price – although the pricing arrangements were not agreed until after financial close – without stipulating any arrangements for exceeding the defined limit. When evaluating Andersen’s original bid, the agency had calculated that it was still better than the other bids, so long as the number of changes did not exceed 4,000 in any 12 month period. The option of terminating the contract and seeking tenders for new work also proved unviable. While the Inland Revenue estimated that Accenture’s proposed costs compared unfavourably with industry benchmarks based upon the Inland Revenue’s own outsourcing contracts, the cost of invoking the break clause made it uneconomic to open the new work to competitive bids. Furthermore, opening the work up to competition and using another supplier would have delayed the implementation of the changes, incurring further risks and costs. Consequently, the Inland Revenue negotiated a contract extension with Accenture, worth between £70 million and £144 million, depending upon the amount of work ordered over the remaining life of the contract. However, the new method of payment differed from the original advertised contract, replacing the ``paid, after the system goes live, by means of a transaction-based or similar charging method’’, with stage payments for development work. This would appear to breach European Union procurement rules and makes the Inland Revenue vulnerable to a claim for damages from suppliers who could prove they had suffered loss of profit as a consequence. While change management is never easy, this illustrates how PFI may not only lock a purchaser into a partnership arrangement, foreclosing other options, but also generate additional risks and costs. While the software under the contract extension was completed on schedule, and improved significantly, actual productivity (3.4 days per function point) was still significantly less than the 7.5 days agreed in the contract extension, resulting in a £9.6 million deduction in payments to Accenture up to October 2001. But Accenture’s profit margin for the year ending August 31 2000 was 26 per cent, below their target of 30 per cent, and 54 per cent for 2000-2001,
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far in excess of the 35 per cent target. Although under the contract extension, profits above the agreed level should result in a rebate as part of a profit sharing agreement, this does suggest that contractors are able to use their monopsonistic power to negotiate very favourable terms. The project clearly did not achieve its own objectives. The contractual arrangements did not provide effective remedies for either the agency’s own costs and savings foregone, those of other agencies, or the ultimate users of the system, the public. It therefore failed to deliver the anticipated risk transfer and value for money, although it could be argued that the project was better value for money than conventional procurement, at the narrow unit level of the Contributions Agency, because the contractor bore the cost of getting the system working correctly. Several points follow from this. If the contractor falls behind schedule, the public agency may have no alternative but to accept the delay even though there is a break clause in the contract, due to the exigencies of its statutory obligations. Second, where the contract is perceived as crucial to government policy, the political requirements of the policy itself may take precedence over the requirements of the public agency. Third, the contract did not appear to fully compensate for consequential loss. Thus when a public agency outsources its core business processes and problems develop, the purchaser may find itself at the mercy of a relatively powerful partner, however strong the contracts. In other words, since contractual arrangements are crucially dependent upon their political context, they may provide little protection to the purchaser. Finally, it demonstrates again the futility of estimating value for money, as reflected in costs and risk transfer, solely in relation to the purchasing agency. Discussion and conclusions While the cases relate to failure rather than success, the issues raised have relevance to several inter-related issues: the appraisal methodology, ex post facto evaluation of projects, accountability and control, and the partnerships policy in general. Although the ex ante value for money case rests upon risk transfer, our analysis has shown that in practice risk was not transferred in ways that the public agencies had anticipated and the meaning of risk transfer in the context of partnership arrangements is problematic. The financial techniques used to assess value for money are based upon estimates of financial costs and risks to the purchasing agency, but the risks and costs may also be borne by others not party to the contract, e.g. other public agencies, or departments within the agency, users and the government itself, all of whom receive little or no redress from either the agency or the contractor. In so far as there was any compensation, this was infinitesimal relative to the costs, and was only available to the purchasing agency. Thus the risks and compensation to the various stakeholders were not well aligned. In the Contributions Agency case members of the public received incorrect payments and suffered uncertainty about their benefits, and other agencies lost money. In the Passport Agency



