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ABSTRACT
ACCOUNTING AND GOVERNANCE COMPLEXITIES IN PUBLIC
PRIVATE JOINT VENTURES: A UK HEALTH SECTOR CASE STU DY

PURPOSE- Accounting, scrutiny and oversight of Publicviate Partnerships (PPP) remain
areas of concern. This paper contributes to addgdbese concerns by examining the
financial accountability and governance issuesdhatreated in PPP joint venture structures.

DESIGN/METHODOLOGY/APPROACH -The empirical work focuses on the health
sector, which is identified as one of the sectotmdated by PPP activities. We adopt a case
study approach in relation to two PPP schemes uhé@etocal Improvement Finance Trust
(LIFT) scheme in the UK’s health sector. We invgste the extent to which the corporate
structures of the LIFT scheme complicate finanaaountability and governance including
external scrutiny; and the extent to which the LE€Eheme enhances partnership working.

FINDINGS - Firstly, the corporate structure of the LIFT ecte is very complicated and
therefore the joint venture mechanism cannot beedelipon to deliver transparency of
reporting. Secondly, there is lack of continuitypafblic sector oversight and monitoring as
the public sector, in practice, restricts its dt#g to pre-operational phase and limited
oversight after construction phases. Thirdly, wipdetnership working is very difficult in the
context of profit seeking under the LIFT structupartnership working and success of the
LIFT scheme may depend on trust and key persoeslitvorking together as well as
leadership.

RESEARCH IMPLICATIONS - The reporting undermines public accountabiliyitais
necessarily restricted.

ORIGINALITY/VALUE - Policy makers should pay attention to not ohly private sector
technologies but also the manner in which theyuaesl to benefit finance capital.

KEYWORDS: Accountability, Corporate Governance, Public Revartnerships, Joint
Venture Partnerships, NHS LIFT



1. INTRODUCTION

In the broader context of neo-liberalism, a numifeexamples of Public Private Partnership
(PPP) arrangements have been used to deliver pofsistructure across the globe in the last
20 years (Hodget al, 2010; Whitfield, 2010; 2011). One example of RR#& has received a
substantial research attention is the type knowthénUK as the Private Finance Initiative
(PFI). There are however, other examples, in pddic the more recent Public Private Joint
Venture Partnerships, which have received relatiiglle research attention, despite the
number of organisational, operational, accountimg governance issues that they raise
(Aldred, 2006; 2008; Beckt al, 2010). Shaoutt al (2012) argue that the accounting and
governance issues created in these partnershigsiahgtentures remain very concerning and
complex. Moreover, in order to enhance understandfrthese issues and their complexities,
there have been calls for the deployment of moreiogechnical, multidisciplinary
approaches to the empirical examination of thesgess (Hodget al, 2010; Humphrey and
Miller, 2012).

This paper aims to address these accountabilitygawernance concerns within the health
sector, identified as one of the sectors inundétedPP activities, particularly in the UK
(Treasury, 2012; Whitfield, 2010). Specifically, wle this by examining the case of Local
Improvement Finance Trust (LIFT), a public privggent venture partnership in the UK’s
primary health care sector. In particular, we itigade the financial accounting and
governance complexities via a case study of twdl'ldEhemes using two research questions:

* To what extent do the corporate structures of thel'Lscheme complicate financial
accountability and governance, including extercaltsny?

 To what extent does the LIFT scheme enhance pahipemorking between the
public and private sector partners?

This approach enables us to offer explanationgtercomplexities of the accounting and
governance issues uncovered through examining HR€ scheme in its social-institutional
context.

This paper is organised in five further sectiorect®n 2 explains the background to the LIFT
policy. Section 3 discusses the relevant literat&ection 4 explains the research approach
and the case studies that are undertaken. Sectiamalyses the findings of the study in
relation to the themes arising from the researastijons and the literature. Finally section 6
explains the conclusions, drawing out some impgbecet both for future programmes in the
UK, and for the development of PPPs internationafigg making some policy suggestions.

2. BACKGROUND TO THE LIFT POLICY

This section explains the use of PFI in the UK teakctor and why LIFT was initiated.
Since LIFT was introduced as solution to the problems associated with the UK
government’s decision on how PFl was to be usesl,stttion describes PFI in the health
sector and how it contrasts with LIFT. A summarysofme key issues around PFI and some
reasons used by supporters of LIFT who promoted in appropriate alternative to PFI are
discussed. Also, some concerns about the LIFT pame noted. All these are to offer a

! PFl is used to deliver long-term stand-alone bfgaistructure projects in the UK (Treasury, 2003).



context for the study of financial accountabilithdagovernance as part of social and
organisational change.

* The NHS PFI and the need for LIFT

PFI is one of the numerous examples of PPP whicbessive UK governments have used to
build, refurbish and improve public infrastructypeojects. The UK health sector (NHS —
National Health Service) has been reliant on PFltéohospital development and it has been
suggested that the government wishes to makeéaapsuccessful at any cost, because if it
fails the ‘hospital modernisation’ agenda will Imedanger (Broadbent and Laughlin, 2005).

Under a typical hospital PFI in the UK, severalvpate sector partners form a consortium
which then establishes a Special Purpose Vehid®/)Sto deliver capital assets and some
services to an NHS hospital trust on a long-termtre@t, generally lasting 30 years or more
(Barlow and Koberle-Gaiser, 2008). A hospital Pfaagement in the UK typically involves
finance, design, construction, and facilities mamagnt such as cleaning and catering, for
which fees have to be paid over the duration otthract.

The PFI scheme has proved to be problematic. Rirgiroved to be unsuitable for small
building projects because the high fixed biddingl aransaction cost of PFI makes small
projects relatively expensive (Treasury, 2003).dB€c it was expensive to make amendments
and changes to agreed designs of PFI projects.N&t®nal Audit Officé (NAO, 2008)
found that the taxpayer pays out £180m a yeardnotractual amendments (UNISGN009).

The UK government subsequently decided in the e00s to just use PFI for projects with
a capital value greater than £20m, in other woildsge schemes (Treasury, 2003).
Accordingly, in the NHS, PFI has been used forMigS hospital buildings. This has meant
that small, community based buildings such as |bealth centres and doctors’ surgeries,
which in the UK are part of healthcare delivery Aiemary Care Trusts (PCTs), have not
been able to access investment under the PFI ni8dabulet al, 2011). Without any other
funding stream, and despite the significance ofR@d's in the health care delivery, there was
therefore no mechanism for investing in dilapidaBdT premises. As Community Health
Partnership (CHP) states:

‘Primary care handles nine out of ten NHS patienttaots, yet primary care premises had
suffered from historic under-investment. Many stiege particularly in city centres, were
unsuited to delivering modern healthcare serviasstributing to a shortage of doctors in
those areas that had the most serious health pnodl@_ast accessed on the 19f July,
2011 awwww.communityhealthpartnerships.cojuk

So this meant a new format was needed to attraesiment from the private sector. The UK
Labour government therefore launched the LIFT palicthe early 2000s, to be implemented
in the following ways. A number of LIFT schemes Wwbbe set up across England. For each
LIFT scheme, a successful private sector bidderldveat up an equity capital shareholding

% National Audit Office: responsible for auditing aodrtifying the accounts of all UK government depents
and a number of other public sector agencies anddepartmental public bodies. It also carries oalué for
Money (VFM) audit into the administration of UK gemnment public policy.

