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ABSTRACT

Local Authorities in Malaysia are often reported to have financial constraints which
gives effect to Local Authorities especially in implementing their roles and
responsibilities, and to ensure their sustainability. Implementation of an effective
public procurement system through private sector involvement is a strategy currently
applied by the public sector including at the Local Authority level. The Private Finance
Initiative (PFI) is a Public-Private Partnership model adopted by many Local
Government in many countries as an alternative to traditional procurement. In
Malaysia, since its introduction in the Ninth Malaysia Plan (2006-2010), PFI has
leveraged mainly on reducing government spending, providing more efficient and
effective public amenities, and gain benefits from private sector expertise and
innovation. However, PFI model is occasionally considered by Local Authorities in
Malaysia. There are also criticisms and debates about its implementation at the
national level which raising questions about the practice of this method at the Local
Authorities’ level. Therefore, this study aims to describe the use of PFIs among Local
Authorities in Malaysia as one of their procurement strategies. For that purpose, the
practice of private engagement in the provision of public projects in Local Authorities
and the level of experience, knowledge and awareness of Local Authorities in the
procurement of PFIs method is examined. In addition, the major influencing factors
and the major barriers faced by Local Authorities in applying the PFI method is also
identified. A survey has been conducted among 80 Local Authorities in Malaysia. The
findings of this survey shows that the most widely used private engagement method in
the provision of public infrastructure and service delivery is the Complete Public
Sector Delivery, followed by Traditional Contracts and Management Services
Contracts. The findings also revealed that there is lack of PFI usage among the Local
Authorities in Malaysia. Other than that, majority of the Local Authorities in Malaysia
have moderate level of experience, knowledge and awareness about PFI procurement.
Therefore, a guideline for integrating PFI in Local Authorities procurement strategy is
proposed in this study.

Keywords: Private Finance Initiative (PFI), Public Private Partnership (PPP), Local
Authorities, Local Government.
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ABSTRAK

Pihak Berkuasa Tempatan (PBT) di Malaysia sering dilaporkan mempunyai kekangan
sumber kewangan yang mana akan memberi kesan terhadap PBT terutamanya dalam
melaksanakan peranan dan tanggungjawab mereka, seterusnya bagi memastikan
kemampanan organisasi tersebut. Pelaksanaan sistem perolehan awam yang berkesan
melalui penglibatan sektor swasta merupakan strategi yang sering digunakan oleh
sektor awam termasuk di peringkat kerajaan tempatan. Inisiatif Kewangan Swasta
ataupun Private Finance Initiative (PFI) adalah model Perkongsian Awam-Swasta
yang diterimapakai oleh banyak Kerajaan Tempatan di banyak negara sebagai
alternatif kepada perolehan tradisional. Di Malaysia, sejak pengenalannya dalam
Rancangan Malaysia Ke-sembilan (2006-2010), PFI telah memberi memanfaat
terutamanya dalam mengurangkan perbelanjaan kerajaan, menyediakan kemudahan
awam yang lebih cekap dan berkesan, dan menerima manfaat daripada kepakaran dan
inovasi sektor swasta. Walau bagaimanapun, PFI jarang digunapakai oleh PBT di
Malaysia. Terdapat juga kritikan dan perdebatan mengenai pelaksanaannya di
peringkat kebangsaan, yang mana menimbulkan persoalan mengenai amalan kaedah
tersebut di peringkat PBT. Maka, kajian ini bertujuan untuk mengenalpasti
penggunaan PFI dalam kalangan PBT di Malaysia sebagai salah satu strategi perolehan
mereka. Untuk tujuan ini, amalan penglibatan sektor swasta dalam penyediaan projek
awam di PBT, dan tahap pengalaman, pengetahuan dan kesedaran PBT dalam
perolehan PFI adalah diperiksa. Di samping itu, faktor utama yang mempengaruhi dan
halangan utama yang dihadapi oleh PBT dalam menggunakan kaedah PFI turut
dikenalpasti. Satu tinjauan telah dijalankan dalam kalangan 80 PBT di Malaysia.
Penemuan kajian ini menunjukkan bahawa kaedah penglibatan swasta yang paling
banyak digunakan dalam penyediaan infrastruktur awam dan penyampaian
perkhidmatan adalah Penghantaran Sektor Awam Lengkap (Complete Public Sector
Delivery), diikuti kaedah Kontrak Tradisional (Traditional Contractual) dan Kontrak
Perkhidmatan Pengurusan (Management Services Contract). Penemuan kajian juga
mendedahkan bahawa terdapat kekurangan penggunaan kaedah PFI dalam kalangan
PBT di Malaysia. Selain itu, majoriti PBT di Malaysia mempunyai tahap pengalaman,
pengetahuan dan kesedaran yang sederhana terhadap kaedah perolehan PFI. Oleh itu,
garis panduan untuk mengintegrasikan PFI dalam strategi perolehan PBT di Malaysia
telah dicadangkan dalam kajian ini.

Kata Kunci: Inisiatif Kewangan Swasta (PFI), Kerjasama Awam Swasta (PPP), Pihak
Berkuasa Tempatan (PBT), Kerajaan Tempatan.



iv

ACKNOWLEDGEMENTS

First of all, the glory and thanksgiving of God with His grace enabled me to complete
this study. Alhamdulillah

Second, an endless thank you to my supervisor, Assoc. Prof. TPr. Dr. Dani bin Salleh,
for the guidance, encouragement and advice he gave me to complete this study. I am
grateful to have a very patient and caring supervisor for my assignment, and always
available to provide feedback and solutions to any questions raised.

Next, my heartfelt thanks and appreciation to my beloved wife, who has always been
so supportive, encouraging, and loving. You are my main strength in completing this
study.

To my son, thank you for always giving me the joy and passion to not give up and stay
focused.

Not to be forgotten, acknowledgments and thanks also to the family who understand
and always provide ongoing support.

Also, a big thank you to University Utara Malaysia (UUM) - a special place in my
memory. Special thanks to the lecturers, colleagues and staff of the College of Law,
Government and International Studies (COLGIS) and the Ghazali Shafie Graduate
School of Government (GSGSG) who were able to assist me in completing this
assignment. Your kindness is greatly appreciated.

Finally, this award was also given to the Ministry of Higher Education of Malaysia
under the My Brain 15 Program for providing me with funding opportunities that
allowed me to pursue my Doctorate in Philosophy (Ph.D.).

Thank you.



v

TABLE OF CONTENTS

PERMISSION TO USE.............................................................................................. i

ABSTRACT................................................................................................................ ii

ABSTRAK ................................................................................................................. iii

ACKNOWLEDGEMENTS...................................................................................... iv

TABLE OF CONTENTS........................................................................................... v

LIST OF FIGURES ................................................................................................... x

LIST OF TABLES ...................................................................................................xii

LIST OF ABBREVIATION.................................................................................... xv

LIST OF APPENDIX ............................................................................................. xvi

CHAPTER ONE  INTRODUCTION ...................................................................... 1

1.1 Introduction ...................................................................................................... 1

1.2 Background of Study ........................................................................................ 2

1.3 Problem Statement ........................................................................................... 9

1.4 Research Question .......................................................................................... 18

1.5 Research Objective ......................................................................................... 19

1.6 Research Scope................................................................................................ 20

1.7 Research Gap Statement and Motivation of the Study ............................... 22

1.8 Significance and Expected Outcome of the Research ................................. 25

1.9 The Structure of the Thesis............................................................................ 27

1.10 Definition of Terms......................................................................................... 28

1.11 Summary of the Chapter ............................................................................... 32

CHAPTER TWO  LITERATURE REVIEW ....................................................... 34

2.1 Introduction .................................................................................................... 34

2.2 Public Procurement ........................................................................................ 34

2.2.1 The Importance of Procurement................................................................ 38

2.2.2 Local Government Procurement Strategy Objectives ............................. 40

2.2.3 Private Involvement in Local Government Procurement ....................... 43

2.2.3.1 Public Private Partnership Procurement in Local Government ........... 46

2.2.4 Local Authorities Procurement in Malaysia............................................. 49

2.3 PFI and the Conceptual Explanation............................................................ 55



vi

2.3.1 Different Variation and types of PFI ......................................................... 56

2.3.2 The Origin of PFI ........................................................................................ 59

2.3.3 Structuring a PFI Deal................................................................................ 61

2.3.3.1 Characteristics of PFI ................................................................................ 62

2.3.3.2 Value for Money......................................................................................... 65

2.3.3.3 Risk Transfer.............................................................................................. 66

2.3.3.4 Special Purpose Vehicle............................................................................. 69

2.3.3.5 Public Sector Comparator ........................................................................ 70

2.3.3.6 Whole-Life Cycle Costing.......................................................................... 72

2.4 PFI and the Influencing Factors.................................................................... 72

2.4.1 Influence Factors of PFI in Local Government: Experiences of Several

Countries ...................................................................................................... 77

2.4.2 The Barriers of Adopting PFI .................................................................... 84

2.4.3 Advantages and Limitations of PFI ........................................................... 87

2.5 PFI in Malaysia ............................................................................................... 95

2.5.1 Public Private Partnership in Malaysia Plan ........................................... 99

2.5.1.1 Privatization in Fifth Malaysia Plan ...................................................... 101

2.5.1.2 Public Private Partnership in Eight Malaysia Plan.............................. 103

2.5.1.3 Private Finance Initiative in Ninth Malaysia Plan................................ 105

2.5.1.4 Development Achievements under the Tenth Malaysia Plan and

Eleventh Malaysia Plan ........................................................................... 107

2.5.2 PFI Implementation Process in Malaysia ............................................... 108

2.5.2.1 The Selection of PFI projects ................................................................... 113

2.5.2.2 Principles of Payments .............................................................................. 115

2.5.2.3 Project Evaluation Criteria ...................................................................... 116

2.5.2.4 Role of Implementing Agency .................................................................. 117

2.5.3 The Structure of PFI Project Implementation ....................................... 119

2.5.4 Types of PFI in Malaysia......................................................................... 121

2.5.5 Keys Characteristic PFI in Malaysia ..................................................... 125

2.6 PFI and Underlying Theories ...................................................................... 128

2.6.1 PFI as Part of New Public Management Reform ................................... 129

2.6.2 The Principle-Agent Theory..................................................................... 131

2.6.2.1 The Principle Agent Theory and the PFI .............................................. 132

2.6.3 The Theory of Organisational Cultural and Effectiveness.................... 134



vii

2.6.4 The Development of Framework Based on Organisational Cultural and

Effectiveness Theory ................................................................................ 137

2.7 Summary of the Chapter ............................................................................. 140

CHAPTER THREE  RESEARCH METHODOLOGY..................................... 144

3.1 Introduction .................................................................................................. 144

3.2 Research Process........................................................................................... 144

3.3 Research Design ............................................................................................ 148

3.3.1 Research  Types ......................................................................................... 150

3.3.2 Research Approach ................................................................................... 151

3.3.3 Research Strategy...................................................................................... 153

3.3.4 Sampling Design ........................................................................................ 154

3.3.4.1 Population of Study ................................................................................... 155

3.3.4.2 Sampling Frame ....................................................................................... 157

3.4 Research Instrument .................................................................................... 159

3.4.1 Questionnaires ............................................................................................. 159

3.4.1.1 Surveys by Postal Mail ............................................................................ 160

3.4.1.2 Develop a Questionnaire.......................................................................... 163

3.5 Data Analysis Technique.............................................................................. 165

3.5.1 Statistical System Package for Social Science (SPSS) ............................ 165

3.5.2 Factor Analysis and Reliability of the Instrument ................................. 167

3.6 Summary of the Chapter ............................................................................. 170

CHAPTER FOUR  DATA ANALYSIS AND FINDINGS ................................. 171

4.1 Introduction .................................................................................................. 171

4.2 Data Analysis Method .................................................................................. 172

4.3 The Findings of Data Analysis..................................................................... 173

4.3.1 Background of Respondents..................................................................... 173

4.3.2 Respondent Profile .................................................................................... 175

4.3.2.1 Types of Local Authorities Involved ...................................................... 175

4.3.2.2 The Department/Unit/Section of Respondents ...................................... 177

4.3.2.3 Respondents Level of Education............................................................. 181

4.3.3 Respondents' Experience in Projects Involving Private Sector ............ 181

4.3.4 The Method of Private Delivery in Local Authorities ........................... 183



viii

4.3.5 Respondents Knowledge and Awareness in PFI .................................... 184

4.3.6 The Factor Analysis and the Reliability of the Instrument ................... 187

4.3.6.1 Validity Assessment ................................................................................. 189

4.3.6.2 Factor Analysis for Influencing Factors ................................................ 190

4.3.6.3 Extraction Method ................................................................................... 194

4.3.6.4 Factor Analysis for Barrier Factors ....................................................... 203

4.4 Summary of the Chapter ............................................................................. 212

CHAPTER FIVE  SUMMARY OF FINDINGS AND DISCUSSIONS............ 214

5.1 Introduction .................................................................................................. 214

5.2 Discussion of Research Finding ................................................................... 214

5.2.1 Research Findings on Research Objectives ............................................ 214

5.2.2 The First Objective of the Research ........................................................ 218

5.2.2.1 Method of Delivery Applied for Project Development in Local

Authorities.................................................................................................. 219

5.2.3 The Second Objective of the Research .................................................... 221

5.2.3.1 Local Authorities Experience, Knowledge and Awareness in PFI ...... 223

5.2.4 The Third Objective of the Research ...................................................... 232

5.2.4.1 Factors Influencing the Adoption of PFI in the Local Authorities ..... 233

5.2.4.1.1 Local Authority Capabilities................................................. 234

5.2.4.1.2 Technical Capabilities ........................................................... 235

5.2.4.1.3 Financial Capabilities ............................................................ 237

5.2.4.1.4 Risk Involvement ................................................................... 240

5.2.4.1.5 The Nature of Project ............................................................ 242

5.2.5 The Fourth Objective of the Research ................................................... 244

5.2.5.1 The Barrier Factors Based on Previous Studies. .................................. 250

5.3 Summary of the Chapter......................................................................... 254

CHAPTER SIX  RECOMENDATIONS AND CONCLUSION........................ 255

6.1 Recommendations on Procurement Strategies for Local Authorities 255

6.1.1 The Involvement of Public Private Partnership Methods in the Local

Authorities Procurement Strategy ......................................................... 255

6.1.2 Public-Private Business Partnership Environment for Local Authorities

Sustainability ............................................................................................ 257



ix

6.1.3 PFI Procurement Adopted in Local Authorities in Malaysia .............. 261

6.1.4 PFI Implementation Process in Local Authorities ................................. 263

6.1.5 Other Suggestions...................................................................................... 266

6.2 Conclusion.................................................................................................. 268

6.2.1 Limitation of Study ................................................................................... 270

6.2.2 Recommendation for Future Study ......................................................... 272

REFERENCES ....................................................................................................... 273



x

LIST OF FIGURES

Figure 1.1 The Present Practices of Infrastructure Provision in Malaysia LAs 15

Figure 2. 1 Category of Procurement Systems 37

Figure 2. 2 PFI Evolution in United Kingdom 61

Figure 2. 3 A Typical set-up of a SPV for PFI. 70

Figure 2. 4 The Model of that PPP commonly used in Malaysia. 98

Figure 2. 5 Distribution of Privatization Projects by Sector 1983 - 2003 103

Figure 2. 6 The Process of PPP/PFI Projects in Malaysia 111

Figure 2. 7 Typical PPP/PFI Structure 120

Figure 2. 8 Types of PFI in Malaysia. 122

Figure 2. 9 PFI Approach in Malaysia. 125

Figure 2. 10 Theoretical Model of Culture Traits and Effectiveness 135

Figure 2. 11 LG Adoption and Implementation Model Framework 138

Figure 3. 1 Research Process 146

Figure 4. 1 The Department/Unit/Section Involved in the Study 179

Figure 4. 2 Respondents’ Position 180

Figure 4. 3 Level of Education of Respondent 181

Figure 4. 4 Respondent Involvement and Experiences in Public Private

Partnership Scheme 182

Figure 4. 5 Respondent Experiences in PPP Project 183

Figure 4. 6 The Methods of Delivery Adopted by Local Authorities for

Infrastructure Development Projects 184

Figure 4. 7 Scree Plot Influence factors for Category A 198

Figure 4. 8 Scree Plot for Barriers factors 209

Figure 5.  1 The Present Delivery Methods Used by LAs for Provision of Public

Infrastructure Development 219



xi

Figure 5.  2 The Level of Experiences PBT on PFI Projects 223

Figure 5.  3 Level of knowledge and awareness on PFI Procurement 224

Figure 6. 1 The ‘Leg’ for Supporting LAs Sustai3.1nable Development 259

Figure 6. 2 The Set of idea of PFI Implement for LAs Sustainability 262

Figure 6. 3 PFI Implementation Process in Local Authorities 265



xii

LIST OF TABLES

Table 1. 1 Government Budget for PFI Project in MHLG 15

Table 1. 2 The Malaysian PFI projects based on the Ministries 16

Table 1. 3 Procurement Methods Used by Public Sector and Private Sector 17

Table 2. 1 Local Government Procurement Strategy Objectives 42

Table 2. 2 Private Involvement Method in Infrastructure provision and Service

Delivery 45

Table 2. 3 The Elements of Different of PPP Schemes 57

Table 2. 4 PFI Characteristics 64

Table 2. 5 Influence Factors for PPP/PFI project Based on Studies in Several

Countries 76

Table 2. 6 The Barriers for PFI Implementation in Local Government 86

Table 2. 7 The Potential Benefits and Disadvantages of PFI 93

Table 2. 8 The Difference Approach between Conventional, PPP/PFI and

Privatization 97

Table 2. 9 The Evolution of Malaysian PFI 101

Table 2. 10 Privatized Projects by Sector and Methods (2001-2005) 105

Table 2. 11 Comparison Malaysia’s PFI and United Kingdom PFI 109

Table 2. 12 Key Characteristics of PPP/PFI in Malaysia 126

Table 2. 13 Development Allocation under the 8MP and 9MP 127

Table 3. 1 Differences between Exploratory Research and Conclusive

Research. 150

Table 3. 2 Types of Research Strategies 153

Table 3. 3 The Categories of Local Authorities in Malaysia 155

Table 3. 4 The Numbers of Local Authority in Malaysia in 2017 157



xiii

Table 3. 5 The List of Selected PBT as a Sample of the Study 161

Table 3. 6 The Scale to Measure Items in Questionnaires 164

Table 4. 1 Fieldwork Survey and the Distribution of Respondents 174

Table 4. 2 Types of Local Authority that Respond 175

Table 4. 3 Returned Questionnaires Based on LAs Type 176

Table 4. 4 List of Local Authorities Returned the Questionnaires 176

Table 4. 5 Respondents Knowledge and Awareness on PFI 187

Table 4. 6 The Influencing Factor for PFI Adoption in Local Authorities 191

Table 4. 7 KMO Measure for Influences Factors (for five Category) 194

Table 4. 8 Total Variance Explained for Influence Factors 196

Table 4. 9 Communalities for Influence Factors 199

Table 4. 10 Rotated Component Matrix for Influence Factors 200

Table 4. 11 Total Variance Explained and Rotation Squared Loading for Influence

Factors 202

Table 4. 12 The Most Influence Factors for the PFI implementation in LAs 203

Table 4. 13 List of Barrier Factors 204

Table 4. 14 Kaiser-Meyer-Olkin Measure for Barriers Factors 206

Table 4. 15 Communalities Analysis for Barriers Factor 206

Table 4. 16 Total Variance Explained for Barriers Factors 208

Table 4. 17 Rotated Factor Matrix for Barrier Factor 210

Table 4. 18 Total Variance Explained and Rotation Sums Squared Loading for

Barriers factor 211

Table 4. 19 Barriers Factor for PFI Implementation in LAs 212

Table 5. 1 Respondents Profile 217

Table 5. 2 The Influence Factors for PFI Adoption in Local Authorities 232



xiv

Table 5. 3 Identified Factors for the Assessment of PFI Project 233

Table 5. 4 Barriers Factor for PFI Implementation in LAs 245



xv

LIST OF ABBREVIATION

PFI Private Finance Initiative

PPP Public Private Partnership

LAs Local Authorities

PBT Pihak Berkuasa Tempatan

LG Local Government

BOT Built, Operate, Transfer

DBFO Design, Built, Finance, Operate

NPM New Public Management

MHLG Ministry Home, Human Wellbeing, and Local Government

MOF Ministry of Finance

CSFs Critical Success Factors

SPV Special Purpose Vehicle

VFM Value for Money

PSC Public Sector Comparator

UK United Kingdom

UKAS Unit Kejasama Awam Swasta

PPP Unit Public Private Partnership Unit

TVE Total Variance Explained

KMO Kaiser-Meyer-Olkin Measure of Sampling Adequacy

SD Standard Deviation

KWSP Kumpulan Wang Simpanan Pekerja

MP Malaysia Plan

PBBP Public Private Business Partnership



xvi

LIST OF APPENDIX

Appendix 1 Set of Questionnaires

Appendix 2 Note: Background of the Introduction of PFI in Malaysia

Appendix 3 Garis Panduan Kerjasama Awam Swasta (Public Private Partnership).