case the additional costs fell on the public as individuals since the agency must recover its costs via the passport fee. Furthermore, in order to reduce waiting times short cuts were implemented, which reduced security checks and secretly transferred risk to the public. The fact that these short cuts were rescinded once they became public suggests that there was never any belief that the public was prepared to accept this risk. Although the calculation of risk transfer from the public to the private sector was crucial in establishing VFM of individual projects, the suffused nature of risk is difficult to operationalise in ex ante evaluation. While it is clearly useful to cost risks of a project that may be diffused to other public agencies and the public, these need to be separately identified from the unit cost to the agency contracting for the project. It is for example, possible that in both cases, despite the very evident inability of the projects to provide the anticipated services, the public agencies achieved better value for money than under conventional procurement because the contractors bore the cost of putting the system right. But in that case, VFM was achieved at the expense of the public, a travesty of risk transfer. Whereas under public sector provision risks are pooled and managed in ways that minimise the risk to the public as individuals, under partnership arrangements risks are borne individually and in effect the risks and costs are diffused. Thus, not only is risk transfer difficult to achieve in practice, it may not work as intended. The NAO has highlighted the importance of good quality contractual arrangements as set out in its five point framework, but the ability to enforce contractual arrangements is undermined by the nature and context of these large government IT contracts. They relate to statutory services, provided by the state as a result of ``market failure’’ and political struggles, for which there is no alternative, and so the tasks typically require bespoke as opposed to ``off the shelf’’ systems. Furthermore, despite the fragmented nature of the public sector delivery systems, they are nevertheless interdependent. The public sector must deal with large, ``reputable’’ organisations that are capable of providing the required service over a long period. Just three major IT contractors provide the overwhelming majority of government systems (Dunleavy et al., 2001). Therefore the public sector is constrained by the need to build long term relationships and the lack of realistic alternative suppliers that can be substituted quickly for a poorly performing contractor. This problem may be compounded if a series of services have been bundled together. The statutory nature of the services provided means that agencies are locked into contracts because this is the only way to ensure essential services. These pragmatic considerations about the nature of contracts beg a more fundamental question of principle; whether outsourcing of vital functions is indeed feasible, if an unequal power relationship, between relatively small public service agencies and these major service providers, reduces the power to enforce contractual standards of performance. While the public agency seeks to transfer operational risk, the agency still retains responsibility for the delivery of its services, a point made quite
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forcefully in the case of another outsourcing contract that went wrong, where the Public Health Laboratory Service had sought to transfer the risks associated with systems implementation and the detailed operation of financial procedures to the contractor (National Audit Office, 2000c). The NAO has argued that potential risks needed to be identified, evaluated, mitigated and managed to ensure that these fundamental responsibilities continue to be discharged. Thus, not only must they monitor and supervise the contract but they must also retain an in-house capacity, or an ability to bring in alternative suppliers, to provide the service in the event of any failure in service delivery. This means that an element should be included in the cost comparisons of the public and private procurement to take account of the additional risks and costs posed by outsourcing that most appraisals thus far have not included (and are not explicitly required to provide). Given that the rationale for partnerships largely turns on risk transfer, the decision to outsource would then be sensitive to such additional costs. However, apart from the additional cost of such back up facilities that would inevitably raise the cost of private procurement and hence reduce its VFM, there are legal issues. Many contracts contain clauses that explicitly limit the ability of the purchaser to carry out any of the work specified in the contract, unless the standards of performance fall below a certain level, which may itself be the subject of dispute, and/or prohibit the use of other outside contractors. Our analysis therefore raises issues about the ex ante criterion of VFM. Despite the range of issues that purchasers must consider, in practice because VFM, which includes ``risk transfer’’, resolves itself into a single quantifiable score, the Net Present Cost, this becomes the sole criterion for evaluating PFI proposals and bids. The Contributions Agency selected the cheapest option from a reputable firm that lowballed to get the contract in the hope of being able to use the software methodology on other contracts around the world. Thus the VFM criterion may itself lead to the wrong choice. The modelling of forecast financial data is just one part of a complex investment appraisal, and it may not be the most important part (Adelson, 1970; King, 1975). In other words, such appraisals are of use because they provide an exploratory tool rather than as a definitive answer. Considering next the issue of ex post facto monitoring and the role of audit, our analysis suggests that there are problems enforcing the link between performance and payment. The criteria for monitoring service delivery, paying the contractor and terminating the contract depend upon performance measurement that is so difficult to specify, implement, monitor and interpret that even where the possibility of penalties and termination exists, it may be impossible to implement these clauses in practice. But if the public agency cannot invoke these contractual clauses, then it has lost the ultimate sanction and may find it impossible to incentivise the contractor and deliver the promised value for money. Several authors suggested that a lack of specification of outputs and information transparency when contracts are negotiated might make it difficult to show whether VFM had been achieved in



