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Department of Public Expenditure and Reform

Financial Information on PPPs

1. Background
A PPP is an arrangement between the public and private sector for the purpose of delivering
infrastructure or services which were traditionally provided by the public service. In effect, it

is a form of procurement available to the public sector.

PPPs offer an alternative model for delivering infrastructure that can be effective in particular
circumstances. However, the long-term nature of the financial commitments arising under PPPs
require that the use of such arrangements must be carefully planned in order to ensure that they
are used to address infrastructural needs in a manner that is sustainable in the long term and

which the public finances can afford, as well as providing value for money for the taxpayer.

The Exchequer incurs a number of different cost arrangements in connection with PPP projects
over the lifetime of the arrangement:

(1) At an early stage in construction or pre-construction, it is often the case that site
purchase and enabling works, such as site clearance and necessary infrastructure (e.g,
roads), are required to facilitate the project proceeding. These costs tend to be funded
directly by the Exchequer, as the most cost efficient option for this phase of the
project.

(it  On completion of the construction phase by the PPP company, a liability for VAT
crystallises (sometimes called bullet VAT payments), which liability is usually funded
directly by the Exchequer (again as the most cost effective solution from the State’s
point of view).

(111)  The above costs are then followed by the annual unitary payments — legally binding
contractual commitments to repay the cost of constructing and maintaining the project,

usually paid over a period of about 25 years.

However, costs under (i) and (ii) above would be incurred by the Exchequer irrespective of
whether the project being delivered is procured by PPP or by traditional procurement.
Therefore this note will focus on the Exchequer cost under (iii) above -~ the cost of unitary
payments to the PPP Company over the lifetime of the PPP contract, following handover of the

assetl to the public sector.



Z. Unitary Payment Costs

Significant infrastructure projects have been completed using the PPP model since the late
1990s, the annual cost of which in terms of the unitary payment charges is now some €260
million in 2018. However, in addition to these projects which are operational, there are a
number of further PPP projects in construction, procurement, pre-procurement and early
planning stage. The unitary payment charges in respect of these new PPPs will, as they come

into service, add to the above figure annually.

Financial responsibility for each individual PPP project rests with the relevant Sponsoring
Agency. However, the Department of Public Expenditure and Reform publishes (at

wWww.ppp.gov.ie) a list of PPPs containing financial details collected from the various

Sponsoring Agencies on the contractual capital value, unitary payments and future
commiiments in respect of each individual PPP and concession project which is ecither

operational or in construction (i.e. where contracts have been signed).

The latest aggregate information published on these PPPs, as at end-2016, is as follows:
o Contractual capital value at end 2016: €4.95bn
« Unitary Payments made to 2016: €2.6bn

o Future unitary payment commitments at end 2016: €6.6bn.

A copy of the table from the Department’s website is attached at Appendix 1, for reference.
This table is currently being updated to reflect the position at end-2017 as part of the data
collection process required to input into the CSO’s end-March Excessive Deficit Procedure
(EDP) returns to Eurostat (also known as the Maastricht Returns), which relates to the

position at end-2017, and includes a report on PPPs.

A further, more detailed table, showing the breakdown of the projected future unitary payment
costs associated with each of these projects, where contracts have been signed, on an annual
basis, will also be compiled as part of the 2018 updating exercise, and this will be made
available to the PAC secretariat once it has been prepared and agreed with the relevant
Departments and agencies. It will also be published on the Department’s website from 2018

onwards.

However, in addition to these projects - which are either operational or in construction - as

noted above, there are a number of further PPP projects in procurement, pre-procurement



and/or early planning stage for which no contract has yet been concluded, and so future unitary

payment charges have not yet been determined/agreed. These projects include:

-]

Grangegorman DIT Project, expected to reach construction stage very shortly;

3 Social Housing PPP Bundles of ¢€100 million each, to deliver ¢500 social housing
units in each bundie;

a €200m Higher Education PPP programme to deliver projects across 11 Institutes of
Technology,

a €150 million community nursing home PPP bundle; and

a €150m Justice project, including Courts and Garda Station projects.

The aggregate cost of the unifary payment charges in respect of these further new PPPs, once

fully operational, is projected to be in excess of €100 million annually by 2023, or over €2.8

billion in aggregate over the period 2020-2047. Details of the projected unitary payments in

respect of these projects will be included in the table published on the Department’s website as

the contracts for these projects are signed.

Taking account of these PPPs yet to be delivered, when all of the current approved PPPs are

operational, the total cost of unitary payments is expected to exceed €410m by 2023. If no new

PPP arrangements were to be entered into, beyond those projects which have already been

announced and committed to, the Exchequer is expected to be required to continue to pay:

an average of about €410m per annum (partly indexed for inflation) in PPP unitary
payments for the following 12 years, from 2024 until 20335;
followed by an average of about €320m for the following 7 years, from 2036 until 2042;

after which the path to zero unitary payments will still take another 11 years until 2053.

This is a significant ongoing financial commitment, which will absorb a significant amount of

the discretionary capital expenditure allocation of some Departments for each of these years,

before any decisions on the funding of new capital projects can be considered.
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