3 UNISON is a labour union representing public sedteluding health, workers in the UK.



local joint venture company, referred to as theTLIEBompany or simply, the LIFTCo. The
private sector partner would own 60% of the equépital and the remaining 40% is further
divided, with a local public sector entity, usuallylocal PCT or a number of local PCTs
and/or Local Authorities (LAs) owning 20%, and dioaal public sector body, a Department
of Health-owned-company, Community Health PartniessiCHP), owning 20%NHS Plan,
2000:45). Figure 1 shows how this was originallggented as a simple grouping together of
smaller Primary Care Trust (PCT) building projewstth public sector oversight. Furthermore,
it appears as if the LIFTCo would not have subsie&a

INSERT FIGURE 1 ABOUT HERE

The aims of LIFT were wide ranging as they wereaegled with broader goals about the
healthcare buildings and well-being of people andewcommunity engagement including

regeneration of the communities. Firstly, LIFT wasended to encourage private sector
participation in improvement of Primary Care builgs in England (NAO, 2005). The

LIFTCo would design, finance, build or refurbishdasperate PCT buildings under a contract
that could last up to between 25 and 30 years (NZID5; PAC, 2006).

Secondly, as the LIFTCo was to be given an exatusight, it was expected to plan and
deliver the entire programme of building work withd LA region as a sole procurer and
service provider. Thisnter alia, was expected to allow the LIFTCo to deliver acession of
small, discrete community-based PCT building prtsjelt was also to allow the initial set up,
bidding and transaction costs to be spread ovex #md across several but discrete projects
(NAO, 2005; Treasury, 2003).

Operationally, the funding for the PCT building jeas is divided across a number of SPVs
known as funding companies (fundcos) (Aldred, 2008ese fundcos raise finance which is
not necessarily directly related to one individyabjects, thus adding further layers of
organisational complexity. There was to be a sigaift investment of up to £1bn, delivering
500 one-stop primary care centres in the first fgemrs following the launch (NHS Plan,
2000). But since the launch of the LIFT scheme,esd® LIFT joint venture companies that
have been established have collectively built al80@ buildings with a combined capital
value of about £2.5bn (CHP, 20%2)As with PFI, LIFT is debt driven because it rslie
extensively on debt capital, with over 90% of ipital structure being debt (Beek al,
2010).

Thirdly, LIFT was intended to prioritise capitalvestments in those parts in England where
primary care buildings were in most need of exgamgNHS Plan, 2000). The buildings to be
delivered under the LIFT scheme were expected todésigned to accommodate the
regeneration needs of the local community (Betcél, 2010).

* Public Accounts Committee — a UK Parliamentary @utiee responsible for overseeing government
expenditures to ensure they are effective and hoaed is a mechanism for ensuring transparency and
accountability in the UK government financial ogeras.

® Last accessed ahttp://www.communityhealthpartnerships.co.uk/ingdm?ob=1&id=10#txt1280on the
5/06/2012




Further, despite the private sector partner caminlg the majority of the equity capital
shareholding, the LIFTCo was described as a puphwate joint venture, therefore
suggesting a joint ownership and control by botlkigbe and public sector shareholders. As a
shareholding joint venture, the LIFT scheme waseetqd to enhance partnership working
between both the public and the private sectotso#swould constitute the board of directors
and the Strategic Partnership Board (SPB) to peowdersight, scrutiny, monitoring and
coordination (NAO, 2005; Treasury, 2010a).

There is in addition, an explicit policy objectivbat the LIFT scheme should cross
departmental boundaries, via a Strategic Partreistiieement (SPA). This too was expected
to encourage partnership working between publidosedepartments, say between social
services, LAs and PCTs (Beekal, 2010).

The underlying rationale was that through the jewnture partnership arrangement both the
public and private partner organisations would almdrate to generate mutual benefits
(Rassell, 2008). The private sector as a strafgimer of the PCTs expands the involvement
of the private sector beyond building and mainteeasf PCT buildings to include being part

of the PCTs’ long term plan as per the SPA (Betcél, 2010).

Unlike most PFI schemes, where the infrastructexents to the public sector at the end of
the contract, the LIFT scheme does not deliverraigitforward transfer of the building.
Once the contract has expired, the building islalbg for sale to anyone interested, including
the PCTs who have the first option to buy. The defaincier is entitled to what is referred to
a bullet payment: a tranche payment at the endeofetase (Mahmood, 2004). This is usually,
approximately 30% of the market value of the LIFSBet. The remaining amount is shared
between the shareholding partners.

Given the potentially conflicting objectives of bahe public and private sector stakeholders
as well as the complex organisational layers thatliFT scheme may involve and the fact
that LIFT is of public interest as it forms parttbé UK’s NHS budget, an investigation of the
accounting, in terms of the disclosure, reportimgl,agovernance, in terms of partnership
working, transparency, external scrutiny, oversight trust is very important and timely,
especially for stakeholders such as the UK taxpdyealth care workers and policy makers.

Although, in the UK LIFT has ended in terms of newojects, existing projects will be
around for approximately 25 years to come. Alse,jtfint venture partnership arrangement is
likely to be used in other ways going forward. Mwrer, other countries may be inclined to
adopt the LIFT model as has been the case withr @ka@mples of PPP. Therefore, the
relevance of this study’s findings may be longitastand beneficial to other countries
thinking of adopting the UK LIFT scheme.

3. ISSUES RAISED BY THE LITERATURE

As LIFT is an extension of PFI and another exanghl®PP, our approach to the literature
review is to (1) review the relevant PFI literataed (2) discuss the issues that have been
raised with LIFT.

Accounting and governance issues in PFI

Accounting issues include the off balance sheeatriient of transactions, inadequate
disclosure (transparency) and compliance. UK PRéstes were originally mostly treated as
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off balance sheet transactions by the private sq@dner and/or the public sector partner,
thus keeping national debt lower. In addition, tiee® of SPVs made it possible to hide
potential profits of PPP transactions in sister pany sub-contractors, drawing on permitted
exemptions for related party transactions (Edwatdd, 2004).

There have been issues of inadequate disclosamsftarency) in both the public and private
participating partners. Shaoet al. (2010) show that as a consequence of the contigexi
associated with the organisational form of PFI geantions, both private and public sector
participants are able to avoid disclosing, in galar, contingent liabilities. They also show
that the use of private sector financial reportmgchanisms in PFlI schemes has meant that
PFI transactions are accounted for only to thergxdEmeeting the minimum requirements of
the Companies Act, a practice that has been c#edaalequate for public accountability in its
general sense in democratic society.

The third way in which there is inadequate disalesis due to the requirement for
commercial confidentiality in PPP transactions, ahhmeans it has been difficult to access
reliable accounting information for appropriate leradéion of the PFI project (cf. Aceregt al,
2010 and Stambrook, 2005). In the UK, there hawnhmlls for increased involvement of
external oversight agencies such as the NAO anditltit Commission (Broadberdt al,
2003; Edwards and Shaoul, 2003). A complementargrsoight mechanism comes via
corporate governance (Parker, 2007). In additidmao8! et al (2012:224) note that as
external scrutiny is an important part of accouititgh meeting the information needs of the
scrutineers is crucial to achieve effective ovdrsigirhey raise a number of questions in
relation to this:

‘Does information flow across the boundaries of migations adequately for the purposes of
public accountability and corporate governanceHhesre evidence that information can and
does flow between organisations? If so, what aeepitactices that facilitate information flow
across organisational boundaries? If not, how cafoimation flows be improved®Shaoul

et al, 2012:225).