Appendix 4 Government Budget for PFI Project in Ministry Home and Local

Government (MHLG).

Appendix 5 Circular Letter (Surat Perkeliling): Procurement guide for PFI project

implementation in Malaysia.

Appendix 6 List of PPP/PFI Main Project

Appendix 7 List of Projects that Receive Facilitation Fund (Dana Mudah Cara)



1

CHAPTER ONE

INTRODUCTION

1.1 Introduction

In recent decades, the Private Finance Initiative has become increasingly popular when

it comes to the Private Public Partnership approach. The Private Finance Initiative or

PFI is considered as a government procurement tool to replace the conventional and

traditional procurement system, in which the public sector uses the private sector

capacity for infrastructure and public service delivery. The PFI model was first

introduced in the United Kingdom (UK) in 1992 as the government initiatives to use

private sector financial resources for the development of public projects. In Malaysia,

PFI is initially implemented by the Government through the Ninth Malaysia Plan

(2006-2010) under the National Privatization Plan (EPU, 2006), as a government effort

to promote private sector involvement in local development projects, in particular to

reduce government spending in infrastructure provision and  public services.

This study relates to the local authority procurement strategy involving private sector

financing which is the consideration of using the PFI method. In this introductory

chapter explains generally related to the Background of the study, Problem statement,

Research questions and Research objectives, Research scope, Research gap and

Motivation of the study, Significant and Outcome of the study, and Definition of term.

In this study, the term local authority (LAs) and Pihak Berkuasa Tempatan (PBT) are

used interchangeably, however it refers to the same entity.
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1.2 Background of Study

Local Government is the lower administrative body after the federal government and

state government. However, local government is seen to be important especially in

providing services to the needs of the local people. Local governments are medium or

intermediaries in between the state government and the people whose role is to provide

services and ensure that every government policy is fair and effective at all levels of

society. Therefore, in implementing the necessary services, the local government in

Malaysia has a major source of authority, namely the Local Government Act 1976

(Act 171) used as the primary and official guidance to ensure that every local

government action does not exceed the limit set out in this Act. Every local

government in Malaysia adopting the Act 171, known as the Local Authority (LAs) or

Pihak Berkuasa Tempatan (PBT) whose role and basic duties of Local Authority have

been outlined in this Act. Local Authority main task is to ensure the well-being and

continuity of the community development by carrying out the task of planning,

implementing, controlling the planning as well as providing quality service to the

people it represents.

Local Authority are the important organization in driving development within its

administrative area, which does not only play its role as being responsible in providing

services within its control area but are also involved in the economy such as providing

housing, commercial and industrial facilities. Apart from an increase in roles and

functions, local authorities (LAs) are also seen to be facing challenges especially in

terms of financial resources. In Malaysia, nowadays LAs are facing great challenge as

self-financing organizations, thereby, LAs are requires to diversify sources of income

to support their operational activities (Berahim, 2015).
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In past, the function and role of the LAs or Pihak Berkuasa Tempatan (PBT) in

Malaysia was focused on building and maintaining roads, imposing and collecting

rates (assessment and taxation) and collecting garbage. However, nowadays the role

and function of LAs has changed considerably, in line with the government's

objectives contained in the national treasury policy. In recent years, there has been a

lot of focus on the management of LAs deficits in Malaysia, especially in the way they

use public funds, issues on quality and quantity of services provided, lack of liquid

resources, and more dependent on current grants (Atan et al., 2010). In practice, LAs

in Malaysia are not allowed to be directly involved in business, however, LAs are

allowed to participate in the privatization of the entity or its land without involving the

taking of equity. As result, several of LAs has implemented various initiatives to

address sustainable development through its procurement strategy, such as

collaborating with the private sector. Among other reasons is the provision of public

infrastructure that is now seen to be very expensive, apart from capital investment and

innovation.

Most of LAs in Malaysia are traditionally responsible for the provision of basic

infrastructure such as roads, drainage, recreation and other public utilities with little or

no financial support from the federal government. This is based on the practice and

recognition that LAs are fully aware of the advantages and disadvantages of the

procurement methods that they use (Salleh & Okinono, 2016). In addition, the

financial issues and the effectiveness of local infrastructure and services are still a

tough and persistent debate in many countries including Malaysia (Khaderi & Aziz,

2010; Zawawi et al., 2014; Takim e al., 2008; Ismail; 2013).
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There are various sources of funding for LAs for obtaining financial resources, either

through federal and state government bonds or grants, their own income such as tax

collection, charges and licensing, investment from private companies, and donations

from particular public or agencies. This source of funding is used not only for LAs

operations management expenses but also used for the cost of providing public

infrastructure, such as facilities, maintenance, sanitation, urban beautification and

others. Hence, enhancing the role and responsibility of LAs by choosing the

appropriate procurement method is especially important in order to provide a more

efficient level of public infrastructure and service delivery to the community. In

playing its role and function, the LAs needs to be in sufficient and stable financial

sources. However, LAs in Malaysia are often reported in a lack of financial resources

(Singaravello, 2010; Salleh, 2009; Atan, et al., 2010; Mohamed & Wee, 2016). This

situation will certainly put pressure on LAs in carrying out their roles and

responsibilities as well as for their sustainability. Moreover the cost of providing

public infrastructure is seen to be significantly increasing. This, according to Glen

(2013) has forced the LAs to be more creative, innovative and active in diversifying

of their procurement strategy.

Among the transformations made by the LA’s to involve the private sector in the

provision of public infrastructure development. It can be seen that several LAs have

shifted to the private sector to achieve their objective of providing local infrastructure

for effective and efficient management in the local area (Salleh, 2009). There are many

research findings, governments and private developers agree that in order to reduce

costs for the provision of public infrastructure, private sector involvement through the

Public-Private Partnership method is seen as suitable if LAs wants to collaborate with
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the private sector (Singaravello, 2010; Salleh, 2009; , et al., 2010; Mohamed & Wee,

2016), particularly in terms of funding sources and leverage private sector expertise to

develop a project that appears to be difficult on the ability of LAs to do that due to

financial constraints.

PFI foam of Public Private Partnership (PPP) is seen as a comprehensive concept

covering the privatization approach as well as a new method in the implementation of

Government projects (Heinecke, 2002). Since introduction in Malaysia, PFI seen as an

alternative solution and option for public sector to delivering public infrastructure and

services.The increasing of PFI applied  as an alternative method of procurement is due

to the traditional form of procurement to deliver infrastructure and services by

government is fraught with the issues, such as cost and time overruns, neglect of

maintenance resulting in dilapidated, aged infrastructure, procedures issues, lack of

expertise, corruption and many others issues. In Malaysia context, there are several

reasons for applying PFI. Apart from the success of the PFI project in many countries,

and in order to be in line with worldwide trend, the main reason for adopting PFIs in

the provision of public assets and services in Malaysia is to reduce government

financial burdens, to improve efficiency and productivity, to support in terms of

economy growth, reducing the size of public administration and at the same time will

further support to achieve of economic policy targets (EPU, 2006). PFI model also

seen as to revise, improve and enhance existing privatization model in national

economic development (PPP Guideline, 2009). According to Rashid (2012) and

Janssen (2016), among the main reasons Malaysia adopts this PFI model is as a

government strategy as a result of community pressure on the effectiveness of public

infrastructure facilities, the modernization of services in line with the latest
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developments, and to realize more up-to-date of innovative public infrastructure

development and to create long-term financial security.

There are many studies showing that, under certain conditions, PFI has brought more

advantages when compared with traditional procurement system (Khaderi & Aziz,

2010; Akbiyikli & Eaton, 2006; Sapri et al, 2016; Akintoye et al., 2003). Since its

introduction in Malaysia, PFI model has shown to provide benefits to the government

and the public as an alternative form of procurement, particularly for reducing

government expenditure, providing public infrastructure and services with efficiency.

Through PFI projects, Malaysia have experienced many successful projects that can

benefit the public as end-user (Ismail & Harris, 2014).

Apart from the introduction of PFI said to be a model of efficiently and effectively

towards the implementation of public procurement policy especially from the

perspective of long-term relationships, Value for Money, risk transfer, government

financial savings, private enterprise profits, long-term contracts, private sector

management and innovation, however PFI adopted in Malaysia also have been

inundated by various controversial, criticism and debated since the very beginning of

implementation. Criticized in terms of knowledge, understanding and experience of

the whole concept of PFI (Khaderi & Aziz, 2010; Abdullah & Kalianan, 2009; Ismail

& Rashid, 2007; Zawawi et al., 2014), PFI technically issues (Khairuddin, 2009), and

said PFI implementation in Malaysia as 'rushed in planning' (Takim et al., 2009).

Furthermore, the Malaysia government has yet to make a specific framework of PFI

as a guideline for its implementation (Johari, 2010; Khaderi & Aziz, 2010; Ismail,

2009).



7

Despite numerous criticisms of the PFI implementation (Khaderi & Aziz, 2010;

Zawawi et al., 2014; Takim e al., 2008; Ismai; 2013), however there are studies

showing that the PFI procurement method have resulted in success especially at the

local government level. Many local governments in many countries have turned to PFI

as their procurement strategies due to its benefits in delivering public infrastructure

projects, and at local government level, public-private partnership program has been

seen as the suitable concept applicable for the development pattern within local

administrative areas.

PFI models are also seen frequently applied in many local governments in many

countries. PFI as the way of government procurement strategy, which uses the capacity

of the private sector for delivery of public infrastructure and services by taking

advantage of innovation and expertise of private sector management is commonly used

in many levels of governments worldwide. LAs applied PFI as their strategy to

continue their role and functions, especially in the time of financial constraints. The

implementation of PFI model is also said to have changed the role of LAs rather than

just being the owner and operator of the asset to the provision of services, as well as

being able to assist the LAs and the community for the long-term benefit, particularly

in terms of private sector expertise and investment (Potts & Ankrah, 2014; Alshawi,

2000).

Through the PFI implementation, is also enables LAs to make contracts with the

private sector to provide infrastructure and services, with the purpose of PFI grant is

to give LAs with the support of sustainable income for their projects development.

Besides that the PFI method also gives the advantage to LAs especially in terms to
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promote private investment, improve value for money (VFM), encourage the

rationalisation and upgrading of LAs property holdings, encourage the transfer to the

private sector of trading asset, facilitate joint venture schemes, and remove

unnecessary obstacles to partnerships (UK Policy Paper, 2015).

Despite of many advantages shown by applied PFIs in most local governments in many

countries, however, in the context of LAs in Malaysia, the PFI method is seen as under-

utilized as procurement strategy. There are surveys showing that the PFI methods of

procurement is still less considered in Malaysia LAs even though this model was

introduced in Malaysia since 2006. There is also a statement from the previous study

that stresses that the implementation of PFIs in LAs in Malaysia is seen at the

beginning of the introduction although the policy has long been introduced (Mohd

Saron et al., 2013, Ismail, 2013).

In addition, in the context of the Malaysian public sector, it is often seen that the

limitation of experience and technical knowledge in the issue of PFI implementation

is seen as one of the major challenges. Hence, for the more effective implementation

of PFI management, there is a need for government officials to be guided and exposed

to how to adopt the PFI method in various public sector institutions, so that they are

optimistic and able to provide optimum services to the public as end users. Inadequate

knowledge regarding Public-Private partnership in the public sector has been widely

described in many studies with the aim of providing a good solution to this challenge

in the government's efforts to provide effective services to the people.
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Apart from the findings of previous studies showing the use of the PFI model less

applied in local government in Malaysia, there has been little research focused on the

possibility of LAs in Malaysia adopting the PFI scheme as an effective way of their

acquisition strategy. Looking at these shortcomings, this study is to contribute to the

discussion by focusing on constraints on LAs and the ability to adopt the PFI method

as a revenue strategy. In particular, this study is to look at the perceptions of LAs in

Malaysia in relation to the private sectoral approaches used by LAs in the provision of

public infrastructure development, experience, knowledge and awareness of LAs on

the use of the PFI method, as well as the factors influencing and main obstacles to the

use of PFI in LAs.

1.3 Problem Statement

Over the past three decades, local governments have undergone substantial political

pressure to increase the efficiency of the investment rules, particularly on the financial

resource constraints (Preuss, 2009).  Many studies (Thomson & Jackson, 2007; Walker

& Brammer, 2009; Preuss, 2009) agreed that although the public sector procurement

topics are important, the number of studies investigating the role of LAs on

procurement strategies is still limited. Despite various reforms in local government

procurement methods in Southeast Asia, there are still many weaknesses that need

attention, especially on issues of procedures, expertise, tender processes and

transparency issues (Jones, 2007). Therefore, procurement planning is one of the key

functions that can potentially contribute to the success of local government operations,

as well as ensuring better service delivery (Basheka, 2009). However, scientific

research to assess how well the right acquisition method can contribute to effective

local government performance is limited (Onyango, 2012). In addition, over the past
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three decades, local governments are also seen to be under pressure to improve

efficiency in determining effective procurement strategies (Preuss, 2009).

In the Malaysian context, the lack of income is said to affect the effectiveness of

management in LAs. Many previous studies have questioned the financial resources

provided to the authorities by the government inadequate (Rohaya Atan et al., 2010;

Singavello, 2010; Takim et al., 2010; Salleh, 2009). Several of the proposals raised by

previous researchers are to increase and diversify new sources of income to LAs such

as issuing long-term and medium-term bonds, and also creating new taxes to the

community (Tayib Muhammad, 1995). However, there is a lack of research focusing

on the capabilities of existing sources of income, which is a source of income permitted

by the Local Government Act 1976. One of the methods allowed by the Local

Government Act 1976 is through an investment strategy. Therefore, the need for a

study on this source of income to find out its position in LA’s procurement strategy

and the ability of the strategy to finance the management of the LAs. It is also

important to study the methods or strategies of private sector involvement by LAs in

the provision of financing for the development of public infrastructure. According to

Salleh and Okinomo (2016), there are still considerable lapses on what best practice

and method should be used to adopt the provision of local infrastructure, therefore, it

is necessary for both private and LAs to adopt a unified and strategic implementation

approach which is central to the goal of a development. In addition, it’s difficult to

ascertain the suitability of a specific procurement system for certain area as their local

needs are different, hence, in considering the effectiveness of the implementation of a

method, it is important to first determine which method is often used by the subject to

be studied (Jaafar & Nuruddin, 2012).
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The PFI model is the latest method widely used as a public sector procurement strategy

in many countries. In Malaysia, although the PFI procurement model has long been

introduced since 2006, at the local level, however, the underdevelopment is seen as

under-applied (Salleh & Okinono, 2016). This has confirmed the statement from Mohd

Saron et al. (2013), the implementation of PFIs in the public sector in Malaysia is seen

as in the early stages of its introduction. Salleh (2009) stressed that some studies

focused on the possibility of Malaysian LAs using the PFI scheme as an effective way

of their procurement strategies, although some previous studies have shown that

private sector and LAs have a good understanding of the basic concepts of local

infrastructure provision, but understanding this is seen to have weaknesses especially

in determining best practices in providing local infrastructure provision. This situation

is in line with the statement of Malaysia Government in Jeddah Economic Forum in

2016, which is stressed that the right Public-Private Partnership model must be adopted

in order to achieve an equitable balance of public and private interest (The Star, 2016).

In relation to this, Mohd Saron et al. (2013) has exposed most LAs in Malaysia not

interested in engaging with the PPP / PFI project, primarily due to lack of experience

and confidence, or are impressed with the failure of other PBT in the project using the

Public-Private Partnership method. This is also discussed in the study of Abd Rashid

et al. (2016), which underscores that this weak knowledge is due to the minimum level

of experience in the PFI project as well as the lack of PFI projects at LAs for reference.

In addition, PFIs in Malaysia are also seen as the first generation for their mistakes due

to lack of experience by public partners and their consultants. The findings by

Singaravelloo (2010) study proves this view that his findings show that the Kuantan
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City Council (MBK) and the Batu Pahat Municipal (MDBP) Council have bad

experiences in implementing PPP / PFI projects, particularly in management-related

issues (such as leadership, skills and capital skills) , legal issues (such as land dots),

and local issues (such as 'small traders').

PFI types of infrastructure delivery is also said to be less effective at local level (Ho &

Salleh, 2008). The measuring relating to the level of experience, knowledge and

awareness of executives also important in measuring the effectiveness of

implementation. As stated by Taiwo Gbadegesin and Aluko (2014), the organizational

capabilities, the nature of project, risk involvement and the technical capabilities of

PPP / PFI have significant relationship between the level of experience, knowledge

and awareness on the effectiveness of the implementation of the PFI projects. Given

this situation, a research should be conducted primarily looking at the experience,

knowledge and awareness of the practices of a system in ensuring the effectiveness of

its implementation.

Takim et al. (2009), Ismail (2013), and Ismail and Harris (2014) has also emphasized

on the issues related to the lack of experience and government initiatives to encourage

PFI schemes, together with the issues of unclear guidelines and regulations, and

lengthy negotiations.  There are other researchers who raised issues related to

weaknesses on management skill (Berahmin et al., 2015; Muhammad et al., 2016;

Zawawi et al., 2014).

It is therefore desirable to conduct a study to see whether the PFI is suitable for use by

LAs in Malaysia for the provision of their development projects, in particular from
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what point factors contributing to the lack of this method are applied in LAs in

Malaysia, as well as obstacle factors to PBT from adopting this PFI method. The

Implementation of PFIs in Malaysia is also widely criticized. Ismail et al. (2012) and

Berahmin et al. (2015) raises weaknesses from administrative and management

perspectives. Md Lasa et al. (2015) raises weaknesses from the financial institution's

funding perspectives. the Auditor-General's report (2014) also revealed that PBT in

Terengganu and Pahang were unable to manage the PFI project due to weaknesses in

corporate governance, which was based on the report, Kemaman Municipal Council

(MPK) and Besut District Council (MDB), from July 2014 to September 2014, their

earnings management is not satisfactory. This is because there are some non-

compliance in procurement procedures, such as from tender bidding, payment

transparency, and completion of project, abandoned projects, and problems in

contractual agreements (National Audit Department, 2016).

Other criticisms related to the implementation of PFIs in Malaysia are such statements

from Abdullah and Kalainan (2009), which they perceive the concept and role of PBT

as producers, similar to private entities are said to be 'in a hurry', 'inaccurate' and 'naive

'. There is also a study revealing that the lack of private sector participation is due to

difficulty in obtaining project financing. Md Lasa et al. (2015) in their study noted

that, local funding bodies are still inexperienced and less confident to finance PFI

projects. This factor was also suggested by Takim et al. (2009), according to which,

local funding bodies are still inexperienced and hesitant to provide funding for PFI

projects for various reasons, and one of them is the involvement of large capital

investment for long-term concessions. The Construction Industry Development Board

Report (CIDB) in 2014 (CIDB is a statutory body which aims to lead the construction
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of an integrated industrial strategy in Malaysia) reveals that the lack of satisfaction

with the overall performance of 'employers' as well as 'employer's agents' project for

regional or regional councils. The report also mentions that the management of

Verification order (VO) and claims process for local contractors seem to be a problem.

In addition, there are many cases of abandoned projects in PBT under the PPP / PFI

scheme. Based on the study by Mydin et al. (2014) related to the assessment and

identification of the reasons why the delay in private housing development projects in

Malaysia using the PPP / PFI method can be divided into four main reasons; delays

due to contractor factors, consulting factors, customer factors, and external factors.

Based on the findings, Mydin et al. (2014) submitted a proposal, among them project

management (clients and consultants) should be more professional and responsible

especially in controlling their respective roles, and not relying on contractors or private

parties to solve their problems, especially in matters involving matters under the

responsibility of LAs.

Based on the issues and criticisms raised, especially at the local government level, it

is interesting to conduct a study to see whether the factors set out are also being faced

by LAs in Malaysia in carrying out a partnership approach with the private sector.

Looking at this, it is interesting to conduct research to study whether the PFI method

can be considered by the LAs in Malaysia especially as the revenue and allocation

strategies for financing the development of public infrastructure projects. In a survey

conducted by Sallleh and Okinono (2016) has revealed that the PPP / PFI are less

successful to be applied in local governments in Malaysia (as showed in the Figure

1.1). The survey also concludes that the infrastructure provision systems need to be
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improved and diversified including using PPP and PFI methods, which enable LAs to

distribute the costs of providing infrastructure to those who can optimize resources

more efficiently.

Sources: Salleh & Okinono (2016), Salleh (2009) - Fieldwork survey in 2014.

Figure 1. 1: The Present Practices of Infrastructure Provision in Malaysia LAs

This is in line with the report by the Ministry of  Home and Local Government

(MHLG), which shows that the total estimated value of the PFI projects in the local

government is recorded at around 1 billion and over, and for actual spending in 2011

to 2015 is shown with the figure '0'  (as shown in Table 1.1).

