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Project Procurement Methods

There are several methods of how to 

procure projects:

1. Traditional Organization

2. Design-build contract

3. Construction Management

4. Private Finance Initiatives PFI/PPP

5. BOT (Build- Operate-Transfer)
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PPPs

• PPPs bring public and private sectors 

together in long-term contracts.

• It is defined as ‘a long term relationship 

between the public and private sectors 

that has the purpose of producing public 

services or infrastructure’
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• Partnership is the key word in PPPs

• The essential elements of a partnership 

are:

• All individuals share the risks and rewards 

of the business.

• Each partner is entitled to share the net 

profits of the business. A contract need not 

provide for equal shares which may 

depend upon how much the partner has 

invested.
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• Partners are jointly and severally 

responsible for all the debts and obligations 

of the business without any limit, including 

loss and damages arising from wrongful 

acts or omissions of their fellow partners 

and potential liability to third parties.

• Partners have equal rights to make 

decisions which affect the business or the 

business assets.
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• All individuals share the ownership of the 

assets of the business, although they may 

have agreed that the firm will use an asset 

which is bought by one of the partners 

individually.
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• Institute for Public Policy Research (IPPR) 

defined PPPs as ‘a risk sharing 

relationship based on an agreed aspiration 

between the public and the private sectors 

to bring about a public policy outcome.
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critics on PPPs
1 The death of the public sector ethos with the 

introduction of private sector contractors.

2 The PFI is driven by a political motive to control 

public spending rather than to deliver better 

public services 

3 PFI schemes actually cost more than 

conventionally procured assets due to a range of 

factors including higher finance costs and high 

fees for professional advisors, etc.
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4 PFI consortia profit from employing their 

workforce on inferior terms and conditions to 

those in the public sector and in some cases 

this has resulted in a two-tier work force 

within the same organization.

5 There is no evidence to support the claim that 

the private sector can deliver public service 

outcomes more effectively than the public 

sector and in fact many privately operated 

projects are underperforming.
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6 Many PPPs reduce the traditional 

accountability of public sector projects under 

the cloak of commercial sensitivity.
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• PPP arrangements private-sector contractors 

become the long-term  providers of services 

rather than simply upfront asset builders, 

combining some or all of the responsibilities 

for the:

– Design

– construction

– finance (which may be a mixture of public and private 

sources)

– facilities management

– service delivery of a public service facility.AEPM 5 11



Advantages PPP projects

1 acceleration of project delivery;

2 faster implementation;

3 reduced whole life costs;

4 better risk allocation;

5 incentivisation of suppliers;

6 generation of additional revenues.
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Disadvantages of PPP

A. Cost  overruns 

B. Unrealistic  price  and  income  projections 

C. Legal disputes between private operators and 

the government 

D. Political obstacles stand in the way of using 

PPP 

E. Some government  agencies may  exhibit  

resistance  to change  in  the  context  of  

adopting  a new delivery/financing approach 



Are PPPs privatisation?

• The simple answer is no.

• Privatisation is the partial or complete sale 

or transfer of existing enterprises, assets 

or rights from public ownership to the 

private sector.
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PPP models

• The Private Finance Initiative (PFI)

• Building Schools for the Future (BSF)

• Public Private Partnership Programme 

(4Ps)

• Prime contracting
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The Private Finance Initiative 

(PFI)
• three main PFI procurement models have 

developed. These are,

• joint ventures

• financially free-standing projects

• classic PFI.
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Joint ventures
• both the public and private sectors contribute, but where 

the private sector has overall control.

• The main requirements for joint venture projects are

• private sector partners in a joint venture should be 

chosen through competition;

• control of the joint venture should rest with the private 

sector; 

• the government’s contribution should be clearly defined 

and limited. After taking this into account, costs will need 

to be recouped from users or customers;

• the allocation of risk and reward will need to be clearly 

defined and agreed upon in advance, with private sector 

returns genuinely subject to risk
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Financially free-standing 
projects

• The private sector undertakes a project on 

the basis that costs will be recovered

• entirely through a charge for the services 

to the final user

AEPM 5 18



Classic PFI

• Is the most popular PFI models, Design, 

Build, Finance and Operate (DBFO).
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Typical sequence for the PFI 

procurement process

1 Establish business case – It is vitally important that the PFI 

project is used to address pressing business needs. 