LIFT offers a new variation of such oversight stures in its partnership working between
private and public sector directors, that is, hgvanboard that consists of directors from both
the private and public sectors to monitor PPP #etiens (Rassell, 2008), which can be
examined to see whether this has helped the flawfofmation or not.

Some studies have recommended the need to seanckddépendent human agents to exercise
scrutiny and oversight roles and more and strostgactures. For example, both Edwards and
Shaoul (2003) and Broadbegital (2003) suggest the need for oversight respoitgithiibm

the NAO and Audit Commission over PPPs once opmratiand Baker (2003), fearing that
PPPs could be UK’s Enron, calls for proper regalai These suggestions imply they are
calling for more and stronger structures with inglegent human agents as means to give and
demand reasons for conduct. This means that ngtamel they effectively maintaining the
technical efficacy of more and stronger structimasalso, more independent human agents as
the role of human agency is inevitable.

e Accounting, operational and governance issues LI

LIFT raises numerous operational, accountabilitg governance concerns. Firstly, LIFT
involves a complex networks of contracting and suib@cting and in addition works in a
top-to-bottom mode, setting its planning througlghhievel structures which are usually
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closed to the public and patients, it puts an elénaier between managers and service users
(Aldred, 2006).

Secondly, as the LIFT scheme has to be attractvéhe private sector, i.e. it must be
profitable, it threatens to put private profit befdhealth care needs, particularly in those
geographical areas where investment is criticaflgded but it is harder to charge high rents
for pharmacies, cafés and other third party inca@tieams in poor socio-economic areas
(Aldred, 2006). As in PFI, LIFT has proved to bestty (Becket al, 2010; PAC, 2006).
Financial returns that result from the LIFT schdargely accrue to the private investor rather
than the taxpayer (Beak al, 2010; UNISON, 2003).

Thirdly, though LIFT is flexible for private invests, because it allows them to treat primary
health care buildings as a property portfolio, ttrisates inflexibility for the PCTs, as they are
tied up into long-term contracts in order to guéearnthe private sector’s cashflow (Aldred,
2006). Also, if the PCTs want to alter buildingsg LIFT company has a monopoly over such
work (NAO, 2005), which has no minimum cost (Bestkal 2010), bearing in mind that the
high cost of contract amendments has been aniisfiePs in general (Edwardsal, 2004;
Hellowell and Pollock, 2010).

Fourthly, a DoH commissioned report cast doubthenpartnership working (Rassell, 2008)
as it finds that the private sector on all accousté charge of the LIFT scheme. Aldred
(2008) describes the power relationships betweerfittanciers, private sector directors and
the public sector partners in the LIFT scheme aqual, with the public sector being the
weakest.

The LIFT scheme earns its income from leasing spacBCTs including GPs and other
agencies and health professionals that the PCTiswlved with. That is, the LIFT scheme’s
association with the PCTs is restricted to theveeji of premises for PCTs and related
agencies. It is also worth noting that the LIFTi@ofits into an environment that already has
private sector involvement and profit making mosiv&Ps are profit making partnerships,
organised under the PCTs system (Pollock, 2005).

This paper responds to the calls for accountingissuthat cross disciplines and are socio-
technical in nature (Broadbent, 2012; Hodgeal, 2010; Humphrey and Miller, 2012). It
takes the view that neo-liberalism in terms ofrgguirements and justifications seeks one
fundamental goal, which is to deliver financial wal that is, to privilege finance capital
(Asenova and Beck, 2010; Jones and Mellett, 200t financialising the public sector:
increasing the influence of financial value andafine capital over public policy (Blackburn,
2006).

Accordingly, this paper finds that financialisatipnovides an appropriate context for the
empirical examination of the tensions in controtl aesponsibility that are created in LIFT
structures, because it enables recognition of thétpnaking considerations of the finance
capital stakeholders involved.

4. THE RESEARCH APPROACH

The paper chose two cases for detailed study, ameey as JV1 and JV2. These were
purposively chosen such that each case differs theother. The immediate criteria were (1)
the size of partner organisations: big versus spiajlers and (2) the project timing: how long
has the project been operational. While JV1 invelaesmall regional-based private sector
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partner, JV2 involves a bigger multinational prevaector partner. Also, JV1 and JV2 were
early waves of the LIFT scheme with operationaiguts and therefore had relevant financial
and related data.

We carried out analysis of publicly available afficdocuments and financial reports,
unstructured face-to-face interviews for both JMVid alV2 cases and some structured
questions for JV2. We also relied on additionalegahinformation in so far as it is relevant
to the LIFT scheme and policy. This use of multigdEument sources and the interviews was
to seek confirmation and clarity, a form of triatagion, in order to increase data reliability.

Interviewees were selected firstly because theg helappropriate and senior role in relation
to the LIFT project and secondly because it wasiptesto gain access. Interviewees had all
been involved in the NHS joint venture projectsd amere particularly individuals with
knowledge of finance and financial reporting ateaisr level in the NHS and NHS related
companies and the relevant LIFT Companies.

Discourse analysis techniques were used to exasmnmerging themes from the cases that
together reflect the research questions, the parpdshe study, the literature as well as
theoretical issues drawn from Giddens’ notionsighification, legitimation and domination
structures and their interaction with human age@igdens, 1984).

Structures of signification, for example, profit dameturns for finance capital, denote
organisational rules of what is meaningful. Thefpim and define interaction and direct the
manner in which problems are interpreted and werdonducted (Giddens, 1984). Structures
of legitimation, for example, equity capital shavklhng, represent organisational rules that
sanction a particular mode of behaviour and proagaet of norms about what is and what
IS not acceptable social practice (Giddens, 198#uctures of domination include banks and
shareholders, are facilitated by organisationabueses, which are deployed in order to
control, monitor and coordinate organisationahaibtis (Giddens, 1984).

Giddens proposes that human agents interact withtstesvia what he calls modalities. So,
human agents interact with the signification stuues via interpretive schemas, for example,
the accounting standards and the corporate steucutIFT. Also, human agents interact
with the legitimations structures via norms suchhes primacy of shareholders and finance
capital, the dominance of returns from tax sifietploup tax relief and residual value (capital
gains), and their use as modes of governance. itiexciare the means and resources:
allocative and authoritative by which power is e®sed. For example, banks as domination
structures are facilitated by their allocative rgses that are generated by banks from their
control over the flow of debt capital investmemitso, shareholders as domination structures
are facilitated by authoritative resources suchthesr equity capital that helps them to

® Reduction in income taxes that results from thededtuctibility of interest payments. This can betloa high
side in highly geared organisations.



constitute the board of directors, demand from éhégectors to use their dexterity, the
accounting resource to honour fiduciary duty okdarfinance capital.

A cross case analysis (Miles and Huberman, 1994)wsad, comparing findings across the
two cases to identify similarities and differenc@scordingly, JV2 case emphasises some
basic features, and major differences from the Jda&k.

5. ANALYSIS AND DISCUSSION OF EMPIRICAL FINDINGS

In carrying out this study, LIFT in practice is folito involve a corporate structure that is
very complex and complicated, because the struatorginues to expand and becomes
elongated. The complex organisation structures ¢oatp the accounting for and
accountability of LIFT as they limit the transpargrof financial reporting and necessarily
impact negatively on accountability.