Table 1. 1
Government Budget for PFI Project in MHLG
___________________________________________________________________________________________

Detail            Tittle Total estimated            Actual           Amended Estimated      Years 2017

(Projects)                             Value of the project      expenditure      Budget           ______________________

2011-2015          2016 Directly           Loan

________________________________ (RM) ______________________________________________________

00200 Projects PFI        1,081,268,665 0 0                 68,819,400       0

___________________________________________________________________________________________

Sources: Ministry of Finance (2016)
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This situation also can be seen based on the list of project developments of government

ministries under the Ninth Malaysia Plan (MP), showing that out of 880 projects, 425

are implemented using the PFI method. However based on the list (shown in Table

1.2), there is none PFI project allocated to the Ministry of Urban Well-being, Housing

and Local Government (MHLG).

Table 1. 2
The Malaysian PFI projects based on the Ministries

No. Ministries
Total

number of
PFI

Projects
Other form of
Procurements

1 Prime Minister’s Department 71 3 68
2 Treasury Department 13 1 12

3
Plantation Industry and Commodities
Ministry

3 1 2

4
Agriculture and Agro-based Industries
Ministry

4 2 2

5 Rural Urban and Development Ministry 7 0 7

6
Natural Resources and Environmental
Ministry

12 4 8

7 International Trade and Industry Ministry 2 0 2
8 Ministry of Works 66 1 65
9 Ministry of Transport 26 2 24
10 Energy, Water, and Communication Ministry 12 0 12

11
Science, Technology and Innovation
Ministry

10 0 10

12 Ministry of Education 497 357 140
13 Ministry of Health 27 0 27
14 Ministry of Culture, Art and Heritage 6 1 5
15 Youth and Sport Ministry 3 0 3
16 Human Resources Ministry 1 1 0
17 Ministry of Information 10 8 2
18 Ministry of Higher Education 25 0 25
19 Ministry of Defence 38 17 21
20 Ministry of Home Affairs 5 3 2
21 Ministry of Internal Security 42 24 18

Total 880 425 435
Sources: Takim et al. (2009)

In addition, there are other studies that show that PFI-mode of procuring is very less

used by both public and private clients' sector in their construction industry. Table 1.3

present types of procurement systems that are commonly used in the Malaysian public

and private clients sector for their construction industry.
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Table 1. 3
Procurement Methods Used by Public Sector and Private Sector

Procurement
Systems

Public Sector Ranking Private
sector

Ranking Total
Percentage

Traditional
System

LSDS 50.7% 1 42.6% 1 93.3%
LSBQ 34.2% 2 25.0% 5 59.2%

LSABQ 1.4% 4 38.2% 2 58.7%
Cost Plus 1.4% 9 2.9% 10 4.3%

Design and
Build

Package
Deals

2.7% 8 7.4% 8 10.1%

Turnkey 23.3% 3 26.5% 4 49.8%
D & B 16.4% 5 35.3% 3 51.7%

Management Management
contracting

6.8% 7 19.1% 7 25.9%

Construction
Management

8.2% 6 22.1% 6 30.2%

Relational
System

PFI 1.4% 9 2.9% 10 4.3%
PPPs 2.7% 8 4.4% 9 7.1%
BOT 2.7% 8 1.5% 11 4.2%

Cost Plus 1.4% 9 2.9% 10 4.3%
Sources: Jaafar and Nuruddin (2012).

These attached figures (Table 1.3) is seen in parallel with the study previously

enumerated by Salleh (2009), which in his research concludes that financial constraints

have forced LAs in Malaysia to see how to involve the private sector in the provision

of local infrastructure, and based on his findings, most respondents found either at the

LAs and private developers agree that in order to reduce the costs incurred in providing

infrastructure, the PFI concepts are identified as a suitable method to be implemented

for private sector involvement.

This indicator has raised the question why LAs in Malaysia are not using the PFI model

in their infrastructure provision and as one of their procurement strategies. This is

because, at present, local governments in many countries have adopted the PFI as a

strategic measure for their procurement, in particular as an effort to reduce government

spending, modernize public service infrastructure, and achieve the best value for

public expenditure (Takim et al., 2009; Zhou & Nurul 2013; Cirelli et al., 2003).
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Additionally, in Malaysia with the fundamental goal of introducing PFI, Malaysia has

a long history of success in implementing this model, since 2016 Malaysia has

successfully implemented 754 PPP projects, but at the local government level it is less

applicable. This also raises questions about what factors contribute to this situation,

particularly with regards to influencing factors and barriers factors. This coincides with

the recommendation of Salleh (2009), which has suggested a future study to identify

factors that contribute to the barriers to private involvement in local infrastructure.

Sehgal et al. (2015) and Ismial (2013) also point out that knowing the obstacle factor

for PFI's successful execution is very important in helping organizations identify key

success factors that need to be addressed.

Based on above issues, criticisms, and debates on the PFI implementation in the public

sector in Malaysia, particularly in issues relating to weaknesses on the management,

administration and leadership in the process of public private partnership method of

procurement for local infrastructure development - attention is required if the LAs are

earnestly to engage in  PFI  project. In order to ensure the ultimate objective of PFI

introduction in Malaysia to be achieved, examining the current procurement practices,

awareness, experiences and knowledge of PFI as well as the influencing and barriers

factors at local level considered crucial and important. Hence, this study is conducted

with the view of exploring the prospects of PFI as a tool for procuring public

infrastructure provision in LAs in Malaysia.

1.4 Research Question

Developing Research Questions is one of the critical steps in a research process.

A Research Question is a statement that identifies the phenomenon to be studied, as
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a guide and focus to the research. The research questions related to the topic of study

developed as:

i. Which is the most current practice of private financing method in the local

authorities in Malaysia?

ii. What is the level of experience, knowledge and awareness of PFI project in

Malaysia local authorities?

iii. What are the most influencing factors for PFI to implement in local authorities

in Malaysia?

iv. What are the barriers that prevent local authorities in Malaysia applying PFI

in their projects development?

v. How can PFI be applied as a procurement strategy in local authorities in

Malaysia?

1.5 Research Objective

The Objectives of research must always be set after having formulated the

research question. In particular, this study aims to achieve the following objectives:

i. To examine the current practice of private financing methods in the local

authority in Malaysia.

ii. To investigate the level of experiences, knowledge and awareness of PFI

procurement in Malaysian local authorities.

iii. To identify the most influencing factors for PFI procurement

implementation in local authorities in Malaysia.

iv. To identify the barriers that prevent local authorities in Malaysia from

applying PFI in their projects development.
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In the end, this study will provide recommendations on strategies for improvement,

especially for the preservation of local authorities in the procurement strategy

involving private finance initiative.

1.6 Research Scope

Research scope refers to the parameters under which the study will be operating, and

the research questions as well as research objectives of this study are based on these

parameters. This study focuses on the PFI method as the procurement method in PBT

in Malaysia. PFI's method involves the transfer of responsibility and fund management

services and asset management responsibilities to the private sector, in which the

Private Sector is responsible for financing, building, managing, maintaining and

operating facilities to deliver services to the public, during the concession period. In

return, the public sector will pay the private sector in the form of rental charges that

match the quality of services provided.

The Private Finance Initiative (PFI) was started in the UK in 1992, and was first

introduced in Malaysia through RMK9 in 2006. PFI has nowadays has been adopted

by many countries as one of the methods of public sector procurement, and has grown

into a government policy especially for the provision of public infrastructure

development and service delivery. Despite that the PFI has grown as a revenue-

generating tool for the government especially in reducing the government's financial

burden but at the local government level this method is less applicable. This study

looks focusses on this phenomenon. This is coupled with a study showing that the PFI

method is not only applied at the federal government level, but has proven successful

as a procurement system in most local governments in many countries. Thus, the scope
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of this study is related to the adoption of PFI as a procurement strategy in LAs in

Malaysia.

LAs or PBT in Malaysia are subjects of the research that cover three types; City

hall/Council, Municipal council and District council. To ensure that the scope of the

study is in line with the subjects to be studied, departments or sections at the LAs

involved with development and procurement projects will be used for this study to

obtain information on current methods adopted by the LAs for the provision of public

infrastructure development and service delivery, experience level, knowledge and

awareness of LAs in the PFI project method, as well as the factors influencing the

application of this method in LAs. The barriers factors will also be identified to see

why this PFI method is less applicable by LAs in Malaysia.

In order to investigate these issues, this research will explore the conceptual

explanation of PFI, as well as the benefit of applying PFI and the influencing factors

of PFI implementation, experiences of several local government in several countries.

The context of PFI development in Malaysia will also be seen, primarily from the point

of view on the concepts, mechanism, policy, practices and issues. Since not all the

experiences and lessons of other countries are relevant, even the issues and the solution

at national and local levels are also different and require a different approach,

especially when their resources, capabilities, socio-political as well as institutions are

taken into account.
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1.7 Research Gap Statement and Motivation of the Study

Apart from previous studies showing the lack of use of PFI model in most of the public

sector in Malaysia, the implementation of PFI at national level also shows weaknesses

and criticism. The weakness that led to a problem of PFI projects including the

weakness in the early stages of planning, implementation, monitoring, and in post-

project evaluation (Sulaiman, 2006). PFI project in Malaysia also allegedly failing due

several factors such as poor in the delivery of public infrastructure project (Ismail et

al., 2012), unregulated-procedure, issue on administration, management and

leadership (Singaravelloo, 2010), lack of proper understanding, experiences and

evaluation criteria (Takim et al., 2009) as well as the financing issue (Md Lasa et al.,

2015). The issues raised above are seen as parallel as statements from Rashid et al.

(2006), which is;

“...Our country is now in first generation for PFI where mistakes

easily emerged due to lack of experience by public and private

partners and their consultants. It’s also significant with the failure

of tried to knowledge transfer on contracts approaches amongst

project governances where most of the professionals did not

understand the underlying concept implemented. Our country there

are shortages of expertise and experience authority in handling

PFI/PPP project...”

The factors raised from some previous studies such as identifying factors that influence

and also the barrier factor to the implementation. However, these factors are mostly

seen from the national context, rather than in more specific areas. For example the

study of Abdullah et al. (2012), Khairuddin (2009), Ismail in (2009, 2011, 2013, and

2014), Ismail and Rashid (2007), Khaderi and Aziz (2007), and Lou et al (2012), where

all these studies are at the national level rather than on a more specific area or project.



23

There is also a lack of empirical studies on the implementation of PFIs at the level of

government agencies such as in LAs. This is based on Ismail (2014) statement:

'...understanding the constrains or negative factors for successful

PPP/PFI adoption allows relevant parties, either the government or

the private sector providers, to take the necessary measures as an

effort in overcoming the identified constraints to ensure maximum

benefit is achieved from the PPP / PFI projects..'

This statement is also coincides with the recommendations made by Janssen et al.

(2015), and Ismail and Harris (2014), as they pointed that the research related to

PPP/PFI in local government in particular is needed due to the federal government and

the local government is require a different approach, and not all the national level

factors can be used at the local level. Ismail and Harris (2014) also suggest that future

research should also consider the aspects of PFI implementation from different

perspective of management level. These recommendations are also aligned with the

study by Wibowo and Alfen (2015), which stated that among the success factors of

PPP/PFI infrastructure development is the availability and coordination between the

federal and local government, and other countries should hold such studies in order to

reduce the gap between the federal and local government level.

In addition, many previous studies have identified a list of critical factors related to

PFI projects based on literature review or through empirical studies. However, while

many factors are critical, it is quite obvious that the level of “criticality” of the

identified factors varies in different places, geographical and administrative setting (Li

et al., 2005; Muhammad et al., 2016). There are a number of prior studies analyzing

Critical Success Factors (CSFs) relating to PFI projects for the past two decades

carried out in various countries, including Malaysia. However, most of the factors
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identified is adopting the CSFs of other countries (Liu et al., 2014; Gupta et al., 2013;

Ismail, 2013), and this practice according to Ismail (2013) does not provide the actual

list of CSFs for PPP/PFI in specific case and area. Ismail and Haris (2014) also stressed

future research needs to investigate the main reasons for the use of PPP / PFI in

separate projects or sectors. This is because according to them, different projects or

sectors may have certain unique factors that differentiate the results of adopting PPP /

PFI methods.

Besides that there are statements from previous studies which are seen to justify in

developing research questions. Here is among the explanation of the gap statement as

it is stated by Ismail (2013), Salleh (2009), Sehgal et al. (2015),  Abd Rashid et al.

(2016), and Salleh (2009), which are;

i. Knowing the barrier factor is important to ensure the successful

implementation of the PFI in helping organizations identify key success

factors that need to be addressed (Ismail, 2013).

ii. Little research focusing on the possibility of LAs in Malaysia using the

PPP/PFI scheme as an effective way of procurement strategy, and

integrated model for provision of local infrastructure should be developed

especially related to PPP/PFI as the main resource of LAs financing

(Salleh, 2009).

iii. Identify factors influence private involvement in local infrastructure, as

well as knowing the barrier factors for the successful implementation of

PFIs are crucial in helping organizations identify key success factors that

need to be addressed (Sehgal et al., 2015).
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iv. Implementation of PFIs in the public sector in Malaysia is seen as in the

early stages of introduction, especially when viewed from the level of

experience and knowledge of the model (Abd Rashid et al., 2016).

Based on the statements of the study, it appears that there is a gap in the PFI

implementation study, especially at the local government level. In addition, scientific

research is also limited in reviewing the extent to which appropriate procurement

methods contribute to the performance of more effective local governments (Basheka,

2009; Onyango, 2012), as well as studies focusing on the possibility of LAs in

Malaysia using the PFI method as way of procurement strategy. It has shown an

interest in looking at why this PFI procurement method is not actively used at the local

authority level in Malaysia, which approach is used by LAs in Malaysia in the

provision of public infrastructure project development. In addition, what are the factors

affecting and also the barriers to applying PFI methods at the LAs level, and how the

level of experience, and knowledge on PFI procurement must be addressed.

1.8 Significance and Expected Outcome of the Research

The result of this study will be useful to various stakeholder, which are;

a. The Body of Knowledge

This study will be able to meet the gap in existing knowledge as there is little shortage

in the literature review on the implementation of PFI at the local government level in

Malaysia. Therefore, this study will be able to contribute to body of knowledge in the

relevant field of study, particularly from PFI's procurement perspective, PFI's

introduction history in Malaysia, PFI procurement operations, PFI project
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achievements, and the factors involved. Therefore, this study is expected to provide

some answers or additional information on the issues raised.

b. Public Sector Implementation

Other than that, this study is expected to contribute to strengthening the previous

methodology of the study with more comprehensive procedures. This is based on the

scope of a more specific study on the subject of the study which is the staff of the LAs

involved directly in the procurement project at the Local Authority. This study will

also provide triangulation to the findings of the qualitative study by adding new data,

and provide a more detailed explanation of the issue by conducting a more specific

study on the subject and providing alternative information to the issues identified in

the study.

Additionally, this study is also useful for stakeholders in making decisions regarding

allocation in infrastructure development at LAs, in the hope that the government will

be able to introduce further initiatives aimed at enhancing PFI operations at local

government level. Therefore, this study is seen important to the proposed

improvement. These include those expected to enhance public sector procurement

skills, especially at the level of government agencies. The Board of Public bodies such

as the PPP Unit (UKAS), local government departments and the state governments are

expected to see the gaps in the procurement method at the LAs, so it is hoped that the

institute can provide advice, support and training to the public to strengthen the

implementation of the PFI projects. In addition, based on the nature of the PFI project

itself, PFI's approach to procurement is seen important for the public sector, especially

for organizations facing financial constraints.
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c. Researcher

The important contribution of the study was to LAs and PFI literature through

assessing the practice of theoretical posture to bridge the gap of knowledge. In

addition, the themes, subthemes and categories developed can act as pattern variables

to direct research at a wider national level later. Therefore, this study will be useful

reference to researchers in PPP / PFI studies at local government level.

This study is expected to benefit especially the researchers in this field as well as to

the students in the same field. However, stakeholders in the implementation of PFI

projects, professionals and the public as end users - are also expected to benefit from

this research thesis in terms of understanding how PFI is acquired in general and how

much PFI projects are managed under PFI implementation in Malaysia. In addition,

this thesis is also expected to fill the gap in literature studies in relation to PFI Malaysia

studies.

1.9 The Structure of the Thesis

This thesis is divided into five chapter. The first part is Chapter One, which is the

introduction chapter. This chapter was written to support the background of the

research, statement of the problem, research questions and research objective, research

scope and detailed outlined of this study.

The following chapter is Chapter Two which reviews the literature. This chapter is

contains the previous research works that were linked to this research, which focusses

on the topic of the conceptual explanation of Private Finance Initiative, including the

PFI influence factors as well as the barriers for adoption of PFI experiences in several
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counties. In addition, this chapter also discusses the topic related to Public Private

Partnership in Malaysia Plan, and the implementation of PFI in Malaysian context.

Theories related to PFI implementation are also discussed.

Next in the Chapter Three is to explain the research methodology. This chapter is

clarifies the study methodology applied for the research, which is includes a discussion

about improving the study instrument, and the techniques of the data analysis.

Chapter Four explains the analysis of the study, where the statistical information and

its explanations are presented in detail.

The Chapter Five, discusses the summary of the findings of the research on the

research objectives, and

The Chapter Six discusses the recommendations for improvement, the limitations of

the study and the recommendations for future studies as well as the conclusion

remarks.

1.10 Definition of Terms

For the purpose of this study, the following terms will be defined;

a. Procurement

Procurement is based on the word procure which literary means “to obtain by care or

effort”; “to bring about” and “to acquire”, while the system is about the “organized

method, approach, technique, process or procedure” (Abdul Rashid et al., 2006). In

general, procurement refers to the process of acquisition of goods or services through

a transparent, competitive, public process (Miller et al., 2000). Procurement is
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characterized as purchases by private or public organization, and later expanded its

definition as an action to get the goods and / or services (Kaye Nijaki & Worrel, 2012).

The simple definition of procurement in construction term according to Ashworth

(1991) and Turner (1990) (in Jaafar & Radzi, 2013) is; Procurement system as a type

of contract that states the obligations, rights, and liabilities of the parties involved,

which include clients, consultants, and contractors, of which the three parties together

provide practical guidance on the direction or decision on the procurement method.

b. Public Procurement

Public procurement refers to the activities of the government to purchase goods and

services required for carrying out its functions (Arrowsmith & Hartley, 2002), or in

other word, public procurement is the purchase of goods and services from suppliers

for the government, represented by various public agencies such as municipalities,

provinces, states, state officials and federal officials (Othman et al., 2010). According

to Adham and Siwar (2012), government procurement refers to the procurement of

supplies, services and works in accordance with government regulations, and play a

key role as a driver of economic development, and as a way to achieve the objectives

of national policies.

Public procurement is used to achieve various objectives, whether from the economic

or non-economic perspectives. Objective from an economic perspective for example,

efficient procurement system should ensure value for money, and from non-economic

perspective such as reduce bureaucracy and procedures that slow the process. To

ensure public expenditure is managed efficiency and effectively, the government has
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taken several measures, such as reorganize of procurement policy and practices, as an

attempt to enhancing innovation, giving support to the local market, achieving ‘value

for money’ and will be able to promote the growth of local industry to maximize

utilization of the resources at the minimum cost (EPU, 2010).

c. Public Private Partnership

Public-private Partnership (PPP) is a long-term contract between private and

government entities, to provide public assets or services, where private parties bear

significant management risks and responsibilities, and remuneration is linked to

performance. In Malaysian framework context, PPP can be defined as; “... the transfer

to the private sector the responsibility to finance and manage a package of capital

investment and services including the construction, management, maintenance,

refurbishment and replacement of public sector assets such as buildings, infrastructure,

equipment and other facilities, which creates a standalone business...” (PPP Unit,

2015).

d. Private Finance Initiative

PFI (Private Finance Initiative) is a type of PPP (Public Private Partnership) service

where the responsibility for providing public services is transferred from the public

sector to the private sector for a relatively long period of usually more than 20 years.

The PFI concept was initially initiated by the UK government. Under the PFI, the

public sector enters into a long-term contract with private sector companies to design,

build, finance and operate new facilities such as roads, hospitals or schools, and other

public infrastructure. In the Malaysian context, PFI will be implemented as part of the

new procurement method under Public Private Partnership (PPP) to further enhance



31

the participation of the private sector in economic development. The terms PPP and

PFI are often used interchangeably, and the PFI principles as announced in the Ninth

Malaysia Plan (9MP) form part of the PPP principle.

e. Local Government

The term of local government has been defined by various scholars. Local

governments can be described as any system deemed to have the features outlined by

Williams (1978) in Otoghile and Adigin (2011) in Aiguosatile and Uyi (2011) as

follows; ‘’...specific areas and populations; Institutional structure for legislative

purposes; A separate legal entity, various powers and functions authorized by

appropriate central or intermediate legislation; In the Anglo-American tradition,

autonomy is limited to common law such as abnormal testing...’’. Local Government

can be explained as the lowest tier in term of government hierarchy in after federal and

state.