practice. Our cases confirm these fears. For example, the Passport Agency highlights the interdependence of the purchaser’s and contractor’s performance in relation to volume estimates, functioning of the software, training and experience of users. Achieving such an enforceable link depends upon clearly written contracts but the NAO has also identified the need for public sector staff training so that they are able to monitor projects effectively. This is especially true for complex projects, where it has been argued that there was a need to ``assemble a skilled team that understood the technical environment and how user requirements would be met’’ (National Audit Office, 2002). The lack of a formal and systematic mechanism for ex post facto evaluation and public accountability of individual projects raises questions about the role of audit in PFI. In the case of the Public Health Laboratory Service, the NAO was conducting a routine financial audit of the books of account, which were maintained by a PFI contractor. It found errors that could have undermined the credibility of the reported figures and an investigation ensued (National Audit Office, 2000c). However, the NAO’s objective was not to establish whether the accounting system was VFM only that it worked. In other circumstances, where the nature of the contract is crucial to the work of the agency and/or involves a significant financial outlay, the contract clearly will be included in the audit. But this would not occur if a project were small relative to overall income, because traditional audits of financial statements are only concerned with items that have a material affect on the published accounts. At present it is unclear the extent to which it is a function of the audit process to check the actual payments on an outsourcing or PFI/PPP contract against the contractual arrangements, which would provide some assurance of ex post facto value for money. Given that most contracts link the fee to performance measures, this would require the auditors to extend their role to a non-financial audit. Thus in the absence of an annual audit that includes a review of outsourcing and PFI/PPP and checks the independence, validity and accuracy of the performance indicators, it is difficult to see how VFM is to be ascertained. Moreover there is evidence of a gap in audit because the National Audit Office or indeed any external auditor lacks access. The NAO needs to be able to follow public money and accounting transactions through the books of all executive non-departmental public bodies and private sector contractors, but is currently unable to do so in some circumstances (Public Accounts Committee, 2000b). Indeed, this is one of the key recommendations of the Sharman Committee (Sharman, 2001). There is clearly a need to widen the role of the annual audit if VFM is to be assessed. Thus partnerships entail a new task for public sector auditing because traditionally the audit has focused on narrow stewardship aimed primarily at preventing fraud and the misappropriation of funds (Pendlebury, 1994). Consequently, the control mechanisms and accountability systems were not designed for either the decision making or control roles envisioned in the new accounting and contracting models (Seal, 1999).
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These cases show that the need for and nature of evaluation should be reexamined. In the private sector it has long been recognised that the post-audit of investment decisions is a very difficult task, which may be viewed with disfavour because it discourages initiative and leads to overcaution (Lister, 1983). Nevertheless empirical evidence indicates that most large companies do conduct some form of post-completion audit (Pike and Wolfe, 1988). While the cases indicate that at the project level closing the evaluation loop may have limited value because the individual project is, to all intents and purposes, irreversible, evaluation is important at the aggregate level to assess the impacts of the partnership policy. Currently the policy is not being assessed in any systematic way. In conclusion, our analysis has shown that the concept of risk transfer that lies at the heart of the rationale for partnerships is problematic, regardless of whether the project is ``successful’’ or not. If the project is successful, then the public agency may pay more than under conventional procurement: if it is unsuccessful then the risks and costs are dispersed in unexpected ways. Hence public accountability is obscured. However, there are also implications for the nature of contractual arrangements. In complex projects with changing parameters it may be difficult to assess VFM achieved against project expectations as originally outlined, and in such cases well managed contracts provide a framework in which VFM may be facilitated. However our analysis shows that, although a project fails to transfer risk and deliver value for money in the way that the public agency anticipated, the possibility of enforcing the arrangements and/or dissolving the partnership is in practice severely circumscribed for both legal and operational reasons. Thus the public agency may be locked into a partnership for better or for worse. This in turn undermines the power of the purchasing authority to incentivise its partner while strengthening the contractor’s already powerful financial and monopolistic position, under circumstances where it is beyond the reach of public accountability and scrutiny. Under conditions where partnerships are the only means available to the public sector for procuring goods and services, then the VFM case is little more than a rationalisation for a decision already taken elsewhere. Thus, far from being a neutral policy-making decision tool, ``risk transfer’’ disguises its political and social consequences. This, and the absence of systematic monitoring, review and reporting of individual projects, raises questions about the value of the partnership policy for public service delivery. The policy question is whether this is to be a relationship of benefit to the service providers and the public at large or one where divorce is not a realistic option so that commitment is made ``for richer for poorer, for better for worse, in sickness and in health’’. References Adelson, R.M. (1970), ``Discounted cash flow – can we discount it?’’, Journal of Business Finance, Summer, pp. 55-8. Arrun˜ ada, B. (2000), ``Audit quality: attributes, private safeguards and the role of regulation’’, The European Accounting Review 2000, Vol. 9 No. 2, pp. 205-24.
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