JV1 Ltd is the LIFTCo in the JV1 scheme. It was gptin 2003 in a relatively rural
community in England. As Figure 2 shows, the equipital shareholding in this LIFT
Company is owned by a private sector partner, Pfdl(a pseudonym) and, public sector
partners: CHP and, two PCTs, described collectiaslyhe 2-PCTs. Consistent with the plan
that launched the LIFT scheme, PP1 Ltd, CHP and2t#RCTs respectively share in the
equity capital shareholding of approximately, £00,0in the ratio of 60%, 20% and 20%.
PP1 Ltd is a relatively local construction and liies management company which is
involved in two other LIFT schemes shown as LIFTadd 2 on Figure 2. Of particular
relevance is that PP1 Ltd is viewed by some dirsca interviews as having an ethos that is
similar to the public sector. It was divulged iniaterview that while PP1 runs its business at
a profit, a good proportion of that is given totagtable trust. It is owned by PoPP1 Ltd (a
pseudonym). There are two shareholders of PoPRITh&lshareholding is split, with 51% to
an individual, who founded PoPP1 Ltd. This indiatlugave the remainder, 49%
shareholding to the charitable organization atwils Again, under terms of the will of this
individual, his shares in PoOPP1 Ltd will pass t® tharity after his death.

INSERT FIGURE 2 ABOUT HERE

PoPP1 Ltd’s subsidiary, PP1 Ltd has a number o$ididries and investment interests in a
number of organisatiohs which provide construction and facilities managemservices.
JV1 Ltd has exclusive rights which allow it to deli a succession of small, discrete
community-based PCT building projects across anddfigeographical area, referred to as the
LIFT area, over a period of between 25 to 30 years.

In JV1 Ltd, the initial set up costs, which are aésed as shareholder undertakings, are
financed by funds contributed by shareholders aedvered within seven years. In order to
deliver the successive and discrete PCT buildirgepts, JV1 Ltd has depended largely on
discrete debt funding, approximately, £83m, securtadinancing structures, or SPVs, which
are described by directors in interviews and in eoofficial government documents as
fundcos. JV1 Ltd and the fundcos are all intentignaesigned to be equity capital
shareholding companies. Interviewees explainedrtdans the bank achieves its desire that
each tranche of its investment is ringfenced asparsite legal entity. The consequence is that

" As PP1’s investment interests in LIFT is relevairthis stage of the analysis, the number of other
interests/subsidiaries are not considered hereegsare particularly relevant.
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JV1 Ltd and its SPVs together, form an elongateguising corporate structure. This means
that, in contrast to PFI where there is typicallgtjone SPV per contract, the LIFT scheme
ultimately leads to layers of organisation struesirwith the LIFTCo as a parent company
and the fundcos as subsidiaries. As reflected guréi 2, as more and more discrete debt
funding is secured and more subsidiary companies famed, the corporate structure

expands and becomes more elongated.

Therefore, JV1 Ltd, which began with one subsididigs over the last eight years increased
to seven subsidiaries. These collectively form i@ group Ltd. Among these, six of them

are financing structures: fundcos 1 to 6 as thdg tiscrete funds for discrete projects. These
subsidiaries hold debt funds which are ringfenaedhat returns accrued to such companies
are appropriated accordingly to the debt fund mtess. A recent development in the JV1

scheme is holdco 1 (as shown later JV2 schemelWwayshad holdcos), which adds to the

drawn out and complex corporate structure of thé 3gheme. Because the private sector
partner in the JV1 scheme is involved in two oth&fT schemes this also adds to the

complexity.

JV2 offers a number of contrasts with the JV1 sahefrhe JV2 scheme is located in a
relatively urban community. It has been in existesmce early 2003 and is one of the first
wave schemes. The equity capital shareholdinghgeraent is the same as in the first case’s
LIFT Company except that in this case the localipugector shareholders are three PETs

B and C and in addition, there are three LAs: XZY,

Therefore, under the JV2 scheme, not only is thesectoral partnership working between the
private and public sectors, but there is also, pademental partnership between PCTs and
LAs. While by involving the three LAs, the JV2 same achieves a policy objective of
crossing departmental boundaries for strategicnpeship working purposes (Beek al,
2010; Rassell, 2008), it adds another layer to 9\¢@rporate structure (see Figure 3).

INSERT FIGURE 3 ABOUT HERE

In the JV2 scheme, the owner of PP2 Ltd, the peivgctor partner, is a holding company
described in Figure 3 as PP2 holdings Ltd. PP2drd PP2 holdings Ltd are respectively
described in the various directors’ reports:

‘The Company (PP2 Ltd) is a wholly owned subsidadri?P2 holdings Ltd, which is jointly
owned and controlled by InfraCo and BariCo

‘The Company (PP2 holdings Ltd is jointly owned eontrolled by InfraCo and BanCo, and
therefore has no parent or ultimate parent undertgk

Both InfraCo and BanCo are big players in theipeesive business sectors. InfraCo is a large
international construction company with a histamthe construction of huge public projects
that can be traced back over 150 years. BanCavisodly owned subsidiary of a major bank
in the UK and specialises in investments in infiagture.

Also, as shown in Figure 3, PP2 is involved witrefother LIFT schemes: LIFTs A, B, C, D
and E. It is the case that private sector partinerkIFT are always likely to join other

® The PCTs were initially at the start of the JVBesme six but have now been merged into three sdahaach
LA, there is one PCT as respondents explainedt@miiew.
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schemes and this shows how the LIFT structuresearcontinuous extensions and additional
layers and more complexities. A major consequeffidbese increasing complexities is that
financial accountability and governance practicey tme become ever more complicated.

Whereas respondents from the JV1 scheme confirhmed)V1 Ltd has an exclusive right to
develop PCT buildings up to 30 years, conflictirasiions were described by interviewees
and questionnaire respondents, suggesting thauhecheme is not clear cut.

One public sector interviewee (D2a), suggestedttieat are some exclusive rights relating to
some aspects of the JV2 scheme but these may nanibersal. Even though it would be
unusual for a public body to get out of a contrattiability by changing its form this public
sector director adds that as the NHS undergoestardnshange, the PCTs who signed
exclusive right would not exist in the future tolléev through the exclusive right
arrangements:

‘Well, the PCTs who had the exclusivity agreement’twexist anymore, will they, so |
suppose that gets them out of that. Whether tHainmbvate to the new organisations or not,
| am not very clear about. But for the local autityrour exclusivity was only to do with
buildings that delivered health services, so it wadifferent kind of experience for us. So we
kind of didn’t have that exclusive agreement anyvidayt | think one of the things was that |
don’t think that some of the PCTs understood winey tvere signing up to once they’d signed
that agreement.

Moreover, there is a Trust Board meeting agenda ite relation to the JV2 scheme that
suggests that participating partners have resdlvedmove any exclusive right from the JV2
scheme:

‘After discussions with all the relevant PCT’s anldRC it was decided that steps would be
taken so that, in each LIFT area (in summary): dafivould no longer have the exclusive
rights granted under the strategic partnering agreamt (SPA), including no longer having
the right to develop future projects or to provjkertnering services in relation to developing
new projects for those PCT(s); Liftco would: (i)ntioue to carry out its obligations
(including partnering services) in relation to exng developments and obligations; and (ii)
continue to fulfill its commitments in relationdevelopments already in the pipeline

Two public sector respondents (Q2a and Q2b) stHtat the above proposal has been
implemented:

‘The exclusive rights of a LIFT Company to deligeguccession of small PCT buildings over
20-30 years is not quite how JV2 Ltd worked unterd/2 scheme’.