In Malaysian context, local government is described by Singaravelloo (2008);

“...government in charge of local affairs, which has been delegated to local authority,

delegated to it by a higher Government either the Central Government and the State

Government; rank lower than the Federal Government and the state government, and

is subject to the highest Government control therefrom; having limited autonomous

powers to such extent as the Supreme Government is awarded to it and this power is

often in the financial and administrative areas; a separate body from the Supreme

Government and has the power to prosecute, indict, contract and own property; and

has ability to provide facilities and services to residents of an area...”. Local
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Government is under the jurisdiction of the state government as stipulated under Item

4 of the Second Schedule of the Ninth Schedule of the Malaysia Federal Constitution.

1.11 Summary of the Chapter

The involvement of the private sector in playing a role primarily in financing,

innovation, and the creation and operation of the civil service is not a new idea. This

initiative has been detected for decades, and the term Privatization, Private

Partnerships and Private Finance Initiatives has been increasingly being used in many

countries as a private engagement approach. Although there are different terms used,

the general concept is about cooperation or partnership between the private and public

sectors for the provision of infrastructure development and public services. There have

been some research findings revealing that private sector involvement in local

infrastructure has increased from a consistent point of competence. Advantages

involving the private sector are reflected in the ability of the private sector to share

investments, risks, rewards and responsibilities with the public sector. Additionally,

studies have shown that several projects that have been implemented using traditional

delivery methods are unsuccessful. Among the failures is that risk allocation is seen as

lacking between the private sector and the public sector, but under the proper approach

and implementation structure, the government can lead an approach that benefits

stakeholders, especially the public as the final user. The delivery of Private Financial

Initiative (PFI) approaches is seen as one of the public-private partnership approaches

that has become popular in many countries around the world. PFI's procurement

system is seen as increasingly important over the past decade at all levels of the

government, and has become part of the government's policy, especially in the delivery

of public utilities and services. However, at the LAs level in Malaysia, this method is
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poorly utilized. Therefore, the study is very relevant to look at the level of adoption of

the PFI method as a method of procurement in LAs in Malaysia, especially from the

perspective of experience, knowledge, influencing factors and also barrier factors to

its implementation.

In this introduction chapter discuss the background of the study, problem statement,

explain more about research questions, research objectives, and scope of study. This

chapter also discusses the motivation of this study, the interests and expectations of

research, and also briefly explains the structure of the study. After identifying these,

literature review will be conducted, where literature review is a collection of

information or topics related to research as well as issues under study. The next chapter

will discuss topics related to research topics.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

The Chapter two is discusses the literature review related to research topics. Literature

review is important in providing an understanding of the background and context of

the study. In particular, Literature Review is a systematic research to identify, evaluate

and interpret the writing results of previous researchers, or experts in the field of

research subjects. From the study of this literature, researchers will be able to

understand and explore the topics of study and see the available research gaps that can

be explored.

This study relates to the adoption of the PFI method as procurement strategy for LAs

in Malaysia. It is therefore important to understand especially the explanation of the

concepts, processes, and topics related to the subject of the study. Among the topics

discussed in this chapter are the importance of government procurement and local

government procurement, information relating to PFI concepts, factors influence the

implementation of PFIs based on previous studies and experience from other countries,

existing theories relevance to PFI implementation, as well as the introduction and

implementation of PFIs in Malaysia.

2.2 Public Procurement

Public procurement is a process used by government institutions and public sector

organizations to purchase supplies, services and public works. At a time of budget
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constraints, public procurement has become a priority of more important reform

agenda at national and sub-national levels. In addition, the policy debate is aimed at

the use of active public procurement as a tool to continue local sustainable growth. At

the same time, public infrastructure provision management is seen increasingly,

requiring’s intensive capital funds. This is one of the reasons why the role of the public

sector in the development and management of existing infrastructure has been

minimized.

There are various explanations for the purpose of procurement. Procurement referred

to as the process of acquisition of goods or services through the transparent of public

process, and competitive (Miller et al., 2000). Procurement is also described as a

purchase by the private or public sector, as the act of getting goods and / or services

(Kaye Nijaki & Worrel, 2012). Turner (1990) defines procurement as a three-party of

partnership, i.e. client, consultants, and contractors, in which the parties work together

to provide practical guidance on the decision on actual direction of procurement. The

procurement can also be described as a tool to supports government functions (Coe,

1989).

Meanwhile, public procurement refers to government activities to purchase goods and

services to perform its functions, which can be divided into three phases; decide the

goods or services to be purchased and when (revenue planning); the process of

contracting for the goods or services involved, in particular choosing who is a

contractual partner, with the conditions to be agreed upon; and the process of

administering and managing the contract to ensure effective performance (Arrowsmith

& Hartley, 2002).
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Public procurement can also be referred as procurement of supplies, services and work

in accordance with the current rules and regulations of the government to spur

economic development, or as a means of achieving government policies (Adham &

Siwar, 2012). Othman et al. (2010) explains the meaning of public procurement as

purchases of goods and services from suppliers on behalf of the government,

represented by various public sectors such as municipalities, territories, states, national

offices as well as federal offices.

The procurement system is a type of contract that states the obligations, rights, and

liabilities of the parties involved, including clients, consultants, and contractors

(Ashworth, 1991). The procurement system consists of two types: traditional and

alternative. According to Jaafar and Radzi (2013), traditional procurement systems are

categorized as Lump Sum-Firm Quantity Bill (LSFBQ), Lump Sum-Approximate

Quantity Bill (LSABQ), and Lump Sum-Drawing and Specification (LSDS), while

alternative procurement systems include Design and Construct (D & C) and Turnkey.

Materman (1996) in Abdul Rashid et al. (2006) explains that the procurement system

can be classified into three categories, which are;

i. Separate and Cooperative Systems

Under this system, responsibilities of designing and building projects are separated

and implemented by different independent organizations namely designers and

contractors.
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ii. Integrated System

Under this system, client together with the consultants will provide tender or bidding

documents that include project requirements, and clients invite several contractors to

bid for the project.

iii. Management System Oriented

Under this system, project design and construction management is contracted to a

contractor acting as a management consultant on behalf of the client.

The different category and sub-classification of construction project procurement

systems as stated by Masterman (1996) in Abdul Rashid et al. (2006) is summarized

based on the Figure 2.1 included.

Sources: Masterman (1996) in Abdul Rashid et al. (2006)

Figure 2. 1: Category of Procurement Systems
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2.2.1 The Importance of Procurement

Sustainable procurement will promote sustainable development. A well-functioning

procurement system will provide better value to every money spent, and this will also

increase the efficiency and effectiveness of service delivery. Given the market for

public procurement is huge, the guarantee of value for money spent is indispensable.

Government at all levels, get goods and services to function based on their roles and

responsibilities. In other cases, public agencies obtain services that have an impact on

the economy and the environment directly, and are taken from their in-situ sources,

such as private sector contracts to build civil works projects (Kaye Nijaki & Worrel,

2012). Consequently, many government procurements have historically been

conducted at the lowest cost of the economy (sometimes referred to as "taking the

lowest cost bid" and without constructing a robust strategic plan (Murray, 2009).

The Procurement method is now seen by many organizations as a major contributor to

the strategic objectives of an organization. Traditionally, procurement is often seen as

a purchasing function, but nowadays it covers more than that including business,

resources, purchase, and contract management (Local Government Victoria, 2008).

Given the early adoption of a new procurement system such as Project Management

Consultancy (PMC); Build, Operate and Transfer (BOT); Design and Construction;

Design, Build, Finance and Operation (DBFO) and other types of procurement, or

known as a "fast tracking system" - the failure of an infrastructure project will get big

attention from the general public (Jaafar & Radzi, 2013). For example, failure factors

in the PFI procurement project management at KLIA2 are based on three key aspects

of human factors, management factors, process and contracting factors and technical
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factors (Mahidin, 2015), and the problems encountered in this project have been much

discussed by the general public (Mahidin, 2015).

To avoid the government's burden on government projects failing to get people's

attention, governments around the world are looking for innovative procurement

systems that can help get projects in a more efficient manner, and really value the

community. Some of these approaches are public-private partnership (PPP), private

financial initiatives (PFI), and other variations of private public partnership (Weisheng

et al., 2013).

Despite the importance of public sector procurement, the number of studies that

investigate the role of public authorities in sustainable supply is still seen less explored

(Thomson & Jackson, 2007; Walker & Brammer, 2009; Preuss, 2009). Based on

Preuss (2009), over the past three decades, local governments have also experienced

political pressure to improve their efficiency in their procurement methods. In recent

years, developing countries have become aware of the importance of effective

management of public procurement processes at various levels of government, which

will also contribute to better public sector governance (Onyanggo, 2012).

An effective Procurement System is important for the public sector at all government

levels. The procurement system cannot be effective without the involvement of

strategic supply chain management that consists of all parties directly or indirectly

through the continuous flow of information, materials and funds at different stages to

meet customer and employee demands. Major players in the supply chain management

include internal and external players for an organization, and they may include
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manufacturers, suppliers, employees, management, transport, warehouses and others

(Arbe Bashuna, 2013).

In the context of public organizations such as LAs, Schiavo-Campo and Sundaram

(2000) (in Basheka, 2009)) stressed that, decentralization and enhancement of LAs

functions in most countries, effective procurement management will potentially

contribute to the success of LA's operations in delivering more effective service

delivery. Shu Hui et al. (2011) also pointed out that an effective procurement system

would be able to ensure fundraising for the successful implementation of the project,

as well as to detect leaks in implementation. Other statements from some studies also

emphasize the same thing, which can be summarized that, local governments are now

dealing with a very challenging situation and dynamics, particularly in the

development agenda. This is because, according to them, local governments are now

facing ongoing challenges in the implementation of sustainable development such as

environmental, economic and social aspects. However, based on statements from

several studies such as Thomson and Jackson (2007), Walker and Brammer (2009),

and Preuss (2009), it is concluded that research on the role of LAs in ensuring

sustainable procurement methods is still underdeveloped.

2.2.2 Local Government Procurement Strategy Objectives

The objective of each local government is different according to the needs of their

communities. However, in general procurement strategy should be developed to

support any strategy for local government, and all procurement activities should

comply with a set of common objectives. There are several government procurement
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objectives that can be identified. For example, Arrowsmith and Hartley (2002) in

discussing some public procurement objectives, have outlined some criteria, namely:

i. Public accountability - the use of public money should be justified.

ii. Value for money - tender evaluation should consider price competitiveness,

compliance with client’s requirements, performance reliability, qualitative

advantages, project life cycle costs and risk transfer.

iii. Transparency - all necessary information should be provided in the Request for

Proposals (RFP) and relevant tender documents. The selection procedure and

evaluation criteria should be clearly outlined and made transparent to facilitate

the better understanding of the tenderers.

iv. Open and fair competition - all tenderers must be given equal opportunity

without favouritism or discrimination. In addition, all the same information

should be provided so that all tenderers have the same opportunity to prepare

and submit their tender proposals.

v. Nature of Confidentiality - all proposals and assessments shall be in sufficient

confidentiality. No relevant information especially information in terms of

inspection, tender evaluation and proposals submitted after the opening of an

open tender offer to parties not involved with this procedure, before the

contract announcement is made to the bid winner.

vi. Integrity - all procurement procedures should be transparent and avoid

criticism. The journey of the acquisition process should be conducted fairly

and in a high and professional ethics framework.
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Table 2.1 lists the key objectives outlined by Victoria Local Government (2008) as a

reference to how the objectives of the Local Government Procurement Strategies can

be developed.

Table 2. 1
Local Government Procurement Strategy Objectives

Procurement Objective Descriptions

Value for Money
Procurement should focus on more than lowest
cost purchase; it must balance the needs of the
community, the environment and internal service
with financial responsibility. Whilst local
government can outsource the production and
delivery of goods and services required to achieve
their objectives, they cannot outsource the
outcomes that councils are required to deliver

Ease of Doing Business
Procurement should be an enabler of council
operations rather than an inhibitor. Policies and
processes should be developed to reduce the effort
required to carry out best practice procurement.
Straightforward and consistent processes enable:
- Increased compliance by staff with council

policies
- Lower costs from suppliers as their cost of

servicing local government decreases
- Improved collaboration within the local

government sector and with State Government
bodies

- Reduction in transaction costs both for local
government and suppliers to local government

Economic and Industry
Development

Balance the immediate needs of the community
(low cost and high service) against the needs of the
long term economic sustainability of the
community and industries required to support
competition in local markets

Environment and
Sustainability

Local government should be responsive to the
community’s environmental expectations and take
a leading role, where appropriate, in educating the
community or changing behaviour

Building Local
Government Capability

Ensure the long term viability of the council and
the services it provides to the community through:

- Expenditure management
- Continuous improvement
- Attraction and retention of key staff; Be the

“employer of choice”
Sources: Local Government Victoria (2008).
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While it is said that every local government has different objectives that are relevant

to the needs of the communities it represents, but basically the primary goal of any

procurement system is to ensure that the procurement process itself is efficiently

implemented, and this requires processes that are performed without delay or wastage

of resources no need (Arrowsmith et al., 2011). However, there are weaknesses in the

system. As stated by Shu Hui et al. (2011), the procurement system is always under

the control of stakeholders. Issues related to accountability, transparency, corruption,

integrity and cronyism are common concerns to ensure that public funds are properly

managed.

2.2.3 Private Involvement in Local Government Procurement

The involvement of the private sector in the provision of public infrastructure

development has seen an increase in recent years. The selection of instruments in the

public sector policy, as well as the distribution of responsibilities has influenced the

role of the private sector in the development of the country. At the local government

level, the situation is seen as dynamic and challenging, especially in the issues of

development and finance.

The provision of services by local governments to the private sector is seen to be more

effective and sustainable if it is constructed in the form of cooperation or partnership

that matches to the supply, demand and provision of services provided by the local

government. Among the main reasons local governments require the involvement of

the private sector is due to lack of government funds, and at the same time local

governments have to carry out its role in providing facilities and services to the people

they represent, which requires strong financial resources (UNESCAP, 2011).
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Another the key reasons to consider of using public-private partnerships within the

local government is due to the ability of the program, particularly in promoting

competition in the provision of services, whether between private companies and

between private and public sectors (Kwan, 1999). In addition, local governments have

also seen pressure on the financial burden, which is to carry out its functions and

responsibilities which are daily increasing, coupled with the growing gap between

income and expenditure (Hunting et al., 2014). In this situation, local government

should  actively exploring how to refocus their  self-financing, taking a serious look at

how they deliver their services, what resources they hold and how to make best use of

their financial capacity (Glen, 2013).

In the early of introduction, local governments do not see the need for this privatization

program, and is sometimes seen as difficult for local government to involve. However,

later the government has acknowledged that the private involvement is needed,

especially to LAs on several factors. Among the identified factors as stated by

Heinecke (2002) are:

i. Local government means very big business,

ii. Local government offers a strong agreement for the confidence of banks and

partners as well as to private sector partners that have the potential,

iii. Changes already shows that investment and capital allocation provided by

traditional revenues will continue to decline.

Megginson et al. (1994) (in Kilicaslan & Tasiran, 2008) affirms that cooperation

between the public and private sectors hold certain promises for local governments,

among which are will limit the local governments' financial situation, public services



45

can be delivered more effectively at a lower price, and lead to innovation. Megginson

et al. (1994) has identified several factors impacting from private sector involvement

at LAs such as; to accelerate local development; to improve the quality of service

delivery; to attract investment; to define the cost of local government spending; and

access to capital, expertise and innovation in the private sector

There are several options in which private sector involvement in the provision of

public infrastructure development. Among the methods that are seen as effective in co-

operation with the private sector are discussed in previous studies. Among the

selections of private financing of infrastructure provision and service delivery is as

mentioned in the Table 2.2.

Table 2. 2
Private Involvement Method in Infrastructure provision and Service Delivery
Types of Delivery Characteristics
Public Sector Delivery Set by public sector to provide, maintain, and

services in order to meet the public needs. It
governed all operations and maintenance
activities.

Traditional Public Contracting Infrastructure asset ownership and operational
risks remain with the public sector.

Service/Management Contract Private operator is hired to carry our specified
service for a period of five to seven years (max 10
years). Public sector remains the primary provider
and owner of the infrastructure assets. Responsible
for all capital and service, and bears very little risks
associated with fluctuations results from
fluctuating demand.

Lease Contract Remuneration is usually tied (or in part) to the
agreed cost service delivery and estimated
level of demand and have to built-in incentives that
encourage private provide efficient service
(extendable up to 30 years).

BOOT or BOT Private Sector requires designing, constructing,
and operating such as facilities for a term of
between 20 and 30 years and sell back to the public
sectors. The public sectors retains ownership and
becomes the customer and regulator of the service.
All capital, recurrent and capital maintenance
expenditure are assumed and managed by the
private sectors.
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Concession/Franchise Agreements Private sector responsible for delivery of the
infrastructure services in specified area, including
all operating, maintenance, collection and
management activities, and any capital investment
required to build, upgrade or expand the system
and for financing those out of the revenue drawn
from system users, which it interacts directly.

Joint Venture it requires a separate corporate entity to be formed
by the public and private interest, and result from
the partial sale of an infrastructure ownership
entity to the private sector. It is usually
independent from the public sector and shares the
operating profits and work. Private sector has the
primary responsibility for performing daily
management operations.

Full Privatization Asset are sold to and remain to private sector. All
risks are borne by the private sector. Public sector
authorities retain regulatory responsibility and
ensure reasonable service delivery charges.

PPP/PFI It involves contract agreement between public and
private sector. The private sector undertakes
design, building, financing, and operation of
public sector assets, in return for long-term
payments from the public sector. It requires full
financial backing from the participating private
companies over the life of the project.

Sources: Australia National Office of Local Government (2002) in Salleh (2009).

2.2.3.1 Public Private Partnership Procurement in Local Government

The Introduction to Public Private Partnership (PPP) is mainly related to the

experimental "front runners" or "best run" for the local government, which is trying to

explore new ways to deliver better public services with minimal cost (Grave, 2003).

The term "public - private partnership" was first used to describe the ‘Urban -

Renewal’ project, where the local government and city administration is trying to work

with private business to create the conditions that will support the investment and job

creation (Baker, 2012). Public-Private Partnership (PPP) programs was said as a set

up to provide procurement advice to local government, and in many countries PPP

programs has demonstrated ability to finance public projects such as schools, hospitals,

transport project, waste and water project, communication, leisure facilities etc. (Roe

& Craig, 2004; Burnett, 2012).
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PFI is a form of PPP, with the aim to achieve a close partnership between the public

and private sectors (Whitfield, 2001; Li et al., 2005; Baizakov, 2008; Wall & Connolly,

2009). Roe and Craig (2004) stated that, PPP program has played an important role in

developing the Knowledge of LAs of the PFI. In the context of the PPP procurement

agenda, PFI less attention as a concept that can stand alone, and how it can bring value

for money and innovation, particularly to the taxpayer in transactions of LAs (Wall &

Connolly, 2009).

The introduction of the PFI has been said as the appropriate method and was successful

step in providing public sector infrastructure and service delivery that are commonly

provided by local governments (Heinecke, 2002; Kwan, 1999). However, according

to Mohd Saron et al. (2013) the implementation of PFI in local government said still

at the early stage even this concept has been known long time ago. PFI also hold certain

promises for local governments such as will limit the local governments' financial

situation, innovation and delivered more effectively of public good and services

(Greve, 2003; Heinecke, 2002; Broadbent & Laughlin, 2004). According to Liu et al.

(2014), among the government implement the program PFI is because the program

offers benefits to service quality and innovation more effectively through the use of

private sector expertise and encouragement through performance incentives.

The UK Policy Paper in 2015 has reported that, the PFI program allows LAs to contract

with the private sector to provide services involving new capital assets, and among the

purpose the PFI grants is to provide LAs with the support of sustainable income for

their projects. LAs in many countries is reported that the  PPPs as a suitable option to

consider as a way of improving the local infrastructure, and PFI is a strategic
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procurement tool under which a public sector client procures capital intensive services

(Locke, 1997).

Poole (1997) have listed a number of reasons why the Conservative UK government

introduce PFI in local government. This due to the objectives, which are; i) to

encourage private investment in capital assets required by the authorities to provide

public services efficiently, for example, to building schools, hospital, road; ii) to

financing and operational management of the private sector and at the same time take

responsibility for any risk; iii) to improve value for money by allocate risk to those

best able to manage it, whether public or private sector; iv) to promote the

rationalization and upgrading of local authority property holdings; v) to encourage the

transfer of trading assets to the private sector, which benefited from better use of

resources, such as the use of surplus land and buildings to a more profitable activity;

vi) to use the value of assets, rather than using its own financial resources, and vii) to

eliminate unnecessary barriers to public-private sector cooperation, particularly in the

field of economic development and regeneration. Example, the construction of a new

city centre, which LAs can encourage private investment by transferring the assets.