Consider key risks

2 Appraise the options – Identify and assess realistic 

alternative ways of achieving the business needs

3 Establish the project is affordable and ‘PFIable’.A reference 

project should be prepared to demonstrate value for money 

including a quantification of key risks. Market soundings 

may be appropriate at this stage

4 Developing the team – Form procurement team with 

appropriate professional and negotiating skills
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5 Deciding tactics – The nature and composition of the 

tender list and selection process

6 Contract notice published

7 Prequalification of bidders

8 Selection of bidders – Short-listing. Method statements and 

technical details

9 Refine the proposal – Revisit original appraisal (Stage 3) 

and refine the output specification, business case

10 Invitation to negotiate (ITN) – Could include draft 

contracts. Quite lengthy – 3 to 4 months. Opportunity for 

short listed bidders to absorb contract criteria
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11 Receipt and evaluation of bids – Assessment of different 

proposals for service delivery

12 Selection of preferred bidder 

13 Contract award and financial close 

14 Contract management – Operational and management 

relationship between public and private sectors
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Criteria for 

PFI selection

• selection based on competition on the net 

present values (NPVs) of the unitary payment;

• an output-based specification rather than the 

traditional prescriptive model;

• a long-term contract, usually for a minimum 30 

years;

• performance-related payments;

• task integration;

• operation of completed facility.

AEPM 5 23



Build operate and transfer 

(BOT)
• A private consortium agrees to build and operate in a 

public infrastructure project.

• The consortia then secure their own construction 

finance, or it may be arranged by the project sponsor

• The consortia then owns and maintains and manages 

the facility for an agreed concessionary period, say 25 

years and recoups their investment through charges

• After the concessionary period the consortia transfers 

ownership and operation of the facility to the government 

or relevant authority.
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Main parties to a BOT project

• the project company

• the government

• the government agency

• the investors, lenders

• the contractor

• the operator

• the suppliers.
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Build Rent Transfer (BRT)

• Similar to a BOT or BLT project except 

that the project site, buildings and 

equipment are rented to the private sector 

during the term of the project.
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Build Lease Transfer (BLT)

• Similar to a BOT or BRT project except 

that a lease of the project site, buildings 

and equipment is granted to the private 

sector during the term of the project.
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Build Own Operate (BOO)

• A method of financing projects and 

developing infrastructure, where a private 

company is required to finance and 

administer a project in its entirety and at its 

own risk. The government may provide 

some form of payment guarantee via long-

term contracts, but any residual value of 

the project accrues to the private sector.
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Construction PPP [PFI] can be 

categorized as follows 

1. Service Contracts

• Public agencies utilising private sector companies to 

carry out, for example,

• the maintenance and repair of equipment. This type of 

arrangement is generally awarded by competitive 

tendering and in PPP terms is relatively short and 

addresses short-term technical issues with contracts 

being re-tendered every five years or so, rather than 

overall strategy and management of a facility. 

• The risk for investment remains with the public sector in 

the approach. 



2. Service contract based on public 
facilities

 This group is characteristic of the private 
sector operating the facilities. The 
procurement methods could be:

 design-build-finance-operate (DBFO); 

 lease-develop-operate (LDO);

 build-operate-transfer (BOT); and

 build-own-operate-transfer (BOOT).
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3. Private sector permanent provision

 build-own-operate (BOO);

 buy-build-operate (BBO) or privatization;

4. Special vehicles/Joint Ventures (JVs)

 These are equity JV, cooperatives and 

grouping. 

 The private and public sectors share the 

liability and return from the same JV 

Company.
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Risk allocation within PFI

1. The financially free-standing type
where risk is fully transferred to the 
private sector (for example toll bridges);

2. The joint venture type where risk is fully 
transferred from the public sector with 
some public sector cash contribution (for 
example urban regeneration schemes) 

3. The type of services sold to the public 
sector where risk is shared rather than 
fully transferred (for example DBFO road 
projects) 