Despite the seeming lack of exclusivity right ire thv2 scheme, JV2 Ltd has been able to
exclusively deliver a succession of small, discrete commuimétyed PCT building projects
and in the process, is able to spread its inigalup, bidding and transaction costs over time
and across several but discrete projects. To ketaldo this, JV2 Ltd, similarly to JV1 Ltd,
has over the years, required discrete debt fundiagng had to set up a number of subsidiary
companies to hold the funds. Again, as in the JMljg Ltd, these subsidiary companies hold
debt funds which are ringfenced so that returnsugctto such companies are appropriated
accordingly to the debt fund providers.

® There is no other LIFT Company in the area thati¥i2 scheme is located.
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However in contrast to JV1 Ltd, JV2 Ltd has beehge from the start with a holding
company for each of the fundcos. In an agenda akeaboard meeting of a participating PCT,
it is shown that the JV2 Ltd has three holding canies, and therefore three fundcos.
However, a further search at Companies House lmagrsthat the third holding company and
third fundco are yet to file any financial repori$ere is therefore hardly any information on
the third holding company and the fundco except bwh were set up for a joint service
centre which reached a financial closure in Sepan010.

In examining the empirical materials, it was nadicke how financiers of the LIFT scheme
have insisted on ringfencing their debt capitaldsiand giving them legal protection through
making them limited companies. As an interview cegfent (Al) said:

‘Well they (referring to the banks) would insist cuycould have a number of different
schemes within a FundCo. You don't always havete a separate FundCo for each one.
You would have to have a separate FundCo for areéifit funder. So they would insist that if
there was another funder coming in, they had tbein separate FundCo

These companies then become reporting entitiesremezy significant transactions such as
debt capital, construction, rental charges, relgiady dealings and revenues can be located.
Consequently, the joint venture company, preseotgginally as the main vehicle for the
policy (NHS Plan, 2000), hardly contains any siguaifit transactions, meaning that the joint
venture mechanism cannot be relied upon to defraasparency of reporting.

One significant point is that related party tranigas are not reported. These are governed by
FRS 8 Related Party Disclosures; and its internatie@quivalence IAS 24 Related Party
Transactions. The objective of both FRS 8 and I43s2to ensure that financial statements
contain the disclosures necessary to draw attetditime possibility that the reported financial
position and results may have been affected bgxistence of related parties and by material
transactions with them. They require disclosuresualthe nature of the related party
relationship, as well as information about transast and outstanding balances with an
entity's related parties necessary for an undetstgrof the potential effect of the relationship
on the financial statements. These disclosuresdvoellmade separately for each category of
related parties and would include (FRS 8 RelatetyRxsclosures):

* The amount of the transactions
« The amount of outstanding balances, including teantsconditions and guarantees
» Provisions for doubtful debts related to the amairdutstanding balances

* Expense recognised during the period in respedtadf or doubtful debts due from
related parties

However, in the various annual financial reportshaf joint venture companies, it is reported
that:

‘As the company (referring to the joint venture gamy — JV1 and JV2 Ltd) is a wholly
owned subsidiary of ..., the company has taken adganodf the exemption contained in
FRS8 and has therefore not disclosed transactiorsatances with entries which form part
of the group’.
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Directors have in effect drawn on exemptions predlidnder the accounting standards (FRS
8, Related Party Disclosure) to escape disclostrelated party transactions in the financial

reports of the joint venture companies. These caomegacannot therefore be relied upon to
deliver transparency in terms of related partygeations even though the LIFT scheme has
been sold, in part, to deliver transparency thrainghjoint venture vehicle (eg. NAO, 2005).

Again, in both JV1 and JV2 groups, the SPVs (fusiiccubcontract all their construction

works to sister companies of the private sectotneas. The private sector partner makes
profit through such sister companies which arerefiected in the joint venture companies’

accounting and reporting. This makes it very diffito uncover any conflicts of interests that
may emerge from the subcontracting and dealingls witated parties, or to find additional

information to evaluate the actual beneficiariegheffinancial gains of the LIFT scheme.

As limited companies, all financial reporting oktfoint venture companies and the fundcos
follows private sector accounting regulations amun@any Law and as noted by Shaeuél
(2010) in respect of road PFls, there is minimacktisure of information. This paper’s
findings replicate Shaowt al (2010), as the Freedom of Information (Fol) AcOQ@loes not
provide a conduit to obtain any additional inforrnatbecause directors refused to release
additional information requested under Fol. Thamfahe information available to the
general public is very minimal, thus underminingngparency and public accountability. This
is made worse by lack of information sharing betwpartners as evidenced in one case study
group and undermines scrutiny as those responfablesuch scrutiny, for example, the
Strategic Partnering Board (SPB), necessarily neetixjuate information to be effective
(Shaoulet al,, 2012).

As a structuration approach (Giddens, 1984) suggéiseé choice of the limited company
status produces signification structures that npakét making and return for finance capital
very important sources of meaning and sense makitige reporting and governance in the
LIFT scheme. Therefore, in LIFT, accountabilityasocial relation (Bovens, 2010) focuses
on the relationship between agents (managers, atus and directors) and forum:
shareholders and finance providers. This meansothatr stakeholders such as the taxpayer
and the general public who might be expected ferpirposes of public accountability to be
part of the forum, are not. Ultimately, LIFT mak®&#®Ps rather more opaque and thus
contributes to lack of transparency.

Moreover, much of the extant empirical literatune BFIs, as discussed in the literature
review section, identify that as financial repogtinnder PFI is project based, it is focused on
projects, makes reference to projects and thus snpiagects visible in financial reports. It
thus makes it possible to at least attempt to mpttofects with their cost, even though there
is evidence of a lack of transparency.

As in both JV1 and JV2 groups, financial reportisdpased on fundcos and is thus based on
the financing structures. Reporting in LIFT can thescribed as finance-based, which
contrasts with the project-based reporting underUk’s PFI scheme. Each fundco usually
represents a number of projects and no referenoade in the annual financial reports to the
specific projects. Therefore, visibility of projeainder various fundcos is lost. All attempts to
reconcile the projects under both JV1 and JV2 griogbwith the various fundcos and by
extension, the various subsidiaries were futile.eOmould have to rely on internal
management reports and/or financing contractsderoto match debt with specific projects.
While management will, and shareholders and finaragetal providers may, have access to
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the reports and contract, there are some implicatfor public accountability as access to
these reports and contracts are not availablénépublic.

Independent external scrutiny is also underminée difficulties in obtaining interviews and
other documentary evidence from case organisaiioiiBis study is one such example. It
reveals how, under LIFT, some directors, especthalbge representing the private sector, may
not be willing to publicly disclose the scope andeat of their financial and operational
dealings, although such dealings are of publicr@ste Private sector directors draw on the
limited company status of the LIFT companies toussdscrutiny and their preference is to
deal privately with shareholders, not the publicisThas as a consequence necessarily limited
the capacity to achieve transparency meaning thiatqaccountability suffers.