During PFI was launched in the UK in 1992, it is more focused on private sector

participation in infrastructure projects which provide financial allocation by the central

government  (Dutz et al., 2006), so that the failure of the project is at the minimum

level (Beck & Hunter, 2003). However, during the first half of introduction, the project

under the PFI scheme was seen as a disappointment. Among the obstacles in the initial

introduction is legal obstacle, lacked the expertise to enter into these arrangement
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(Akintoye et al., 2003). Besides, the PFI adoption might be hampered by political

reservations (Beck & Hunter, 2003).

2.2.4 Local Authorities Procurement in Malaysia

Local authorities of Pihak Berkuasa Tempatan (PBT) in Malaysia endowed with the

power as stipulated by the Local Government Act 1976. LAs is serve both function,

obligatory and discretionary function to the people under their territory (Shah, 2007).

Currently, there are 149 LAs in Malaysia to caring out responsible to collect taxes, to

create laws and rules, to grant licenses and permits for any trade in its area jurisdiction,

provide the basic facility such as amenities, collecting and managing waste, planning

and develop the area under its jurisdiction, provide and maintain urban services,

maintain public health, hawkers and trader issues etc. Generally, LAs play a key role

at the local area which effects the quality of life of the community that representing.

The main functions and responsibilities of the PBT are usually divided into five main

divisions namely providing public utilities, enforcement and licensing, public health

and hygiene, social services and development, and environmental issues. In the

modern era of urbanization and urbanization, the role of PBT is increasing as the role

of development in such as beautification, recreational parks and so on. In facilitating

these roles and functions, a PBT must be capable of either from financial sources,

expertise, experience and knowledge.

In Malaysia, the areas, functions and role of local government is subject to the three

parent act of the Local Government Act 1976 (Act 171), Town and Country Planning

Act 1976 (Act 172) and the Street, Drainage and Building Act 1974 (Act 133) in

addition to conducting its own law (Rizal, 2014). The Act provided by the local
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government in Malaysia is a set of very comprehensive, particularly in relation to the

functions and responsibilities. The main function of local government is to provide

public goods and services that are specific to the areas they represent, such as garbage

collection, maintenance of drainage, sewage treatment, road maintenance, street lights,

and activities related to public health (Ibrahim et al., 2004). In general, the role and

function of local government organizations can be categorized into different aspects,

whether the role related to economic, social and environmental development, such as

administrative management, law enforcement, establishment of local policies and

guidelines and other tasks similar to ensuring that the development process within their

jurisdiction is conducted in a harmonious and sustainable manner with the ultimate

goal of utilizing local communities under their rule (Abdullah et al., 2013).

Based on the Official Portal of the Local Government Department, the project

undertaken by the LAs is a 'people-centered' project. Examples are as follows:

i. public infrastructure projects such as buildings and road improvements, drains,

pedestrian paths, street lights;

ii. Public amenities such as multipurpose halls, sports and leisure complexes,

public toilets and bus shelters;

iii. Socio-economic projects such as building and upgrading markets, bazaars and

shop lots, food centers and small commercial premises.

As set out in the Local Government Act 1976 (Act 171) most local infrastructure

facilities are implemented by LAs. This has resulted in LAs increasingly facing the

challenge of sourcing funds to provide the necessary infrastructure (Mohd Saron,

2013). Therefore, LAs need to identify ways to encourage investment, especially to



51

engage in public development projects. This scenario encourages LAs to find ways to

enter into partnership with the private sector for the provision of adequate investment

(Ho & Salleh, 2008; Khalid, 2010). However, LAs are among the public agencies

criticized by the public for lack of discipline on their financial management (Khalid,

2010). Among the key factors contributing to the failure of the LAs to play its role is

the lack of inefficiency, ignorance, lack of resources, weak management skills, failing

to sustain development (Berahmin et al., 2015; Singaravello, 2010).

To carry out its functions and responsibilities, LAs require adequate financial

resources to provide efficiency of service delivery in line with the needs of the

population in its area of jurisdiction (Abdullah & Kalianan, 2009). Financial

management activities of the LAs are very much governed by laws, rules and

regulations as stated in the Federal Constitution. Based the Federal Constitution,

financing LAs refer to the laws of the Financial Procedure Act 1957, the Audit Act

1957 and Local Government Act 1976 in addressing issue related to their public

financial management.

The Local Government Act 1976 outline the financial requirement specifically relating

to the LAs. In section 40 of Local Government Act 1976, explains the financial

autonomy of the LAs, which state that all money receive by LAs is to be paid into a

Local Authority Fund. As an autonomous agency, the revenue collected by the LAs

are used to support the programs and activities performed by the LAs in rendering to

the local communities (Halimah, 2013).

Based on General Provisions Finance, Local Government Act 1976 (Act 171) states

that the revenue of the LAs is made up of:
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i. Taxes, licenses, other charges paid to LAs,

ii. All charges or profits from any trade business, service or undertaking carried

out under LAs area,

iii. All accrued interest on any money invested by LAs and revenue arising from

the investment either outside or inside, and

iv. All other revenue accruing to the LAs of the Federal Government, State

Government, statutory bodies, LAs or from any other source such as the

provision of  grant, incentives, donations and treasures.

In Sabah and Sarawak, the provision of revenue are governed by their respective

Ordinances. Expenditure of LAs can be divided into two categories, which are,

development expenditure, such as in construction and building, and operating

expenditure, such as emolument, rental, utilities, maintenance and supplier (Halimah,

2013). LAs also allowed to invest based on Local Government Act 1976 (Section 13),

but must authorized by the Minister of Finance. In addition, based on the Local

Government Act 1976, LAs are allowed to get a loan but have to get approval from

the state government. Section 46 of Local Government Act 1976, empowers LAs to

borrow for special purpose, such as for carrying out of development projects.

The Ministry of Housing and Local Government (MHLG), classifies the sources of

income for the LAs into six groups, which are; i) Licenses, ii) Rentals, iii) Car park

charges, planning fees, compounds, fines and interests, iv) Loans (from government

and/ or financial institutions), and another two are:

i. Financial Allocation In Lieu Of Property Tax.
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Distribution of financial allocation in lieu of federal government valuation

payments to LAs is seen as a contribution under Article 156 of the Federal

Constitution. It illustrates the responsibility of the Federal Government to pay

property taxes with respect to assets and property, such as government buildings

occupying premises under LAs. Examples include buildings and premises

occupied by the Armed Forces and other uniform service institutions, the

contribution precludes entities such as, State government buildings and

properties, Buildings and premises owned by statutory bodies, and National

Railway Services (buildings and assets) (Local Government Department, 2017).

ii. Annual Grant.

The annual grants represent a substantial amount of expenditure allocated to

LAs, in accordance with Act 245 (Grant to LAs, 1981). The annual grant is set

out under clause 109 (3) of the Federal Constitution. This facility is provided to

LAs with the aim of reducing LAs financial constraints and providing additional

resources to additional income. As LAs are in the government's third stage,

annual grants provided by the federal government are seen as an effort to support

LAs in discharging public responsibility for the well-being of its representative

communities (Local Government Department, 2015).

Even though Local Government Act 1976 (Act 171), has given legal powers to LAs to

collect and get revenue, financial autonomy, and responsibility for own social and

financial activities but all the policies and laws of the Municipal Council and District

Council should be in line with the needs of the state and the Ministry of Local

Government, which as an advisor to the state government (Phang, 2008).
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Malaysia Government has establish an official system of procurement is compatible

with international standards, in which based on international standard, the method of

procurement, procedure and guiding principle are laid down in the Treasury

instructions, and these instrument are apply as a procurement approach in all level of

government (Jones, 2006). Most of the local government role and responsibility

undertaken by LAs in Malaysia is certified by the Federal Constitution. Based on the

Local Government Act 1976 (Act 171) Under Section 39 (Financial Resources),

Section 40 (a Fund), and Section 55 (Annual Budget), and Treasury Instruction, is

clearly stated that the responsibility of LAs, which is an agency under the local

government, including to the management control and finances.

The Federal Constitution stipulated that LAs is under the responsibility of the state

government. As every state government have differences on income, and resources

(Phang, 2008). Therefore, in certain circumstances, the federal government has strong

position to funding the operation and development of LAs. Even though the Federal

Constitution recognizes the right of the state on LAs, but the offshore resources are

still under considered by federal (Singaravello, 2008).

LAs in Malaysia have financial autonomy mainly in resource management.

Procurement are usually derived from three primary sources, which are direct taxes,

non-tax revenue, and grants from federal governments.  Direct taxes is revenue mainly

from assessment taxes to the public. Non-tax revenues  is consists of all forms of

income that collected or charged on user pay basis like parking charges, processing

fees, license fees and rental. Other non-tax also include earning from investment, fixed

deposit in financial institutions, fines, and compounds.  While Grant is the contribution
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of federal government or state government for the purpose of administration,

maintenance, and development expenditure (Singaravelloo, 2008). Besides, based on

Section 14 of Local Government Act 1976, empower LAs to get loan from financial

institutions but must get approval from State government, however, the loan amount

is not exceeded than five (5) times of annual amount of valuation income and the

repayment period is not to exceed sixty (60) years.

2.3 PFI and the Conceptual Explanation

PFI is considered a privatization scheme that was first developed by the UK

government in 1992, to provide support to the government's finances using the

approach of Public-Private Partnerships (Khaderi & Aziz, 2010). Many researches has

identified that PFI is part of the Public-Private Partnership (PPP) or the type of PPP.

PFIs are also often referred to as form of PPP, and sometimes the terms of PPP and

PFI have been used inter-changeably throughout the world (Singaravello, 2010).

The main philosophy of PFI is to transform government departments as owners and

asset owners to private sector buyers (Akbiyikli & Eaton, 2006). This is described as,

under the PFI scheme, private sector organizations lend funds to build public

infrastructure, which will then control and manage them on behalf of the public sector

within a certain period of time (Dixon et al., 2005). PFIs can also be described as long-

term contracts between the private and government sectors, where the private sector

plays a key role in designing buildings, financing, and operating facilities for the

provision of public services. In return, the government made regular payments to the

private sector during the contract period for capital and operating costs (Ismail, 2011).
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By definition, there are various explanations of PFI. Clark and Root (1999) defined

PFI as a formal procurement mechanisms, where government departments, agencies

and instrumentalities to develop and revitalize public services using private sector

investment capital. Chiang and Cheng (2009) in Md Lasa et al. (2015) describe PFI as

the financial structure of the project, where the project company is to build, own and

operate the project for a certain period of time, and at the end of the project will be

transferred to the host government, while the HM Treasury (2012) define PFI as the

public sector has entered into a contract that is long-term with companies of the private

sector, which, through a contractual agreement that the private sector is responsible

for establishing, building and operating assets based on the specification of output set

by government, and, also responsible for the risk involved.

2.3.1 Different Variation and types of PFI

In many writing provide explanatory that the PFI is part or types of the PPP (Alshawi,

2009; Li at al., 2005; Akitoye et al., 2003; Chiu & Bosher, 2005). Broadbent and

Laughlin (2003) stated that PFI and PPP are synonymous. Meanwhile, in several

countries include Malaysia, the PFI and PPP are used interchangeably (Singavello,

2010). Based on Whitfield (2005), PFI can be divided into three main types, namely:

i. PFI projects are free from public sector financial liabilities (Financially free-

standing projects) - where the development of design, build, finance, operate,

manage assets is the responsibility of a private company, which costs are

subsequently transferred to end users through certain charges,

ii. The joint venture project - where the cost of the project is from the end user,

and then subsidized by the public sector. In a joint venture project, private
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sector and public organization will form a joint venture company, but operating

operations are accountable to the private sector, and

iii. Services are sold to the public sector - where this project is most relevant to the

provision of public infrastructure, such as schools, hospitals and roads, where

the private sector will be responsible for financing and provision of services,

usually through a long contract period of between 30 and 40 years in the end

the public utilities were handed over to the public sector.

In addition, there are additional models linked to public-private partnerships or PPP,

which are widely used in other countries such as BOT (Build, Operate, and Transfer),

BOO (Build Operating Own), BOOT (Build, Manage, Own, Transfer), DBFO

(Design, Build, Finance, Operate, Manage), outsourcing and Leasing (Grimsey &

Lewis, 2007; Babatunde et al., 2014). In obtaining an overview of these rules, it can

be explained based on the division of elements such as Construction, Operation,

Finance and Ownership, as shown in the Table 2.3.

Table 2. 3
The Elements of Different of PPP Schemes

Element Out-
Sourcing

PFI Concession Lease BOT

Operation Operation of Services x x x x x
Finance Capital Investment

financed by private
operator

x x x

Recouped by user charges x x
Recouped by contract
from municipality

x x x

Construction Construction of asset by
private company

x x x

Ownership Public during and after
contract

x x x x

Private during contract,
public after

x x

Private indefinitely

Sources: Hall et al., (2003).
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Under the BOT scheme, investment assets are built and owned by the company for

operating period, and then transferred to the public sector. Outsourcing Service is a

method involving a contract for the handling of certain services whose forms of

payment by deducting revenue collection as a form of payment, without involving any

construction or financing through capital investment (Hall et al., 2003), whereas

leasing method is a company that does not make its own investments, but operates and

maintains a system financed by charging to consumers. Meanwhile, under the most

common form of PFI concession, the private sector designs, develops projects,

monitors financial facilities, and operates or is designated as Design, Build, Finance,

and Operate (DBFO) based on output specifications determined by public sector

bodies (Babatunde et al., 2014).

The DBFO scheme involves the consolidation of four functions; Design, Build,

Finance and Operate - in a PFI service provider. This means that PFI providers will

get their own funding to build, maintain and operate facilities to meet the needs of the

public sector, and private providers will be paid according to the given service, based

on certain performance standards throughout the entire contract period (MOF

Singapore, 2012). As described by Hall et al. (2003), under the PFI scheme, a private

company plans and builds specific investments based on the monetary provided by it,

and takes back the investment based on contractual agreements, while the assets

themselves are still owned by the public sector, but the revenue collection may be

owned by a controlling company if the facilitation is under the operating company's

operation during a contractual agreement.
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2.3.2 The Origin of PFI

PFI model was first introduced in the UK by the British Chancellor of the Exchequer,

Norman Lamont, from the Conservative Government in 1992. Since 1997, the Labour

Government which became the government has chosen to use the term PPP (Mustapa,

2013; Heinecke, 2002). Historically, the involvement of the private sector in the

financing and promotion of national infrastructure is not a new idea (Ahadzi & Bowles,

2001; Heinecke, 2002; Boussabaine, 2013). Since the late 1960s and early 1970s,

France, Italy and Spain have started to use private financing for the construction of

highways, and Australia, New Zealand and United State also involves the private

sector in financing the construction of prisons, roads and hospitals (Heinecke, 2002;

Boussabaine, 2013).

In Western Europe countries, UK is frequently recognized as a precursor to a public-

private model, and has a long history of alternative financial models, especially the

financing of public projects (Noel & Brzeski, 2005). In England, private sector

involvement in infrastructure construction has already begun in the late 17th century,

in which influences by the several factors, such as; the effect of investment for

infrastructure in Britain decreased dramatically after 1973,  oil crisis as well as the

International Monetary Fund intervention in the 1980s (Heinecke, 2002). According

to Boussabaine (2013), and Sheikh and Asher (2015), the evolution of PFI in the UK

briefly, can be explained through a chronology of the following years:

- In 1993, the Chancellor gave the PFI greater emphasis and momentum, as

he announced the creation of a Private Finance Panel.



60

- In 1994, the Chancellor insisted that the Treasury would not approve any

capital project unless the options to acquire private funding had been

explored by the procuring department.

- In 1995, Kenneth Clarke, the successor Lamont as Chancellor, has

relaunched the PFI initiative by announcing a £ 9.4 billion for the priority

projects of public infrastructure.

- In 1996, a programme called 4Ps or the “Public Private Partnership

Programme” was launched to extend PFI to local governments, later this

programme was renamed as “Local Partnerships”.

- After the general election in 1997, the new Labor Government was elected

(Li et al., 2005; Pit et al., 2006) and re-affirmed its commitment to the PFI

paradigm but under the banner of “public-private partnerships”, and

appointed a committee to conduct a wide-ranging review of PFI/PPP.

- By end of 1999, PFI projects worth another GBP 5 billion had been signed,

and in 2012, more than 700 PFI projects were in existence with a total

capital value of nearly GBP 55 billion.
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The evolution of PFI in UK can be explained by attached chart (Figure 2.2)

Sources: Boussabaine (2013), and Sheikh and Asher (2015)

Figure 2. 2: PFI Evolution in United Kingdom

2.3.3 Structuring a PFI Deal

In understanding the restructuring of PFI agreements, it is important to understand the

key features and frameworks of PFIs. The PFI model involves the private sector and

the public sector in a variety of functions and roles. Therefore it is necessary to

understand whether the main features of PFI projects such as Value for Money (VFM),
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Special Purpose Vehicle (SPV), risk transfer, Public Sector Comparator (PSC), and

Whole-Life Cycle Costing (WLCC).

2.3.3.1 Characteristics of PFI

PFI can be understand as the long-term partnership between the two parties, public

sector and private sector. These partnership is required some unique characteristics

and framework. PFI in the original form is a Design-Build-Finance and Operate

(DBFO) system, which usually involves the provision by the private sector

consortium, property-based services for a period of agreement normally up to 30 years

and above, to the public sector ‘purchaser’, and in exchange for these services over

this 30 years, the public sector pays a monthly least cost to the private sector

(Broadbent & Laughlin, 2003).

PFI projects can often be explained based on several main characteristics, which based

of Malaysia Ministry of Finance (MOF), (2012), the PFI projects basically divided into

two main parts, namely Contractual Characteristics and Financial Characteristics.

Contractual Characteristics can be described as:

i. Long Term Contract - PFI contracts tend to be long-term, perhaps over 30

years, depending on the type of facilities and services to be delivered.

ii. Output Specification / Output - Public service requirements will usually be

outlined as output specifications, not exact inputs.

iii. Specification and design - to provide more space for the private sector to

provide innovative solutions to meet the needs of the public sector.

iv. Special Purpose Vehicles (SPV) - Private suppliers are usually consortiums

formed by various companies.
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v. Responsibility Partnership - Responsibilities and risks for activities that can be

controlled and managed by private partners are transferred to the consortium's

SPV.

vi. Performance-based payment mechanism - The public sector will only pay

when the service is fulfilled as in the agreement. This service fee varies

depending on whether the services provided meet certain performance

standards, and if PPP providers consistently fail to provide satisfactory

services, the public agencies concerned may terminate the PPP contract.

vii. Flexible contract with mechanism for variation - The public sector has the right

to change, within the limits of some aspects of the building or provision of

services, subject to agreement with the DBFO contractor at cost. Typically,

there are also dispute resolution procedures that are binding on the contract of

transfer.

Meanwhile the Financial Characteristics can be explained as:

i. Private financing consisting of equity and debt -The Special Proposal Vehicle

(SPV) is owned by one or more equity investors, but debt suppliers provide

most or all of the financing.

ii. Publicly funded - The private sector provides capital funding for projects, this

is ultimately regained from the public (as a consumer / charge) and / or public

agencies (as a payment stream to suppliers).

There are many other writings explained the characteristics of PFI. Table 2.4 describes

the characteristics of PFI based of several studies.
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Table 2. 4
PFI Characteristics

Authors PFI Characteristics

Boussabaine (2013)

- Risk and reward sharing, using the resources and

expertise of the private sector into the public sector,

- The delivery of public services by the private sector at

the level of guaranteed performance.

- Delivery of high-quality public services in a cost

effective;

- Innovation; risk transfer;

- manage projects and public procurement;

- Long-term contractual arrangements between public

and private sectors;

- Substitute for public expenditure; and VFM.

- Using and combining knowledge and expertise of the

private sector;

- Whole life-cycle costing (WLC) in infrastructure

projects.

Ismail & Rashid

(2007)

- Focus service is a service provided by the private

sector,

- Building Ownership is owned by the private sector in

the next contract and leased back to customers in the

public sector.

- Emphasizes the performance of private companies

that will be selected.

Gabriel & Head (2006)

- Investment by the private sector,

- Assignment of risk to the party best able to manage.

- The contract is focused on output rather than input,

- Capital infrastructure tied to long-term maintenance.

- The initial agreement is about the proof of

performance as a basis for the payments scheduled.

Ball et al. (2001) - Service focus, Risk transfer, Innovation, Performance.
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As shown in the table 2.4, the basic elements that are often presented when discussing

PFI projects are Value for Money (VFM) and Risk Transfers. Both of these principles

are an important part, and are considered as the fundamental thing for the success of a

PFI project. The PFI model project is seen to provide better public service to the public

by providing value for money to governments and taxpayers, while at the same time

transferring all project risks to the private sector (Wang, 2014; Ball et al., 2000; Gao

& Handley, 2004).

