CONSTRUCTION

TO P3 OR NOT TO P3, THAT IS
THE QUESTION . . .
P3 BACKGROUND
On April 1, 2013, President Obama called for a “Partnership to Rebuild America,”
$21 billion in public- and private- sector investment in roads, bridges, and other
infrastructure projects. This was against a backdrop of an increasing appreciation of
the aspirations and perceived benefits of utilizing a Public-Private Partnership (PPP or
P3) model in the United States. P3 arrangements consist of contractual relationships
established between governmental organizations and private sector providers for the
purpose of developing capital assets and operational services for infrastructure projects
such as roads, bridges, ports, social real estate, hospitals, and schools. Currently a
limited number of states, such as California and Florida, have become major proponents
of this project delivery model. However, successful P3 implementation on a number of
projects has sparked interest that is growing rapidly in the U.S. More than 30 states have
enacted statutes that enable the use of the P3 model with the aim of attracting private
investment in public infrastructure, alongside use of their expertise and
innovation in project delivery.
P3 as a project delivery method can be seen to sit within a wide range of partnering
options previously developed for the benefit of the public sector, ranging from simple
design-bid-build to full outsourcing, in which P3 may be described as one of the more
complex and immersive forms of partnering available. In Europe, Australia, and Canada,
the P3 model has become synonymous with the provision of private finance alongside
the private sector input into design, build, and operation of an asset, commonly known
as a Private Finance Initiative. Since such arrangements embrace a high degree of
support from the private sector, they require the development of intricate and robust
contract structures and financial arrangements to ensure the success of P3 ventures.
The key attraction of the P3 model is the ability to transfer risk and responsibility for the
financing and development of a public capital asset over to the private sector, where
there is a perception that the private sector is better placed to control the development
risks and is suitably financed for a return on the investment.
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and consider and adopt at least some recommendations and

these management reporting mechanisms is the PRINCE2

constructive criticism to make it more robust. For example, a

(Projects in a Controlled Environment, Version 2) methodology

recent report issued in July 2013 by the Commission of Inquiry

developed by the UK Office of Government Commerce. This

regarding the plan for the Yonkers School District P3 project

is a process-driven methodology that focuses on the required

raised a number of concerns that were not directly critical of

project outcomes and is based on the development of projects

the P3 model but highlighted a range of flaws in the financial

coupled with the necessary resources and techniques required

assumptions and suggested alternative financial projections. In

2

this situation, it is possible to have some sympathy because

partnering arrangement. These resources will also be required

determining the appropriate levels for financial variables,

should the project advance into the procurement phase with

such as inflation levels and the cost of borrowing, over a

the development of the contractual, technical, and financial

long duration, becomes increasingly subjective given their

requirements for a Request for Qualifications or Request for

propensity for change.

Proposals from the private sector and in turn support the
procuring governmental body in the review and negotiation of
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Risk Management Practices to form a truly crosspractice
collaborative approach.

Experience shows that for a P3 project to be successful,
the public owner must have strong leadership and project

Mike Yarwood is a Director in the Asset and Infrastructure

management skills to get the project off the ground even before
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complex discovery matters.

procurement options for the design, construction, operation,
and financing of a capital asset. Further, the public owner’s team
should include a legal specialist to determine the commercial
and contractual viability and implications of such a complex
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