Moreover, the LIFT structure has produced multipi¢erpretive schemas which, has
contributed to a considerable inconsistency in igorting between the two case study
groups. In the specific case of interest, while pheate sector partners draw on Company
Law and FRSs to take advantage of exemptions ag@hise their reporting in a particular
manner, the public sector partners, in contrastwdon IFRS. This generates a lack of
symmetry that could undermine any attempt to redertbe reporting by the two set of
accounts for the purposes of any external scruttyther, in one case study group, some of
these interpretive schemas have changed througheuperiod, which has necessitated a
considerable change in the reporting. This is intrast to the other case study group where
there is stability in reporting. The issue withsths that LIFT reporting thus becomes
uncertain and incomparable across different schemes

Government has expected that through the Strategrtnership Board (SPB), the public
sector would be actively involved in the oversiginid scrutiny activities over the LIFT

scheme (NAO, 2005). However, in conducting the wtitdbecame evident that as this board
restricts its activities to the pre-operational gghaand provides limited oversight after
construction phases, there is a lack of continaitgublic sector oversight and monitoring by
the public sector. Board minutes of JV2 Ltd confitime position in JV1 Ltd that the SPB

oversight and scrutiny roles are restricted:

‘The future of the Strategic Partnering Board (SR&)jch on LIFT schemes, amongst other
things, provides strategic input into the Strate@iartnering Agreement (SPA) would be
restricted to existing and pipeline scheim@sust Board Meeting Agenda Item no. 10, May,
2010, page 6).

However, the private sector achieved control ofegnance over very large deals of about
£92m by providing 60% of very small amounts of éegwf approximately £9,000. This
means that these very large deals are being maraged0 to 30 years by people who are
not necessarily accountable to the public and wdnee lacquired that dominance with small
amounts of equity capital. Therefore, it creates dpportunity for private sector directors to
dominate the SPB’s strategy in relation to LIFT exsally as there are no restrictions as to
how the joint venture companies can earn theirlsses.

Government hoped that partnership working betwéentwo sectors would be enhanced, if
both public and private sectors had board repraient However, by conducting this study,
it has become evident that partnership workingeiy difficult to achieve under LIFT.

In the corporate set up described above in FigRii@sd 3, there are three standard contractual
agreements which are imperative in LIFT as theywide templates that are drawn on by

15



human agents to shape, constrain and enable maetie behaviour. These are the Strategic
Partnering Agreement (SPA), the Lease Plus AgreenfeRA) and the Shareholder
Agreement (ShA). It was impossible to obtain thageeements from the case organisations
despite a request undéreedom of Information (Fol) Act 200B8lowever, it was possible to
obtain standard copies of the agreements from tlenn@unity Health Partnership’s
webpagé’. While the ShA regulates the joint venture compayarticularly, the company’s
responsibility to shareholders, the SPA regulates partnership working and the LPA
regulates the occupation of the LIFT building faigs particularly, the rights and
responsibilities under the lease. As presentedguar€ 2, the two PCTs are both shareholders
and tenants of JV1 group Ltd and as shown in Figuréhe three PCTs and three Local
Authorities are shareholders and at the same tiemants. As shareholders and consistent
with the ShA, they require profit. However, as tetsahey desire to buy services and tenancy
as cheaply as possible. The private partners asioedprofit and require directors to generate
strong cashflows and financial returns for themer€hs thus a conflict of interest, however it
is noteable that directors in JV1 group Ltd reasshe shareholders in their 2009 directors’
report of their commitment to their duties relatiogshareholder returns when they state that:

‘The group’s existing schemes can and will contitueperate as projected, generating
strong cashflows and required returns to both dtalkgers and funders

While profit seeking is a well-known motive of tpeivate sector, we find that in LIFT, the
context of profit seeking provokes complexitiesnftiots and as a consequence, makes
partnership working very problematic. This is partarly pronounced in the JV2 scheme
where respondents commented that the profit makmgivation has made partnership
working quite frustrating, lacking openness, fulhaistrust, anti-partnership, as shown by this
quote from a public sector director:

‘It was quite a frustrating experience, | think, drkhow that not all LIFT partnerships work
in the same way. But ours very often didn't fael & genuine partnership arrangement. |
don't know if you found this with some of the otbrgganisations you've spoken to, but it was
quite a strange experience in some way becausadtwery commercially focused and I've
been involved in a lot of partnerships which haeerbcommercially focused, but have still
managed to get some kind of partnership feel atiarh, whereas we spent quite a lot of time
on what to me seemed like very minor issues tlalyrdidn't help the partnership working,
you know,’

In particular, there were frustrations about thek laf transparency around costs, as this same
interviewee explained:

‘ (it) felt quite confrontational a lot of the timend it was very difficult in terms of the
finances to get the private half of the public/ptay partnership to be transparent. So very
often when we were questioning costs, it was wamy, difficult to get to an explanation of
why their costs were high if we felt the costs wegh. It was quite difficult to get them to be
completely open with us, whereas in some of thergihrtnership arrangements I've been
involved in, there's been much more openness arthendrrangements, you know, and how -

10 \www.communityhealthpartnerships.co.uk/?id=74&obBast accessed on the 19/04/2012.
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people have been fairly honest about a lot of th&tscbecause it's a partnership and so we
work together. And that was quite frustratingglt’'f

The interviews also emphasised the importance efrdke of informal structures (cf. Wang

and Ahmed, 2002) in the workings of the board oéctiors. These include the personalities
of the private sector directors, leadership ofgghblic sector and the corporate culture of the
private sector organisation. For one interview oesient (D2a), a mixture of these can be
blamed for the boardroom tensions and the dominahd¢ke private sector directors in the

JV2 scheme.

A poor and weak leadership from the local publict@epartners is identified as undermining
partnership working as it has made it impossiblgetoure balance of priority As D2a says:

‘“The power dynamic from the Board really comes ftenprivate partners. There is a very
effective non-executive Chair, however, the privsdetor partner has been in charge, the
NHS has a limited power as does the Local Authotitihink this is partially because of the
performance of the NHS across X, Y and Z (pseudofgmnthe three LAs, for each of these
LAs, there is one PCT, A, B and C in X, Y, and Aleas respectively) over the years has not
been highly effective and therefore a number ofdélays in delivering schemes etc have
been the fault of the NHS. However, | do not belidtne NHS is an effective partner and | do
not consider this as an equal relationship

A willingness from key leaders in the public sedate of the board to stand up to the private
sector directors was identified hagely importanto secure balance of priority. Therefore, a
strong good local leadership from the public setdonecessary for successful partnership
working. Strong leadership is explained as invajMiuman agent’s ability to capture benefits.
As D2a observes:

‘In who got the most out of the actual LIFT programt of those three partners, I'd say X
(pseudonym for one of the local public sector pansh by a long way. And I think what made
the difference for X was very strong, very goodléeahip at the top of their PCT (ie PCT A
in LA area X), you know. | think their PCT (iewgre way more pragmatic than the one in 'Y
was and actually thought well if this is the onhow in town, we're going to get everything
out of it we possibly can and really went for And they've got some fantastic buildings in X
(which are for PCT A), you know, really beautifuliidings that function amazingly well.
And to me that was how they did it... - becausedte leadership was very strong’

An experience in capital project delivery is anotfeetor that is necessary in order for the
public sector partners to benefit from the LIFT esole. LA Y lacked such experience and
consequently as D2a submitted LIFT was a lost dppdy for Y. She observed:

‘And | think part of that was the inability of olocal PCT (B) to really understand any kind
of capital strategy, you know, any kind of propestrsategy at all really because it's quite a
new thing for them and | don't think they had tkpestise to be able to do it'.

In addition, the fact that under the JV2 schemeethgere so many local public sector
partners was a concern for some. It was noted ithaing one or two local public sector
partners as in the JV1 scheme would have madsigregou haven't got a cast of thousands
that changes at every meeting, you knoas one public director (D2a) in interview
emphasised. This respondent added that:
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‘| think that where they have - with three verycifiined authorities, although do work well

together in other formats, | just think that thexmof local authorities and the PCTs and on
the first set-out on LIFT, we'd got three PCTs inS6 you originally started out with two in Z,
one in X and three in Y, so we'd got six PCTs arekttlocal authorities. And, with hindsight,
that is not a great plan, you know.

