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“value for money” means that the provision of the
institutional function or the use of state property by
a private party in terms of the PPP agreement
results in a net benefit to the institution defined In
terms of cost, price, quality, quantity, risk transfer
or a combination thereof
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VFM must be demonstrated at all stages of the
project ie:

* Feasibility Study Stage

* Procurement Documentation

« Selection of Preferred Bidder

« Contract signing

v National Treasury must consider VFM in its
approvals

v Major changes in assumptions require re- o

approval
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 In this very structured environment VFM is applied by
guantitative and qualitative means

 Quantification is by use of the PSC

o If the Quantitative measures do not demonstrate clear
VFEM then gualitative measures may be used

* These are not defined but must relate to the choice
between PPP and TP (not to the project itself)
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* [t Imposes a discipline on projects and the assumptions
that underly them

« [t allows for rational decision making
* [t makes any bias explicit

* It is useful in procurement as a measure against which
private sector bids are measured




_ammnnny, \Nhat does it achieve?

[T ININ

FOR PEOPLE ON THE MOVE

In Gautrain it was used and a VFM of 16% was
determined

* The difference lay In risk and build efficiency

« Assumptions were based on empirical evidence of delays
and cost over-runs on large TP projects

* Since project had large government grants, cost of private
finance was not a significant factor
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* [t is very mechanical and if abused / misapplied then gives
nonsensical outcomes

* For example, risk valuations at 50% of project costs
* The qualitative measures vary and are subjective
* [ts not well understood even by those who use it




Should we abandon VFM?

 No, VFM Is a key consideration in project
(PPP) approval

* |t needs to be used carefully and shouldn’t be
elevated above Its use

* |ts use should be extended to non PPP
projects (in a simple manner!)
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= Thank You

_ www.gavutrain.co.za
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