2.3.3.2 Value for Money

Value for Money (VFM) is the primary driver for PFI procurement (Asare & Prempeh,

2016). Achieving VFM is very important for a PFI project that is considered

successful. In the PFI scheme, customers (public sector) must ensure that VFM is

achieved, while service providers (private sector) must be fully responsible for

achieving those (Akintoye et al., 2003). By definition, VFM can be explained as “not

paying more for a good or service than its quality or availability justifies” (Ameyaw

et al., 2015 in Almarri & Boussabaine, 2017). Ismail et al. (2011) refer VFM as the

best available for the cost savings, benefits and risk provisions appropriate for the

project lifetime, with a focus on quality and efficiency to meet the needs of the public.

The UK Audit Commission defines VFM as a way to get the maximum benefit with

the resources available (HM Treasury, 2012).

Many writings about PFI explains that VFM can been considered as a combination of

three different aspects of the service delivery, which is economy, efficiency and

effectiveness (De Marco et al., 2013; Brown, 2007 in Ismail et al., 2011). According

to Eadie et al. (2013), the emphasis on VFM in government procurement practices can



66

lead to a lack of discrimination on the procurement process, also can promote

transparent, competitive, efficient use of resources, effective and ethical on the process

implementation. In general, in order to achieve VFM for PFI projects, selection of

contractors should be subjected primarily to competitiveness, compliance with

customer requirements, reliability of performance, and overall project life cycle costs

(Ismail et al., 2011).

Takim et al. (2009) have lists several processes that should considered for VFM

assessment, among is; affordable, sharing risks, competition, the Public Sector

Comparator, financial planning, cost benefit analysis, VFM driver, benefits and

barriers. Pitt and Collins (2006) (in Takim, 2009),  have listing a several principle

factors that creating VFM in PFI projects, among are; risk allocation, measurement

performance, flexibility of contract, output based specification, the cost biding, cost of

financing,  contract duration, contract scope, competition,  and management skills.

According to KPMG (2014) report (KPMG is the Malaysia Firm that provides Audit,

Tax and Advisory services), the assessment of VFM is not just a measure of the cost

of goods, services or works, but it also takes into account of other factors such as cost,

quality, resources, timing, opportunity and suitability for purpose organization.

However, some elements of the VFM is subjective and ‘quantitative’ in nature, which

sometime is difficult to measure, such as  ‘based on experienced’,  ‘the best practise’,

‘based of benchmark’, and ‘based on careful consideration’ (Moro Visconti, 2014).

2.3.3.3 Risk Transfer

The concept of risk transfer merely can be understood as the delivery of services

should be allocated to the party best able to manage such risks with the most cost
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effective (Akbiyikli & Eaton, 2004). By literature, risks can be categorized in a

number of broad categories. As explained by Akbiyikli and Eaton (2004), categories

of risks can be divided into several types, such as; Demand Risk, Design Risk, Risk of

Construction and Development, Operational Cost Risk, Performance and Availability

Risk, Risk of Residual Value, Technology risk, and Regulatory risk.

Grimsey and Levis (2004) insists that, the purchase of long-term service through the

PFI model relatively ‘risk-free’, where the government does not accept any risk-based

assets, and are not entitled to pay or obtain compensation if the services are not

delivered as specified in the contract agreement. This explains that the government

would not be held responsible in any delay and cost overruns or inefficient system for

such projects, and the private sector will provide services during the concession period.

At the end of the period the assets normally return to public sector (Khaderi et al.,

2007). However, based on Ng and Loosemore (2007), in some cases, the government

must determine, based on the value-for-money and what risks they have to take back

to achieve optimal distribution of risks. However, based on the original concept of PFI,

the public sector is just as recipients of services, only pay for the services satisfactory

by assumptions that all of the risks of the project will be borne by the private sector.

In many PFI project, risk transfers play a crucial role in ensuring that VFM. Ball et al.

(2003) mentioned that, risk transfer makes an important contribution to VFM

estimates, and many of PFI projects achieve VFM because of the risk transfer

contribution. It is important to emphasize that the public sector should not

automatically transfer all PFI's project risks to private counterparts, but only need to

transfer the risk to the extent that the public sector can derive value for money from

any allocation of expenditure incurred (Akbiyikli & Eaton, 2004).
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Under the PFI framework, the public sector will transfer design, construction and

operations risks to the private sector. While the public sector only makes payments

when the project is completed and satisfactory as enshrined in the agreement (Money,

2014; Ball et al., 2000; Gao & Handley, 2004). This means that payments to the

consortium will be held or rejected if the final outcome is not as agreed in the

contractual agreement, and upon expiration of the concession period, the facility will

be transferred to the government without any additional costs (Lou et al., 2012).

Gallimore et al. (1997) has clarified the risks in the PFI concessions in some

classifications of economic risks, legal risks, tax risks and financial arrangements,

which, based on these risks the government or the public sector should emphasize on

the SPV or project consortium who are involved in PFI contracts, should be willing to

take this kind of systemic risk. This is based, most of the construction risk through PFI

projects will be transferred to companies Special Purpose Vehicle (SPV) (Morledge &

Owen, 1998).

Despite the many risks associated with the PFI project to the SPV consortium, the

public sector still has an important role, particularly in terms of implementation

process management (Dixon et al., 2005). In this regard, the Public Sector is

responsible for matters relating to the establishment of Business Cases in project

development, developing Public Sector Comparison (PSC), drafting output

specifications, bidding and evaluation of bid, award and contract management (Dixon

et al., 2005).
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2.3.3.4 Special Purpose Vehicle

There are several discussion on previous study that related clarifying the participation

of PFI project, which are: the client or awarding authority, the Special Purpose Vehicle

(SPV), and the third party that provides finding or financial co-sponsor. Private

partners in a PFI project is demand SPV as part of the arrangement. SPV can be

explained by Gorton and Souleles (2007) as:

Companies in the private sector typically form consortiums to bid

for the contract (MOF Singapore, 2012), or by specifically, SPV is

a ‘legal entity created by the companies or firms to transfer the

assets to the SPV to carry out some specific purpose or

circumscribed activity, or a series of such transactions.... the legal

form for an SPV may be a limited partnership, a limited liability

company, a trust, or a corporation..’  Or in short, SPVs are

essentially robot firms that have no employees, make no substantive

economic decisions, have no physical location, and cannot go

bankrupt.

The role of the SPV is to provide a framework for connecting the participants of SPV

legally, and to raise funds for financing, supply, producing and marketing of products

(Chowdhury & Chen, 2010). SPV role in PFI contracts briefly can be described as

follows (PPP Unit, 2015); raise funds to develop and maintain the assets, making

payments to sub-contractors, as the financiers and creditors; delivering services as

agreed upon by the public sector with the quality and time as stated in the contract,

ensuring that the assets are in good condition and ready for use during the concession

period, managing facility asset within a certain period if it is not transferred to the

public sector at the end of the concession period. The typical set-up of a SPV for PFI

scheme is attached below (Figure 2.3).
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Sources: Akintoye et al. (2001).

Figure 2. 3: A Typical set-up of a SPV for PFI

2.3.3.5 Public Sector Comparator

Another aspect that is considered critical in implementing the PFI project is the need

for the Public Sector Comparison (PSC). The PSC is important to demonstrate that the

project can achieve VFM by comparing the costs required by the public sector to be

spent on the success of the PFI type project (Ismail & Abdul Rashid, 2007).

The PSC is a technical method developed to test whether arrangements funded by

private companies will be able to provide VFM higher than traditionally managed

revenue. Ismail and Abdul Rashid (2007) in their study have described the PSC's

assessment as an important reference to make estimates to provide a desired level of
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service with good quality compared to using private sector alternatives. PSC's

valuation is based on the cost and net risks acquired during the life of the project. The

PSC is also the most commonly used tool by the public sector to show how much

government costs to spend on building assets through public funding.

PSC is the hypothetical of the risk-adjusted cost of the project, when the project is

financed, owned, operated and implemented by government (Bain, 2010).

Theoretically, PSC is a hypothetical benchmark stands for the cost of public sector

provision, or in other word, PSC is facilitates a financial comparison including costs,

benefits and risks (Ismail et al., 2012). The PSC also described as theoretical

calculation of the total costs for the public sector to develop and operate the

infrastructure and/or services (Cruz & Margues, 2013). According to Roe and Craig

(2004), PSC is a calculation used to compare the cost of traditional public sector

procurement compared with PFI, which, before the agreement was signed, the project

cost of PFI projects undertaken as compared with the estimated costs of similar

projects undertaken by the public sector.

The idea of the PSC is to estimate the cost of transmission services provided by the

public sector, and financing for PFI projects will only be approved if the cost is less

than the PSC (Coulson, 2008). PSC is an important issue, especially in evaluating PFI

contract bids in the comparative cost of doing the project in the public sector. Decision

on whether to go ahead with a PFI project or a government procurement option

depends on this value being calculated accurately (Pollitt, 2005).
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2.3.3.6 Whole-Life Cycle Costing

Whole Life Cycle Costing (WLCC) is an investment valuation tool over the value of

construction projects during the rating period. The value rating of WLCC will facilitate

the determination of solutions primarily on the best value design; provision of budget

forecasts, easy to manage, flexible and anticipated funds either in the short or long

term to facilitate the cost of a life cycle of a project (EFCA, 2003). WLCC is

synonymous with Cost Cycle Life (LCC). The term WLCC and LCC are often used

interchangeably (Meng et al., 2013).

The British Standards Institute (BSI) defines WLCC or life cycle costs (LCC) as the

cost of an asset throughout its life cycle and the lifetime cost of all significant costs,

benefits and future benefits associated with assets throughout its life cycle. WLCC can

also be defined as by optimizing VFM in the possession of physical assets taking into

account all cost factors relating to the assets during the life of the operation (Woodward

& Demirag, 1989). The key elements of WLLC are: Initial start-up costs; Life of

assets; Discount rate; Operational and maintenance costs and; Cost of disposal

(Akbiyikli & Eaton, 2008). In the PFI project, tenders are evaluated from various

criteria in different valuation areas (Blackwell, 2000). General assessment criteria may

include (Blackwell, 2000); Innovation; Compatibility with operating approach;

Freedom; Flexibility; Risk transfer.

2.4 PFI and the Influencing Factors

There is much discussion in the research literature with respect to the factors

influencing the adoption of the PFI. Beyene (2014) explains the factors that influence

PFI's use as the economic, geographical, and nature of the project. Ismail (2013) stated
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that the basic reasons for adopting PFIs were seen as a measure to reduce government

financial burden in the provision and maintenance of public facilities. There are also

studies that present a variety of factors that have attracted various parties to engage in

PFI projects. Among the findings of Hall (1998) in Li et al. (2005), states that the

private sector efficiency factor, especially from the perspective of risk management

and innovation, is a major factor in the selection of the PFI method for the allocation

of public project development.

Ismail (2013) mentioned that, among the factors that most influence the

implementation of PFIs in Malaysia are the following factors; PFI solves the problem

of public sector restrictions, providing integrated solutions, reducing public spending,

facilitating creative and innovative approaches, reducing project costs, saving time in

delivering projects, transferring risks to the private sector, reducing the cost of public

sector administration, benefiting the local economy of development, enhancing

marketability, inadequate access or limited public funding, and speed up project

development. There is the study argue that certain critical factors for a PFI project are

general regardless of the geographical location, administration (Muhammad et al.,

2016), procurement processes, negotiation processes and transaction costs of a project

(Janssen et al., 2016). In addition, there are factors that are considered critical to the

success of PFI projects have been conducted. It is found that many studies use the

concept of Critical Success Factor (CSF) in their research related to critical factors for

the successful implementation of PFIs in various projects. Many researchers have

identified different lists of critical PFI project factors, whether based on literature

review or through empirical studies. However, despite many critical factors, it is clear
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that the "critical" level of identified factors is different in different places (Li et al.,

2005; Muhammad et al., 2016).

The validation results from the influence factors study are also often used to measure

the importance of a factor for the successful implementation of PPP / PFI (Wibowo &

Alfen, 2015; Osei-Kyei & Chan, 2015). Identifying influence in the implementation

of PPP / PFI is particularly important to help firms or organizations identify key factors

that must be focused on successful projects (Sehgal et al., 2015; Ismail, 2013).

Several research studies have identified different influence factors for PFI projects in

different countries. Hardcastle et al. (2005) has identified six major influence to realize

PFI projects in the UK, namely; Effective procurement, ability to implement projects,

government guarantees, favourable economic conditions, financial markets, and

political support. Meanwhile, Sehgal et al. (2016) in their study based on a literature

review, identified twenty variables grouped into five influence factors on the

implementation of PFI; favourable economic conditions, ability to implement project

execution, effective acquisition, a stable political and social environment, and

government control. In another study, Osei-Kyei  and Chan (2015) revealed that the

most important influence factors for PPP / PFI projects based on a literature review

survey in 1990 to 2013 were; allocation and risk sharing, the strength of private

consortium, strong political support, public support, and transparent procurement and

tendering systems.

Wibowo and Alfen (2015) in a study on influence on the implementation of PPP / PFI

projects in the development of public infrastructure in Indonesia, shows that the gap
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between performance and project requirements is an important factor. Among the

important influence factors in infrastructure development through the PPP / PFI

method in Indonesia are; legally, the contract cannot be withdrawn except through

proper process, fair risk sharing arrangements and clear mechanisms, clear PPP / PFI,

and political support. Meanwhile, Zwikael and Globerson (2006), in identifying

influence for project success, found that the most critical factor in the success of the

project was the "definition of activities to be undertaken in the project", "development

schedule", "organizational planning" “staffing”, "communication planning" and

“developing project plans ".

There are also studies related to the influence for the implementation of projects under

PPP / PFI in Hong Kong, Australia and Malaysia, which show that, public and private

sector commitment, economic policy, financial market availability, good governance,

and legal framework promoting is among the most important in influencing factors

(Ismail, 2013). Md Lasa et al. (2015) in a study on influence factors in obtaining

funding for PFI projects in Malaysia found that there were four main dimensions,

namely; Specific Purpose (SPV) Rules such as company size and management skills,

and legal structure; Government attributes such as government guarantees,

government policies and favourable frameworks; Project attributes such as location,

design and planning, life cycle costs, and, and; Financing properties such as inflation,

interest rate and currency exchange rates. External factors such as politics and

economics such as political support, enforcement, and effective markets are also

factors that influence the implementation of PFIs.
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Many other studies have discussed influence factors for projects under the PPP / PFI

program. The attached Table 2.5 lists some of the key points of influence factors for

PPP / PFI projects from several countries.

Table 2. 5
Influence Factors for PPP/PFI project Based on Studies in Several Countries.

Authors Influence Factors Country

Hwang et al.
(2013)

Proper management of public agencies, the
allocation of risk, strong private consortium,
transparency in the procurement process, clear
roles and responsibilities for all parties involved,
and the sharing of power between the public and
private sectors.

Singapore

Abdul Aziz
(2010)

Ismail (2013)

Clear agreement, reputable developer, negotiation
skill, realistic projection, political influence and
consistently monitoring.

Good governance, commitment of the public and
private sectors, favourable legal framework,
sound economic policy and availability of finance
market.

Malaysia

Cheung et al.,
(2012) in Osei-
Kyei & Chan

(2015)

Commitment and responsibility of public and
private sector, the allocation of risk and risk
sharing, strong private consortium, good
governance, the technical feasibility of the project.

Australia

Emmanuel
(2016)

Regulatory transparent, comprehensive feasibility
studies and the provision of appropriate risk. Nigeria

Bing et al.
(2005)

Cheung et al.,
(2012)

Effective communication between the parties
involved on the allocation of risk.

strong private consortium, appropriate risk
allocation and risk sharing, financial markets
available, commitments and responsibilities of the
public and private sectors, comprehensive and
realistic assessment of costs and benefits.

UK

Kee et al.,
(2002)

Legal framework favourable to PFI projects,
appropriate allocation of risk, and a shared
commitment and responsibility of public and
private sector.

China

Chou et al.,
(2015)

Legal framework favourable to the PFI projects,
commitments and responsibilities of the public
and private sectors, the procurement process
transparency, responsibility and a clear role, and
good governance.

Indonesia
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Obviously, there have been many researches related to the cause of failure and success

of the PFI project, however, as stated by Morledge and Owen (1998), the discovery of

Critical Success Factors (CSFs) or influence factors in the implementation of PFIs is

not a guarantee for those projects to be managed and succeeded automatically if the

factor which was raised successfully dealt with, but at least a project that might fail

was higher if the factor was neglected. There are still some PFI projects that have failed

even if these factors have been put forward in previous studies. This may be due to the

factors presented is based on the research is that too general and not specific to certain

areas or specific projects, which may not be sufficient to provide a deeper knowledge

of the project manager to support any final decision in a PFI project (Zwikael &

Globerson, 2006).

2.4.1 Influence Factors of PFI in Local Government: Experiences of Several
Countries

Studies related to influence factors on PFI Implementation at local government level

are also being implemented in several countries. In respect of specific case studies,

Patel and Robinson (2010) in their study of the impact of governance on the delivery

of the PFI project to National Health Service projects in the UK found that among the

good governance practices factors in the project will have an impact on the success of

project submissions. In addition, financial capabilities are a very important part,

especially in cost management, providing clear organizational structures, decision-

making processes, and project accuracy and quality. Their studies also reveal that PFI

scheme failures are caused by inadequate governance structure, which will cause

conflicts to the parties involved. This situation should have a negative impact on the

decision-making process which will also affect cost and time.
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LAs are seen to be completely independent in decision-making on the implementation

of the PFI project. in the UK, according to Dutz et al. (2006), the implementation of

the PFI project still relies on the support of the central government, for example in the

construction of public infrastructure such as schools and national agencies will advise

LAs and form a government committee between departments chaired by the Treasury

to adopt PFI projects for local governments.

Carrillo et al. (2008) in a study on the experience of the PFI project in the UK local

government, emphasizing that the lack of expertise for the public and private sectors

will negatively affect the success of the PFI project. This is consistent with the report

of the UK's National Audit Office (NAO, 2001), which emphasizes the need of LAs

to have the right skills to manage PFI projects. Tijhuis (2015) exposes among the

factors that can support in creating a balanced and more successful market for PPP

projects is; past project performance, business culture, past experience and transparent

behaviour of all parties involved in the PPP project, and this information should be

structured in the right way so that it can be used as a reference and guide to selecting

private companies in the future.

In South Africa, a clear regulatory process for the PFI project is carried out by the PPP

Unit set up by the federal government. The PPP Unit will establish the PPP

implementation method and the role of the parties involved (Dutz et al., 2006).

Municipal authorities in South Africa are also said to face significant challenges,

particularly in service delivery, and therefore the federal government has paved the

way for a public-private partnership program to establish the Infrastructure Municipal

Unit Infrastructure (MIIU) (Akintoye et al., 2006). MIIU is a non-profit company
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assigned to provide technical assistance and grants to municipalities to provide

innovative service delivery partnerships for local governments (Rwelamila et al.,

2008).

Meanwhile, maturing capitalist capital market system in South Korea and also the

regulatory framework has led to the successful development of infrastructure that is

managed primarily through PPP programs at the national level. However, based on

two cases of PFI project failure in the transport sector in the local government in Seoul,

it was found that the factors affecting the failure were such as the practice of a

relatively new local democratic system, the abuse of power for taxes, limited

resources, political intervention, federal, foreign investment speculation and other

factors that have become a barrier to the successful implementation of local

government-level PFI programs (Bae & Joo, 2016).

Matthew Nell (2007), in his report on the implementation of PPP / PFI in the local

government of South Africa, has recorded challenges faced by local governments, such

as lack of project implementation, local government capabilities, limited resources,

volatile fiscal policy, the political will to implement public-private partnership, as well

as distrust on the ability of the private sector in the construction of public

infrastructure.

In Scotland, many LAs are having difficulty making commitments in PFI contracts

due to lack of support from the federal government. In addition, LAs in Scotland are

also said to be limited to the ability to provide public infrastructure, as well as fail to

assess overall risks in PFI contract financing (Cuthbert & Cuthbert, 2011).
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Pellegrino (2014) in his research relating to the challenges and opportunities of

implementing PPP / PFI in Italian local government also revealed that administrative

issues were a major challenge for the lack of effectiveness and efficiency of PPP / PFI

implementation. Among these issues are; in respect of the complexity of administrative

procedures and issues of transparency in competitive bidding, which includes

administrative intervention, and the legal barriers to intervention even if the project is

risky, and to address and resolve these weaknesses and to provide assurance of the use

of PPP / PFI more effective. For that reason, Pellegrino (2014) has suggested that

intervention on certain issues by key stakeholders is needed, as well as improving the

basic skills of public administrators, applying adequate tools to evaluate project

feasibility, capability and sustainability, developing standard contract templates, adopt

sufficient procurement procedures to bid and adopt sufficient risk management

practices to provide and minimize risks efficiently.

Wibowo and Alfen (2015) in their study of the implementation of PPP / PFI in

Indonesia explaining the challenges faced is to align between national, regional and

local planning. This is because, both governments, whether central and local

governments are responsible for promoting PPP / PFI investment in their jurisdiction.