So | think where it has worked best, from whatn sae, is where you've got maybe one or
two PCTs and one or two local authorities whoseratauies are co-terminates, that's worked
much better and consistent as well, which | thswkne of the other reasons that X did much
better because their PCT was - had consistent Isage and consistent boundaries (ie. One
PCT) all the way through the process, whereas weYhad three PCTs merged into one and
Z had two PCTs merged into one. So | think thatidlck of stability in that actually affected
the ability to work properly’.

Moreover, a director (D2a) was concerned that ser@atives of the InfraCo, the main
company that they were dealing with, were the mwblD2a wondered at the different ways
in which the private sector can operate. InfraCs waontractor that one of the public sector
partners worked with on other projects, which wasealin the words D2atHe old-fashioned
way that is we pay you, you build us a schagthout the problems now faced in the JV2
scheme. This, D2a further explaifiéd

‘And the relationship with InfraCo that we had inilBung Schools for the Future and other
projects that I've been involved with them in hasrbso different as when we would go, you
know, to the LIFT company and they would say ofi, wau know, InfraCo won't do this and
won't do that and there's no point asking them #rat | would say but, you know, if | ring up
Mr. H (pseudonym) at InfraCo who's building me avreechool in my ward and ask him a
guestion, he'll tell me the answer. So are youngpthat they changed personalities because
you're dealing with them? And, you know, that Infbwery difficult. There was a lot of
protectionism and there was a lot of - well, a la¢kransparency really about their dealings.
And | think they genuinely had problems dealinghviiitfraCo and | could never get to the
bottom of it because | don't understand how. Compauitures don't really vary. So if they
have one - if they deal with the city council ireomay, | can't imagine that they would be
hugely different with their other clients. You kndhere might be tensions or whatever for
whatever reason, but they wouldn't be completdfgréint. So | did find that quite difficult

Another instance of the way in which the LIFT scleenas contributed to conflicts of interest
is the dual role of the private sector partnerhi@ scheme. As PP2 Ltd performs a facilities
management role for all the subsidiary companied\# Ltd for annual fees, PP2 is both a
shareholder and a facilities manager in the JV2meh This is one of the common features of
the LIFT scheme as in the first case, PP1 Ltd th laocshareholder and subcontractiar its
sister companies doing constructing and maintaifégities under the JV1 scheme. Such
arrangements can give rise to conflicts of interegtich not only can undermine partnership
working, but which can also impede good governgmoeesses.

Thus far, the issues raised are symptomatic oepeteproblem at contract management level
of a lack of discussion and partnership taking @ladAO (2009a:20) identifies four key
factors that create an effective partnership. Ttase (1) aligned interests (2) spirit of co-
operation (3) clear understanding of roles and aesibilities under a contract and (4)

1 Note that this explanation has not been corrokdrhy any official from InfraCo
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satisfaction with remuneration. While some pubécter interviewees (Q2a and Q2b) find no
issue with the fourth, they have issues with thst.r®egarding the first, a respondent
commented that, the SPA talked about aligningrests, but added that it is not always the
case in practice. In respect of the second, a nelgya stated that cooperation is difficult to
enforce unless tied down contractually and leg&lty. the third, a respondent confirmed that
directors from both sides fully understood theiesoand responsibilities but often used them
as obstacles to developing future projects. Adin (2009) has recommended that partners
need to (1) jointly process problems and specifiyutems (2) establish effective rules for
interaction to create commitment and (3) emphgsise realisation of objectives. However,
public sector respondents (Q2a and Q2b) admitiathiese three happen only in some areas.
But another interviewee from the public sector (P@ade the following observation:

‘I can see how it could work. And I think that #&'dvgenuinely done that, we would have
ended up with much better results than we did, bee&ven with three different authorities in
one LIFT, we didn't really have that kind of sharirelationship about what we did within
our own company. So | think - but I've seen soeng good examples outside of that where
people have used LIFT to achieve really great thingso | think that kind of sharing of
information and the idea that you become a partmeo didn't just deal with, you know, your
particular area should have worked and didn't. Btiink - and | think it did perhaps work
in other areas, but | really think that there wakaof benefit in that thinkirg

However, partnership working and success of thel ldeheme may depend on trust and key
personalities working together as well as leadershAlso, the more charitable ethos of the

private partner in the JV1 scheme appears to halpet in the partnership working as it is

better aligned with the PCTs ethos. A PCT dire@@db) comments that:

e they (referring to the private sector partners)tive dedicated individuals based in the
JV1 area, be it Mr. B (pseudonym), be it Mr. L (ps@nym) working in those buildings and
responding to queries from within the proximity, ylou know what | mean? So there's a
local team in all the buildings who we are familigith and work with

And [Mr. M (pseudonym)], who's my head of estategularly meets with Mr. B at the
building centre, | think on a quarterly basis naw,go through each of the reports of any of
the issues that have been put forward, anythingtanding, has it been dealt with, what sort
of response times have they been, and they'rewedien a quarterly basis as well

In a related case, the CEO of JV1 (D1d), who hasb éxperience of less good working
relationships with private sector directors elsengtfein an interview for this study states:

‘I genuinely think the difference is philosophy.eykthe private sector directors) take a very
long-term view of the partnership. They want taemership to work. They wish to retain a
good reputation. And also all the partners have same philosophy. | think we're actually
quite proud of our LIFT buildings and we want LIEBf'work and we want it to do well. And
in this area | think it has done exceptionally well

It is the quality of the enduring relationship athe fact that if something goes wrong and we
have a major fall-out, you can't walk away fromaitd say oh, it doesn't matter, because

12The CEO had this experience when she was workitigei public sector.
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you're going to have to meet with those peoplenthd week, the next month to look at the
next one. And it's a good discipline

There is also a view that this particular privagetsr partner (PP1) has an ethos that is similar
to the public sector. As the CEO of JV1 Ltd (Dlid)an interview describing the ethos of this
partner observes:

‘Yes, definitely more in line with public sectorash...... they run their business at a profit,
but a good proportion of that profit goes straighto a charitable trust with which they do
work across the XXX area (the regional area whbeelV1 scheme is locatéd)

Another positive issue is how community and lodéh@ment of the private sector partner
has been beneficial to the functioning of the gevsector control over governance. Closely
related to this are thigliosyncratic relationships that public sector dicgs have harnessed
from what they describe as a result of working vaital and small compargirectors. As the
CEO of JV1 Ltd in an interview observes:

‘And again, that's a very distinct business straté@y they have, that they're very allied to
the XXX and want to remain strong in the XXX area

Another interviewee, a public sector director (Diickupport of the above observation adds
that:

‘They've also got quite a strong community ethowvels in terms of putting back into the
area, not necessarily here, but which | think wlugébecause it says something about their
philosophy.