Their study also revealed that CSFs for the implementation of PPP / PFI projects in

Indonesia are, the role of the regulator must be clear and not combined with other

functions, such as contractual agreements between public sector and private partners,

and the establishment of a competent PPP task force should be necessary in assisting

in coordinating and integrating PPP / PFI project implementation requirements. Other

important factors affecting the implementation of PPP / PFI projects in Indonesia are

that there is a strong legal basis, irrevocable contracts, and reasonable risk sharing
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arrangements, clear co-ordination mechanisms between public and private sectors and

political support strong.

Local government experience in Singapore also states that, among the factors that

could lead to the successful implementation of PFIs in local governments is the

increased involvement and understanding among stakeholders. This is in line with the

discovery by Sulafa et al. (2015), indicating that ineffective communication with the

public sector and the private sector in local issues and the disparity of capabilities

between public and private companies can create problems in the implementation

process of a development project.

A study in the local government in Nigeria also revealed that among the key factors

affecting the impetus for local government PFI procurement in Nigeria is the ability of

the organization to implement. The failure of civil servants in the local government

especially to provide effective services and lack of staff skills in PFI project

management, as well as the widespread corruption phenomenon in public procurement

is a common problem (Otairu et al., 2014). Another factor posed by Otairu et al. (2014)

which contributes to failure of local infrastructure projects is like; lack of consensus

among policy makers, political instability, and lack of understanding of PFI concepts,

and require high cost of execution.

Other studies that see factors influencing the use of PFIs are study from Taiwo

Gbadegesin and Aluko (2014), in which their studies relate to the factors influencing

the use of PFIs for infrastructure projects in the higher institutions in Nigeria local

government. Their study stressed that there was a strong relationship with experience,
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knowledge and awareness with success in the PFI project. Apart from these factors,

the type of project, risk engagement and technical capabilities are also factors that

demonstrate an important relationship to PFI's use of public infrastructure projects in

Nigeria. The study also pointed out that research on the nature of a PPP / PFIs project

is necessarily needed in developing countries to create global awareness for

prospective investors to gain insight into what actually happened in PPP / PFI methods

programs, and this knowledge should be expanded and forwarded to other sectors to

be taken into account before engaging in the PFI method project. According to them

also, this hypotheses using in their study can be tested in other developing countries of

the world, and the finding will be useful for the policy makers and stakeholders on

infrastructure decision making.

China is seen as the largest developing country in the world has great demand for high

quality infrastructure projects and public services. The Chinese government is actively

developing and using private sector financing models to deliver their public facilities

and services over the last three decades. The program such as BOT, which is the idea

behind the introduction of the DBFO method which is often associated with the PFI

project (Huamg, 2012), which through his research provided suggestions for good

practice in relation to decision-making, development and evaluation of DBFO's results

in China. Using the highway case studies and water sector in project allocation in local

government. Huang (2012) has proposed a detailed study on the possibility of

improving the implementation of the PFI model in China by looking at; Organizational

background, Experience and Context; Implementation mechanism, and; performance

of the project. Huang (2012) then suggested for future studies, should address the
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relevance of the experience of the country or region in the implementation of the PFI-

BOT model.

Previous studies have highlighted various factors that have attracted the attention of

various parties to be involved in PFI projects. According to Hall (1998), the rationale

for a country for preferring to use PFI to implement public projects is that the private

sector is more efficient and more innovative than the public sector. the private sector

is seen to have an advantage over competitive pressures in service delivery, and the

private sector may be able to manage some of the more effective risk types from the

public sector, which ultimately leads to better quality, efficient services provided, cost

savings and risk reduction taken by the sector private.

In the discussion above, the factors attracting both parties (public and private sector),

the involvement in PFI can be summarized as follows: solving the problem of public

sector restrictions, providing integrated solutions, reducing public funds tied to capital

investment, facilitating creative and approaches innovative, reducing project cost,

saving time to deliver projects, transferring risks to the private sector, reducing public

sector cost administration, benefitting local economic development, improving

marketability, improving workability, inefficient or limited cancellation to public

funding and expediting project development. More importantly, based on previous

studies, the results show that the influencing factors in different countries are different.

The findings of previous studies show that the unique features of PFI in each country

will also affect PFI's appealing appeal in Malaysia.
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2.4.2 The Barriers of Adopting PFI

The barriers to PFI have been widely examined, and from different perspectives. There

are studies of strategic, process, management and administration, laws, characteristics

of the PFI itself, and also from the point of implementation mechanism. A study by

Kahwajian et al. (2014) in analysing practices during the implementation of PPP / PFI

in Syria revealed many obstacles faced by contractual partnerships, such as: lack of

legislation, weakness in administrative and public sector efficiency, inability of private

sector partnership experience and a lack of experienced private consultation and

civilian organizations in Syria specializing in the financial, technical and legal aspects

of PPP / PFI projects.

Janssen (2016) for example has divided PFI's use of obstacles into perspectives and

disciplines, from the perspective of national characteristics, procurement process, PFI

characteristics, the role of public authorities and the role of the private sector. In

understanding the barriers of local government in Netherlands to use the PPP/PFI,

Janssen et al. (2016) found that barriers to applying PPP/PFI can be categorized into

five areas, which are: National characteristics; Procurement processes; Characteristics

of PPP/PFI; Role of public authorities, and; Role of the private sector. In clarifying the

categories, obstacles related to national features include national legal framework,

public opinion on PFI projects, and stability of political and capital markets. In the

procurement process category, there are things related to the bidding process and long

negotiations, high transaction costs, and the absence of a standard project acquisition

framework. Meanwhile, among the obstacles involved with PFI's project features are

related to financial factors, inability to invest, lack of clarity on the funding system,

and lack of financial risk guarantees from the public sector. These factors are seen to
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be linked to the lack of support, knowledge, and issues related to the bureaucracy. For

factors related to the role of the private sector, the barriers are related to the lack of

understanding of the PFI project method, particularly among shareholders and bidding.

In addition, the lack of private sector capacity to sign and administer the PFI project is

also seen to limit their effective role. Issues relating to accountability and transparency

are also often raised as one of the obstacles to more effective project implementation.

Janssen (2016) later has summarized several categories of barrier factors to local

governments in the Netherlands lessened using PPPs in road construction projects,

which were used as the basis Challenge to apply for PFI scheme in public service. The

divided categories are; Obstacles to the use of PPP / PFI schemes in local governments;

the project cost is very high and LAs is not able to cover the cost; Have the risk of

cancellation by the executive board before the official decision can be taken; Obstacles

from local politicians; To applied the PPP / PFI scheme is not a LAs priority; Project

budget PPP / PFI method, for the private sector does not have the ability to bid; The

PFI approach is considered too risky by the LAs; PFI projects have not been able to

achieve sufficient VFM for projects in LAs; LAs are not required to apply for PFI

project schemes, and; the PFI project scheme has never been considered by the LAs

This classification is seen to be justified where some previous studies related to PFI

have similarities to the barrier factor. Among the barriers posed for PFI

implementation in local government are as shown in the table included (Table 2.6).
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Table 2. 6
The Barriers for PFI Implementation in Local Government

Authors Barriers Factors
European Commission (2004) The absence of a well-established legal framework.

Chan et al. (2010), Delmon (2011).
Unstable political situation, weak economic strength
and limited prospect for economic growth in local
economy.

Yescombe (2007).
poor credit quality of local administrative bodies, lack
of a strong capital market.

The lack of a strong capital market will hinder the
project in finding private financiers and impede the
project’s execution.

Zhang (2005)
Absence of a standard project procurement
framework. Without such a framework, an
inexperienced public authority has to spend much
effort on tendering a PPP project.

The complexities in project financing; the inability to
justify investments due to project fundamentals; a
lack of clarity on funding systems to enable public
bodies to service debts; and lack of appropriate
financial risk guarantees from the public sector.

Chan et al. (2010)
Lengthy bidding and negotiation process cause
procuring a PPP/PFI can take much time that
contracting authorities prefer other procurement
method.

PPP/PFI are inflexible due to the long-term nature of
the contract.

Eversdijk & Korsten (2009),
Lammametal (2013).

PPPs/PFI are often considered more expensive than
public sector alternatives.

Kwaketal (2009) PPP/PFI is to be too risky to government or private
sector, such as the private sector party goes bankrupt,
and government bodies might be of the opinion that
PPPs/PFI involve a too high a risk of delay.

Kwak et al. (2009), Mahalingam
(2010)

A lack of support could be due to a lack of knowledge
and experience of PFI.

Eversdijk & Korsten (2009) A lack of expertise concerning PPPs/PFI in local
government organisations.

Bloomfield (2006).
PPS Network (2008).

Public authority already has sufficient financial
resources, it would be less motivated to seek private
sector finance for its projects.

Zhang (2005) The lack of understanding about PPPs among
shareholders and stockholders.

IISD (2012) The reduction in project accountability and
transparency in PPP projects.

The lack of capacity in the private sector to sign and
administer PPPs could hinder their effective
execution.

Sources: Janssen (2016).
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Janssen (2016) later in his study has summarized eleven categories of barrier factors

to local governments in the Netherlands lessened using PPPs in road construction

projects, which were used as the basis Challenge to apply for PFI scheme in public

service:

i. Obstacles to the use of PPP / PFI schemes in local governments

ii. The project cost is very high and LAs is not able to cover the cost

iii. Have the risk of cancellation by the executive board before the official decision

can be taken

iv. Obstacles from local politicians

v. To applied the PPP / PFI scheme is not a LAs priority

vi. Project budget PPP / PFI method, for the private sector does not have the ability

to bid

vii. The PFI approach is considered too risky by the LAs

viii. PFI projects have not been able to achieve sufficient VFM for projects in LAs

ix. LAs are not required to apply for PFI project schemes, and

x. The PFI project scheme has never been considered by the LAs

2.4.3 Advantages and Limitations of PFI

PFI was first implemented in the UK construction industry in 1992 as part of the

government's strategy to provide high quality public services through the use of private

enterprise expertise (Chinyio & Gameson, 2009). Through this PFI method requires

private financiers to put investment capital, responsible for all long-term risks and

ensure that the quality of the work delivered is in line with the cost, time and budget

provided as stated in the contract agreement (HM Treasury, 2009).
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PFI now covers most of the public sector projects as in the health, education, defence,

prison and transport sectors. Generally, the PFI's turnover involves the entire contract

of project packages including design, construction, finance, operations and

maintenance, to a group of private companies comprising skilled construction firms

and facility management firms, for a long period of 20 to 30 years (Khaderi & Aziz,

2010). The Government also provides specifications showing the services and

standards requested, and leave design control, construction and operation control, and

transfer costs to private groups for the specified contract period.

Advantages

Among the advantages often associated with the PFI project model are as follows:

a. Long Term Relationships

PFI not only focuses on the VFM, but also emphasizes the development of long-term

relationships between the public and private sectors. Robinson and Scott (2009) show

that long-term relationships in PFI projects can provide strong incentives to learn from

each other, share knowledge, innovate and continuously improve performance

between the private sector and the public sector in project delivery. Partnering is the

key to PFI's procurement, and good performance that will lead to the success of the

project as stressed by Spackman (2002); “Success is only attainable if public

authorities and private contractors approach the project in the spirit of co-operation,

understanding and consent of their respective businesses and a shared vision of how

they can work together...".

b. Public Savings

PFI procurement have potential to reduce costs, and deliver quality work at the same

cost in other earnings. Bing and Akintoye (2003) stated that the research shows that
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government investments using PFI procurement in the UK are now around 10% to

14% in total investment. Grimsey and Lewis (2005) point out that LAs are keen to use

PFIs to deliver projects through partnership because they do not have to borrow money

from banks. Spackman (2002) found that the federal government prevented LAs from

borrowing as it would affect future tax rates, economic demand, borrowing costs, and

flexibility of future economic shocks. This is based on UK's public debit interest cost

of 2 to 2.5 percent. Spackman (2002) and Anon (2009) declare that "In the UK, cash

shortages have forced LAs to look at the PFI method more widely”. Saving for the

government is not just about the aspect of lending, but also the overall value of the

project compared to traditional procurement. Parker and Hartley (2003) in Grimsey

and Lewis (2005) claim PFI contracts for UK Defence services have been able to save

between 5 to 40 percent over traditional public revenue.

c. Private Profit

One of the benefits for the private sector to use PFI is that under long-term ownership,

they can earn income and profits under their management and operations, or exchange

benefits with LAs. Carrillo et al. (2008) proves that one of the key drivers for PFI

motivation is a steady stream of income, long-term agreement and higher returns and

profits. Spackman (2002) also said "it is easier to increase the charge to meet contracts

with private operators than to use local or national government assistance, and private

financiers may consider income from users as less risky source of income”.

d. Better Management Skills

According to Carrillo et al. (2008) and Spackman (2002), as a financier, the private

sector is seen to be more capable of managing businesses in various fields. This is
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because the government believes that the private sector has a better role to offer project

management skills, more innovative designs, and more efficient risk management and

facilities. In addition, according to Carrillo et al. (2008) and Spackman (2002)

emphasize that monitoring pressure on contractors from the private sector may be

stronger than the public sector which leads to more quality work.

e. Long Term Contract

Through the PFI method, the contractor will be bound by a long-term commitment,

thereby reducing the contractor to run in the project if there is no adequate financing.

While the contract may avoid this from happening, it is difficult to design and impose

extensive contract clauses of agreements on contractual agreements for long term

contracts (Spackman, 2002).

f. Risk Transfer

Risk transfer is an important element of delivering a PFI project. Carrillo et al. (2008)

claims that PFI will reduce the level of risk that the government brings and transfer it

to private contractors. Grimsey and Lewis (2005) conclude that "Risk transferred is

often a key determinant of VFM in the PFI project, and it is something that needs to

be updated in every PFI method project negotiation to be processed to allow variations

in risk allocation”. In addition, other than the risk of public acquisition costs, there are

other risks such as site use, site handling and access, building standards, operations

and management, financial conditions, maintenance and services, residual values and

income, etc., of which risks will be transferred to the private sector (Grimsey & Lewis,

2005). In the UK, there is a long list of samples for a publicly funded project that is

postponed or completed with a budget surplus. Such risks transferred from the public

sector to the private sector through the PFI route are considered as adding value for
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money for public projects, as the private sector will simply manage project costs, time

and quality (Grimsey & Lewis, 2005).

g. Less Construction Time

PFI project method is considered as one of the methods that can be completed on or

timely. Mac Donald (2002) in Grimsey and Lewis (2005) has reviewed 50 public

procurement projects in the UK in 20 years, and found that 11 projects using the PFI /

PPP method have been successfully completed on time. While the HM Treasury

(2003) in Grimsey and Lewis (2005) reviewed 61 PFI projects, 89 percent of them

were completed below or timely, compared to traditional procurement projects, of

which only 30 percent could be timely (UK National Audit Office, 2003 in Grimsey

& Lewis, 2005).

Limitations

a. Time Taking

Based on previous studies it is reported that most suppliers complain of the PFI's

acquisition process taking too long to make management decisions. For example,

Spackman (2002) study in Bing et al. (2005) argues that the most negative factor

associated with PFI's acquisition is "the many management time spent on contract

transactions, delays in negotiations and high participation costs". Additionally,

Carrillo et el. (2008) stated that the PFI project is complicated by traditional revenue

which involves taking longer time before the commencement of the construction

process, and this will give increased costs to private companies especially in terms of

human resource management which can reach up to 30 40 years without a positive

result.
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b. Risk Allocation

There have also been criticisms of excessive returns relative to the risks taken on by

the PFI projects: Infrastructure UK, a division of HM Treasury, has stated that: There

are concerns that the equity returns achieved in PFI projects have been too high and

that some investors have made windfall gains.

c. High Cost

According to research from Bing et al. (2005), PPP/PFI procurement has problems

such as high tender cost, complicated negotiation, innovation cost restrains and

conflicting in objectives between stakeholders. Carrillo at el. (2008) also find complain

from both of client and contractors that the costs for the bidding, design and

construction are higher than the traditional procurement.

Other issues may arise for PFI projects are over specification and complexity. In

instances where the procurement process is slow and lengthy, value for money for the

taxpayer can be reduced, and this may result in higher costs overall. It can be difficult

to make alterations to projects, and take into account changes in the public sector’s

service requirements. Contracts that would need to be terminated would generally have

to pay compensation. An example of this is Northumbria Healthcare NHS Foundation

Trust buying out its PFI deal, for which the Trust had to pay £24 million in costs to

terminate the contract and a further £4 million in compensation. 9 Despite these costs,

the foundation trust was still able to obtain savings of over £67 million from ending

the PFI contract early. Table 2.7 explains the potential advantages and disadvantages

of the PFI project method.
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Table 2. 7
The Potential Benefits and Disadvantages of PFI

Potential benefits Potential disadvantages
The delivery of an asset which might be
difficult to finance Conventionally.

Assumptions that using PFI reduces the
need for a robust value for money
assessment to be conducted.

Potential to do things that would be difficult
using conventional routes. For example,
encouraging the development of a new private
sector industry.

Reduced contract flexibility – the bank
loans used to finance construction require
a long payback period. This results in long
Service contracts which may be difficult to
change.

Encouraging the allocation of risks
to those most able to manage them, achieving
overall cost efficiencies and greater certainty
of success.

The public sector pays for the risk
transfer inherent in private finance
contracts but ultimate risk lies with the
public sector

Delivery to time and price. The private sector
is not paid until the asset has been delivered
which encourages timely delivery. PFI
construction contracts are fixed price contracts
with financial consequences for contractors if
delivered late.

Private finance is inherently complicated
which can add to timescales and reliance
on advisers

The banks providing finance conduct
checking procedures, known as due diligence,
before the contract is signed. This reduces the
risk of problems post contract.

High termination costs reflecting long
service contracts

Encouraging ongoing maintenance by
constructing assets with more efficient and
transparent whole-life costs. Many
conventionally funded projects fail to consider
whole-life costs.

Increased commercial risks due to long
contract period and the high monetary
values of contracts

Encouraging innovation and good design
through the use of output specifications in
design and construction, and increased
productivity and quality in delivery.

Increased cost of finance since the credit
crisis

Incentivising performance by specifying
service levels and applying penalties to
contractors if they fail to deliver.

Fewer contractual errors through
use of standardised contracts.

Source: Adapted from National Audit Office, (2011)
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PFI's method as a public procurement strategy and is now seen as a world trend in both

developed and developing countries. PFI not only delivers capital assets and services

to the public sector, but also creates a structure where VFM improvements can be

achieved through innovation and private sector management skills that will bring great

benefits to the public as end users (Heinecke, 2007). Because PFI's approach has

become a world trend as a public sector acquisition strategy, the value of PFI projects

worldwide is estimated to reach US $ 100 billion (Abdul Rashid, 2009). Based on

literature studies, general benefits of PFI projects include; more projects are delivered

on time or earlier on budget or cheaper; there is a significant increase in quality and

efficiency in service delivery to the public; and the government can continuously

upgrade capital assets and service quality despite facing fund constraints.

There is no doubt that the PFI method is one of the strategies seen most effectively in

the acquisition of public assets and services in the future, at least in the next 30 years.

In essence, the PFI procurement method is about the public and private sectors that

work together in partnership to deliver public assets and services. Through the PFI

project, the government acts as an assistant and facilitator while the private sector

provides expertise in financing and corporate management projects. Based on the

project PFI method, the public sector has no capital assets but instead purchases

services from the private sector that owns and operates under the concession agreement

entered into with the government. At the end of the concession period, typically 30-40

years or more, the private sector transfers ownership of capital assets to the

government in good operating conditions. This is seen to benefit the government,

especially in reducing government financial burden and at the same time can play a

role in providing public infrastructure and facilities.
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2.5 PFI in Malaysia

The introduction of PFI in Malaysia is considered as one of the government's efforts

to encourage private sector participation in local development projects, and also to

reduce government spending in infrastructure and public services (Zhou & Kurul,

2013; Takim et al., 2009). Nowadays, the government emphasizing PFI model due to

the model is said to be able to offer VFM compared with traditional procurement

methods (Takim et al., 2009). Hence, PFI is day by day increasing as procurement

strategy for project development in Malaysia, which is adopted to facilitate the

delivery of services and the development of mega projects with cooperation between

public and private sectors (Rahman et al., 2014).

At the beginning of its introduction of PFI in Malaysia is to review and improve the

implementation of policies that are available, such as privatization and corporatization.

However, its introduction is also seen as one of the reactive strategies caused by stress

from the public to improve public infrastructure and service delivery. In addition to

the public sector experiencing a budget deficit especially when the country is facing a

fiscal crisis and an increase in national debt in the 1980s (Khairuddin et al., 2016). PFI

is also seen as a step to prepare Malaysia towards 'Vision 2020' in which the

government sees no urgent need for more private sector companies who can act as the

driver of economic growth (Rashid, 2012).