The community focused character of these privatéosalirectors appears to have received
endorsement not from the public sector only bub &igm a private sector advisor (Al) to the
JV1 scheme. As this advisor in an interview sumsaarin relation to the focus of the private
sector directors that:

‘In terms of bidding for schemes, they've not gones¢hemes all over the countrifhey've
been very much focused in the geographical area

This advisor adds:

‘| think as well as a kind of vehicle, the diffecencompared to, say, PFI, you know PFl is a
one-off, kind of build it, it will never do that aig, from the Trust side. Because you've got a
number of schemes coming along here after a peridone, there is that can't do something
and that's it, it's fixed. There's further disdossand learning each time from the lessons.
And they've been actually on the Board as we#l,ntbre partnership working. It's not the
opposite sides of the table, contractual line ia $and, it's different to that’

Thus far, it appears that the public sector dinscéwe acting on trust which they derive from
what could largely be described as informal stmeglbecause they can hardly be captured in
the formal and prescribed structures in for exampléT contracts. Wang and Ahmed,
(2002) describe informal structures as the orgasidt, living, competing and interacting
forces between the individual and the social amdhidden energies within an organisation
which are not visually illustrated in the organisatl chart (the corporate structure).
Therefore, in both cases, informal structures apfmehave played some important role in the
day-to-day governance activities. These are infbstractures described &sdden energies
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(Wang and Ahmed, 2002) within the LIFT set up whare not visually illustrated in the
LIFT organisational chart. The presence of infornsfuctures is that it would be
unreasonable and simplistic to focus on formalcstmes and disregard informal structures in
organisational analysis.

Overall the paper argues that LIFT financial act¢abiity and governance practices are
socio-technically complex and complicated as they mediated by multiple interpretive
schemas, sanctioned by the financialisation nomasfacilitated by the allocative resources
of finance capital and authoritative resourcesheaf private sector. Whilst theories such as
Giddens’ structuration theory can help to invesagthese practices, they are limited in
providing explanations for soft energies such asstfridiosyncratic relationships and
leadership, and community as well as local attachmalthough these can be addressed
through Wang and Ahmed’s (2002) notion of hiddeergies.

6. DISCUSSION AND CONCLUSIONS

Public policy makers need to account for New PulManagement (NPM) -inspired
technologies and the socio-politico-legal world winich these techniques are deployed,
especially the role of human agency, taking selyoilie manner in which the private experts
use these technologies to benefit finance cafitat means that in assessing the feasibility of
neo-liberalism and PPPs in general and LIFT, policgkers need to move beyond the
rhetoric and reconsider their locale and practioplications. Accounting and governance in
the broader context of neo-liberalism should actdonboth the structures and the experts’
appropriation of the structures. This is complidate do as it raises issues about how one
accounts for structures and experts’ appropriatfostructures.

There are a number of important policy implicatiahst flow from the findings. These

further suggest ways in which financial accountgbiind governance practices could be
improved, and the LIFT policy and regulations coudd modified to respond to the

accountability and governance problems identifrethis study.

Firstly, the lack of information sharing means titas difficult for public sector directors,
especially in complex schemes where there are alepeblic sector entities involved, to carry
out their roles appropriately. A greater focus mioimation sharing among public and private
sector directors should be encouraged. This catiobe by re-emphasising the spirit of co-
operation suggested by the NAO (2009a:20), andshaying information in the spirit of co-
operation and trust, which is necessary if partniprasorking is to be enhanced. Information
that the private sector might share with the pulsictor may be about the pricing of
maintenance work and about the private sector rsistanpanies and their financial
transactions with the relevant LIFT schemes. Pukgdictor directors across schemes should
share their experiences and skills. However, ab¢hcan be difficult to achieve in practice.

Secondly, information is necessary for public seawersight, public accountability and
independent external scrutiny activities (Shastudl, 2012), so the lack of public disclosure
and access to information means that these aesvére undermined. There is therefore, a
need to strengthen the financial governance of L#€Remes to enhance the release of
information and to improve disclosure of finandi@nsactions. Each SPV’s reporting should
provide details of relevant projects’ cashflowstaile of maintenance payments, related party
transactions and related liabilities. Oversight ibedwvith formal responsibility such as the
SPB should be furnished with these on an annuas baisevaluation purposes. This means
that the SPB’s role would not be restricted to beiss case level but would become a true part
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of the on-going oversight activities over the lifethe LIFT scheme, fulfilling its role to be a
conduit through which the LIFT scheme harnesses@ lerm partnership between the public
and private sectors. And because the informatiahthe outcome of the SPB’s evaluation
reports would now be publicly available, other peiskctor stakeholders may be able to draw
on them to satisfy their public accountability need an on-going basis.

In order to improve public accountability, all fimgal and commercial dealings associated
with LIFT and PPPs in general should be designhtethe government as of public interest
for the purposes of Freedom of Information Act 20@s reinforcing a call by Shaoet al
(2008b). However, while the implementation of theseommendations would involve some
cost and may be time consuming, it is the pricegheate sector must pay for access to
lucrative public contracts.

Thirdly, the lack of strong commissioning and stgat planning skills among public sector
managers means that the public sector is not abtapture all the benefits of LIFT. This
need has been identified at the UK central govemieyel in relation to PFI and by the
UK’s Audit Commission and this study provides fathevidence. In order for the public
sector to capture benefits from the LIFT schemejsitnecessary to develop strong
commissioning and strategic planning skills amoagia public sector managers. These are
important as they are necessary for synergistieldpment of the LIFT scheme (Beekal,
2010) and other similar schemes as the NHS incerglysimoves in the direction of
commissioning from the private sector.

Fourthly, the study supports the view that a shoathl company with a charitable background
is seen as performing well in an industry where lsp@mpanies may be pushed out by the
big international companies. It is therefore recanded that there should be greater focus on
encouraging partnerships with organisations witiogtsimilar to the public sector, especially
organisations with charitable ethos could improwetmership working in LIFT. This is
because working cultures are easily aligned, tedsaing tension and lending support for the
view that aligned organisation cultures matter tfeeg formation and maintenance of LIFT
partnerships (Beckt al, 2010). Also, there is less emphasis on profikingaand even if
profits are made they would go back to support gobdritable causes for wider public
benefit. Such a move would also align well with remt government policy encouraging
greater involvement of charities in public servitadivery.

The UK has led the world on PPPs and other cowntire inclined to follow. This study
shows how important context is, and the need factironers to consider contextual
differences in various PPP environments and to mad@essary reconfigurations before
adopting LIFT or similar models. However it is likethat some challenges to public
accountability will remain. The financialisationrdext is likely to continue to privilege the
private sector representatives, who will seek twnmte the interests of the private sector at
the expense of public accountability. Also, becatls policy suggestions are based on
findings from a specific context within space amue, they cannot be guaranteed to be
relevant in the future. This demonstrates compkeibf the social world where the past can
be factored into future decisions but the past @owit necessarily control future decisions.
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Figure 1: The current form of the NAO LIFT diagram
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Figure 2: The JV1 scheme’s corporate structure

PoPP1 Ltd Department of Health
v100% 100%
\ 4
PP1Ld CHP 2-PCTs S
LIFT 1 60% 60% 20% 20% | !
LIFT 2 < y ! i
» Jvikd [ | :
LIFTCo !
Strategic Partnering  [------------ > Fundcol | !
Board SPV |
Fundco 2 i
100% SPV -
Fundco 3 <
SPV —
100% Rl
Fundco 4
SPV ]
Fundco5 [ |
SPV
v
Holdco 1 Fundco 6
SPV 100% | SV B
The bank <
Subcontractors <
€------- » Tenancy/Lease Plus Agreetn -------------- » Oversightfnyblic sector;

Stgic Partnership Agreement

4 Debt, interest and bullet paymentse&———— Subcontracting

(Source: Annual reports and accounts (various years

27



Figure 3: The JV2 scheme’s corporate structurg
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13 A clarification was sought about this structurenfrQ2a and Q2b.
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