The introduction of PFI is also seen as a new approach to the government procurement

strategy under the Private Public Partnership Program. Through the introduction of the

PFI method, it has become a key factor in increasing private sector participation in

national economic development (PPP Unit, 2015). In Malaysia, PFI is a form of
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cooperation between the public and private sectors, which is a form of business that

can stand alone, formed, funded and managed by the private sector as a package that

includes construction, operation and maintenance management (PPP Unit, 2015). In

particular, PFIs as defined in the 9MP are as follows:

'the transfer to the private sector the responsibility to finance and

manage a package of capital investment and services including the

construction, management, maintenance, refurbishment and

replacement of the public sector assets...which creates a standalone

business... the private sector will create the asset and deliver a

service to the public sector client...in return, the private sector will

receive payment commensurate with the levels, quality and

timeliness of the service provision throughout the concession

period...the structure of the lease rental payment for PFI projects

will guarantee a total return to the concessionaire’s capital

investment expenditures including financing cost repayment and

profit to investment...the asset and facilities will be transferred to the

public sector at the expiry of the concession period’

PFIs in Malaysia are often used interchangeably with PPP terms and are often used

alternately. However, in terms of its classification PFI can be described as part of PPP.

PPP generally includes Privatization and PFI. There are a few aspects that

distinguishes PPP from privatization and conventional procurement. The general

differences and condition to be met in implementing PPP / PFI project can be seen in

the table as include (Table 2.8).
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Table 2. 8
The Difference Approach between Conventional, PPP/PFI and Privatization

Items Conventional PPP/PFI Privatization

Practice
Procurement was
financed by the public
budget

Financing through
private financial
resources, without clear
guarantees from the
public sector.

Funding is through
private financial
resources without any
guarantee from the
public sector.

Financial
Risk

Impact on the
financial position of
the public sector

The impact on the public
budget over the
concession period.

Do not affect the level
of public sector
spending.

Project Risk
The risk is borne
entirely by the public
sector.

Risk is allocated to those
who can manage it most
effectively

The risk is borne
entirely by the private
sector.

Involvement
broad involvement of
the public sector at all
stages of the project
life

Public sector
involvement is through
the enforcement of
agreed KPIs.

The government acts
as a regulator.

Relationship
The relationship with
private contractors
were short-term

Long-term relationship
with private contractors.

Long duration of
relationship with
private contractors.

Payment
All matters of
valuation and
payment are the
responsibility of the
employer’s
consultants.

Typically, the
government pay unitary
payment to the private
sector entity. The unitary
payment is not fixed but
it varies depending on
the levels of services
offered.

Typically the public
pays user fee as
stipulated in the
concession agreement

Types of
Project

Used for projects
which yielding high
socio-economic
development, and has
strategic
considerations.

Used for projects that are
viable, where the public
sector is a major buyer of
the output

Used for projects that
have high commercial
viability, but not
necessarily the public
sector as the main
buyer of the output.

Ownership
of assets

Government
ownership.

Private sector entity
DBFOM capital asset but
transfers them to the
government upon the
expiry of the concession
agreement.

Government
ownership transferred
to the privatized

Sources: PPP Units (2015) and Abdul Rashid (2009)

According to PPP Unit (2015), there are the variety model for implementing PPP

project in Malaysia, which are; sales of equity, sales of assets, corporatization, Land

development/land transfer, Build-Operate-Transfer (BOT), Build-Operate-Own

(BOO), Management contract, leasing, Build-Lease-Transfer (BLT), Build-Lease-
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Maintenance-Transfer (BLMT), Listing, and Facilitation Fund. These models can be

analyzed as accompanying diagram (Figure 2.4).

Sources: PPP Unit (2015)
Figure 2. 4: The Model of that PPP commonly used in Malaysia

Although PFI officially announced under the 9MP in 2006, the PFI has never really

taken off, but the idea survived with the establishment of the PPP Unit and the

publication of PPP guideline in November 2009 (Johari, 2010). The introduction of

PFI Program also be regarded as enhancing the PPP Program in 8MP (Hassan &

Subari, 2015). To better understand the development of PFIs in Malaysia, it is

important to refine the start of government policy to involve the private sector in the

development of public sector projects. This situation can be understood through a five-

year government.

PPP Model

- sale of assets
- corporatisation
- land swap
- BOT,BOO
- contract

management
- Lease

- Facilitation fund
- Off-take
- Joint ventures
- Third Party

Financing (TPF)

- BLT, BLMT
- Build-Lease-

Maintain-Operate-
Transfer

Privatization

PFI

Others
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2.5.1 Public Private Partnership in Malaysia Plan

Private sector involvement in the provision of infrastructure is not a new idea in

Malaysia, and is said to be a more efficient method of construction especially for public

infrastructure development (Ho & Salleh, 2008; Zainon et al., 2012). These private

engagements differ in terms of concession, privatization to partnership. The origin of

PPP in Malaysia can be traced back to 1983 when the first privatization policy was

introduced, namely through two major policy development policies; ' Malaysia

Incorporated Policy' and 'Privatization Policy' (Khairuddin et al., 2016).

Through the introduction of PFIs in Malaysia, before the 1990s, the public sector

dominated the demand for construction of public infrastructure facilities, and most of

the project's implementation relied heavily on traditional acquisitions. In the 1990s,

when the construction industry expanded rapidly, and as the public sector through the

technical department, the Public Works Department or the Jabatan Kerja Raya (JKR)

could not meet the need for increased demand for public infrastructure projects, the

government had begun to encourage sector participation private sector in the

development of public infrastructure intensively. After the 1997/1998 recession, and

until now, the government aggressively pursued advanced state status by moving

together with the private sector. This can be seen in the government's Five Year Plan

where the Public-Private Partnership program has begun to be introduced, and PFI is

one of those.

Prior to the implementation of the Malaysia Privatization Master Plan (MPM) in 1983,

most infrastructure development was funded through the Government's Development

Budget as commodity capital goods (Yong, 2017). In 1983, Malaysia launched the
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MPM which has introduced private sector involvement in public infrastructure. It was

known as Privatization until 2009 when a specialized agency with a private public-

private partnership was established known as the Private Public Partnership Unit or

Unit Kerjasama Awam Swasta (UKAS). The agency is responsible for monitoring and

implementing PPP projects, as well as acting as secretariat for government projects in

five specialized economic corridors (PPP Unit, 2015).

To understand more clearly the starting of private sector participation in financing

government projects in Malaysia can be viewed through provisions in the

government's five-year planning. Malaysia five-years planning (MP) is a socio-

economic development plan for five consecutive years, which, through the design of

long-term set of policies and strategies, target of the macro-economy in various

sectors, the detailed program of the public sector in the various levels of government

(EPU, 2015). The First Malaysia Plan has begun to be introduced starting in 1966,

however the cooperation policy between the public and private sectors is starting in

the 4MP, which is in 1983, the Incorporated Policy is establish. The Privatization

Policy in Malaysia first announced by the Prime Minister in 1983 was the introduction

of new ways or new ideas in the management of national development, in which the

public sector as well as the private sector was viewed as a corporate entity or a business

that has ownership and working together to achieve the mission national development

(EPU, 2010).

In 1985, the government subsequently issued a more detailed policy guidelines for

privatization, particularly on implementation methods and mechanisms. This followed

by the introduction of privatization Master Plan in 1991 in the 6MP in 1991 to 1995.
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Under the 8MP in 2001 to 2005, PPP is has begun to be introduced. In March 2006

through the 9MP, PFI was first launched (Ismail, 2009). The chronology of PPP

evolution in Malaysia is shown in illustrated in Table 2.9.

Table 2. 9
The Evolution of Malaysian PFI.

1MP

1966-70

2MP

1971-75

3MP

1976-80

4MP

1981-85

5MP

1986-90

6MP

1991-95

7MP

1996-00

8MP

2001-05

9MP

2006-10

10MP

2010-15

Conventional Procurement

Public Private Partnership

Privatization PFI

Malaysia Incorporated Policy, 1983.

Privatization Policy, 1983.

Guideline on Privatization, 1985.

Privatization Master-Plan, 1991.

PFI, 2006.

Treasury Guideline, 2006.

UKAS Guideline, 2009.

New wave PPP, 2010.

Implementing Agency- Prime Minister Department.

Economic Planning Unit (EPU) UKAS (from 2009)

Sources: Khaurudddin (2016).

2.5.1.1 Privatization in Fifth Malaysia Plan

Privatization policy launched in Fifth Malaysia Plan (5MP) (1983) as a government

effort to strengthen the role of the private sector in the country's economic

development. The main objective of this policy is to promote economic growth,

improve efficiency and productivity, reduce the size of the public sector by reducing

its role in the economy, and to meet the objective of restructuring the National

Development Strategy by promoting the involvement of the private sector and the

public sector in national development (PPP Unit, 2015). Generally privatization can

be defined as the transfer of business ownership from the public sector to the private

sector. This also refers to the changing status of business, way of management, services

and industry status in Malaysia, in which the private sector also plays a part in the

management of national development (Jomo & Tan, 2003).
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The introduction of privatization policy is an important component in the overall strategy

of national economic development (EPU, 2015), especially in the effect on local

development (Ho & Salleh, 2008). In line with the implementation of the privatization

policy, section Privatization (formerly known as the Special Task Force privatization)

was established and placed under the Economic Planning Unit (EPU) under the Prime

Minister Department, which is serves as secretariat to the Committee on Privatization

(PPP Unit, 2015). Privatization can be implemented through several methods as follows:

Sales; Lease; Management Contract; Build; BOT; BOOT; BO (Build-Operate); and BLT

(Build-Lease-Transfer).

As the impact of privatization policy, government have reported positive outcomes

particularly in helping government to reduce financial and administrative burden, as

well as to improve efficiency in the provision of public services (Jomo & Syn, 2003;

Ismail & Rashid, 2007). Since the introduction of the privatization program from 1983

to April 2009, there were about 474 privatization projects have been implemented

across the country (PPP Unit, 2015). There are 474 privatized projects as of 31

December 2003 displayed in the following chart showing percentage by sector division

(Figure 2.5).
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Sources: Fifth Malaysia Plan (2003) in Yong (2017)
Figure 2. 5: Distribution of Privatization Projects by Sector 1983 - 2003

Privatization were also criticized. Abdullah et al. (2014) mentioned that, even though

privatization has successfully attracted private sector companies to Malaysia however

several projects implemented is failed and needed to be bailed-out by the government.

Privatization also criticized as the appearance of 'capitalism' (Phua, 2001), 'cronyism'

and 'crony capitalism' (Jomo & Tan, 2003). However, no doubt that privatization

policy has led to the introduction of PPP model in Malaysia to undertake as part of the

new modes of procurement (Abdullah et al., 2014).

2.5.1.2 Public Private Partnership in Eight Malaysia Plan

In the Eight Malaysia Plan (8MP) (2001-2005), the government has focused more on

private sector initiatives, while the public sector will play a role to facilitate such
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collaboration through the provision of more conducive institutional and service

frameworks (8MP, 2001). The government will encourage more domestic investment,

attract foreign direct investment (FDI) quality, and work towards focusing on

promoting private investment to build nation-building strategies.

In the 8MP, the government has enhanced the pro-business policies to provide a more

conducive environment to support successful businesses. The private sector has been

encouraged to increase investment quality and develop higher 'value added' activities.

Privatization policies implemented in 5MP as a way to strengthen the role of the

private sector in economic development, while increasing Bumiputera participation in

the corporate sector. In the 8MP, the effort continued with emphasis on the

improvement in the quality of public infrastructure to create a more conducive

environment for private initiatives, thus helping to promote development to groups and

players in the industrial sector to be more competitive (EPU, 2018). In the 8MP (2001

to 2005), 35 projects were approved for implementation in various sectors under

Public-Private Partnership program. Table 2.10 shows the number of privatized

projects by sector and methods from 2001 to 2005.
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Table 2. 10
Privatized Projects by Sector and Methods (2001-2005)

Privatization Method (Number of Projects)
Sectors ES BOT BLT AS BOO LD L LA MC Total %

from
total

Agriculture &
Forestry

1 1 0 0 0 0 0 0 0 2 5.7

construction 0 3 2 0 0 10 0 0 0 15 42.9
Electricity, gas
and water

0 1 0 0 5 0 2 0 0 8 22.9

Transport, storage
and
communication

0 0 0 0 0 0 1 1 0 2 5.7

Government
services

0 0 0 1 0 0 0 0 1 2 5.7

other services 0 1 0 0 0 0 0 0 5 6 17.1
Total 1 6 2 1 5 10 3 1 6 35 100.

0

Sources: Economic Planning Unit (EPU)

Note: Equity Sales= ES
Build-Operate-Transfer= BOT
Build-Lease-Transfer = BLT
Assets Sales =AS
Land Development = LD
Listing = L
Lease Assets =LA
Management Contract =MC

2.5.1.3 Private Finance Initiative in Ninth Malaysia Plan

In the Ninth Malaysia Plan (9MP), larger private sector participation has been

promoted. In this RMK-9, the government focuses on more transparent governance in

the public and private sectors to increase efficiency, which in turn will make Malaysia

more competitive and attractive to investors.

In achieving this goal, the government has identified five key thrusts and one of them

is to play an important role in the private sector. Furthermore, private investment is

also enhanced by providing a more conducive environment to the business

environment, enhancing the development of small and medium enterprises, improving

the PFI project as an effort to attract high quality foreign direct investment.
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Planning in the 9MP has been carefully implemented to foster high-performance

culture and excellence in the public and private sectors, including in government-

linked companies. In the 9MP it also encourages all parties to play a role in economic

growth - The private sector is seen as a catalyst for growth, the public sector as

facilitators and regulators, and while civil society and others as partners in

development (EPU, 2018) .

In role of the private sector in the country's economic development, public and private

sector partnerships are strengthened towards national development within the country's

five-year Plan. Public and private sectors enhance cooperation, especially in the areas

of Research and Development (R&D), human capital development, and achieve

national socio-economic objectives. The 9MP has been designed to look at the

introduction of private financial initiatives under the privatization program, which will

offer more opportunities for private sector participation in the development of public

infrastructure and service delivery.

The PFI is implemented as a new procurement method under the PPP scheme to

enhance the participation of the private sector in economic development. In many

studies of various countries, PPPs and PFIs are often used in simultaneous, although

there are studies that distinguish between the concepts of these two methods. In

Malaysia, the principle of PFI as announced in the 9MP forms part of the principle

under the PPP umbrella, and is often used interchangeably. Since its introduction in

Malaysia, up to 2008, nearly RM20 billion has been allocated for project development,

and from 880 projects, 425 project was implemented using the PFI procurement

system.
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Since the PFI program was introduced in Malaysia in 2006, up to now, 611 projects

have been successfully implemented with a cost savings of RM182.45 billion to the

Government (PPP Unit, 2015). Furthermore, in the budgets of 2017, the Prime minister

has announced that various Rakyat-Centric projects will be continued through PFI with

an allocation of RM10 Billion (The Star, 2017, Oct 21).

2.5.1.4 Development Achievements under the Tenth Malaysia Plan and
Eleventh Malaysia Plan

In the Tenth Malaysia Plan (10MP) in 2011 to 2015 is the first 5 Year Plan following

the adoption of the New Economic Model (NEM). In the first years of the 10MP, the

main problem identified was Malaysia is facing a drop in private sector investment

(EPU, 2018). In terms of public infrastructure development, the 10MP focuses on

enhancing the physical infrastructure by developing a wider public transport system

that covers people's focus areas to increase linkages and excesses to the country's

economic growth. Advanced logistics and trading facilities are also encouraged to

grow. Consequently, continuous efforts are also being made to rebuild the services

industry and basic facilities to ensure that resources can be used more effectively and

more optimized energy delivery.

The 10MP targets a Gross Domestic Product (GDP) growth of 6% per annum over a

period of five years, in which the GDP is led by the private sector, and is supported by

the public sector. To achieve this goal, the focus of the 10MP is to restore the private

sector by providing and ensuring a conducive environment, including facilitating the

economy, providing equal opportunities by promoting and allowing fair competition

based on the use of intellectual capital, property, innovation and technology

development. During the 10MP, the government made large investments in transport,
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digital and energy infrastructure in line with rising demands for these assets. In the

five-year period, the road network grew by 68%, connecting more rural areas to

national economic growth.

In the Eleventh Malaysia Plan (11MP) (2016 to 2020) is expected to build on the

achievements of the 10MP. The 11MP will thus focus on rural and rural-urban

connectivity, with several projects were mentioned such as; The Pan Borneo Highway,

the Central Spine Road, Kota Bharu-Kuala Krai Highway, and the Lebuh Raya Pantai

Timur. The government has also placed emphasis on increasing the usage of public

transport in urban areas with continual emphasis is placed on completing the Klang

Valley Mass Rapid Transit (KVMRT) system. To encourage private sector

participation in the apprenticeship program, the Government has provided some forms

of incentives, such as incentives in the form of grants and tax exemptions (Young,

2017). The government has also been encouraging for research partnerships among the

Government, industry and academia will continue to be improved (Eleven Malaysia

Plan, 2016).

2.5.2 PFI Implementation Process in Malaysia

The introduction of PFI in Malaysia is considered as one of the government's efforts

to promote private sector participation in local development projects, and at the same

time reduce government spending (Zhou & Kurul, 2013; Takim et al., 2009). The

government emphasizes this PFI model as the model is said to offer VFM compared

to other traditional procurement methods (Takim et al., 2009).
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PFI in Malaysia inspired by the experience in the UK, but in the process and its

implementation is a different arrangement with the UK model (Khaderi & Aziz, 2010,

Ismail, 2009; Takim et al., 2009). As shown in the attached table (Table 2.11), there

are some comparisons between PFI in Malaysia and PFI in UK.

Table 2. 11
Comparison Malaysia’s PFI and United Kingdom PFI

Characteristics Malaysia United Kingdom

Definition of PFI
A project has to be financed and
managed by private sector
companies, in return for lease
charges

A project has to be designed, built,
financed, and managed by a private
sector companies. The companies
are paid less if they do not reach the
targeted performance

Introduction years 2009 1992

Guideline
No - expected to be out soon. No
timeline given

Complete and keep updated

Financing
mechanism

Through EPF (a government-
linked agency)

Private Investors

Contract Period Between EPF and DLDGM 30 years
Role of public

sectors
Assumes ownership of the asset
during hand over (when the
construction finishes)

Assumes ownership of the asset at
the end of the 25-30 year contract

- Pays lease charge
- Design and finance the

project
- Maintain the

infrastructure

- Pays an annual charge for
the completed project for
25-30 years

- Operates the network and
ensures safety although
the government is now
proposing private sector
management

Role of private
sectors

- Build new projects
- Maintain during defect

liability period

- Design, build and finance
new projects

- Maintain the
infrastructure over 25-30
years

Risk definition Risk distribution Risk sharing

Risk Bearing
- Government bears the

credit risks.
- Private sectors ensure

that the facilities built
are functional

- Insurance company
protects for risks of
damage and business
interruption.

- Investors bear residual
risks, including credit
risks

Sources: Zainon et al. (2012)
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PFI Malaysia is often seen as a Malaysian version of PFI, especially in terms of its

principles and approaches (Khaderi & Aziz, 2010; Takim et al., 2009; Abdullah et al.,

2014). However, in terms of its philosophy and concept, the introduction of PFI in

Malaysia is similar to the PFI model introduced in the UK (Khaderi & Aziz, 2010,

Ismail, 2009). PFI in Malaysia is understood as PPP type. Therefore, the PPP

framework has been adopted and used as a guide for the implementation of PFIs. To

date, there is no specific framework for PFI implementation in Malaysia (Ismail, 2009;

Khaderi & Aziz, 2010). Therefore, to understand the implementation process of the

PFI project in Malaysia, the PPP Unit or Private Public Partnership Unit (UKAS) has

laid out the framework for the PFI project in Malaysia based on the PPP project

implementation framework as shown in Figure 2.6.
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Call circular on national

development plan to all

ministries/agencies.

Submission of PPP/PFI proposals

by Ministries/agencies.

Consideration and evaluation of

PPP/PFI proposal and submission to

cabinet for approval in principal.

Ministries/agencies prepare bidding

document and invitation to bidders.

Ministries/agencies to shortlist 3

companies for submission to PPP

Unit.

PPP committee to evaluate and

endorse the best company based on

Ministries/agencies.

Approval in principle from the

cabinet for the selection of the

company.

Negotiation of terms and conditions

with the selected company.

Memorandum to the Cabinet on

finalized terms and conditions.

Signing of PPP/PFI agreement.

Project implementation.

Sources: PPP Unit (2015).
Figure 2. 6: The Process of PPP/PFI Projects in Malaysia
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The framework of the Public-Private Partnership implementation in Malaysia as stated

in Implementation Coordination Unit (ICU) is based on:

i. Centralised planning and processing of PPP Unit, Prime Minister's Office

(UKAS);

ii. decentralized implementation and monitoring by the Ministry and the State

Government; and

iii. Negotiations / standard terms and conditions of the concession agreement by

the Committee of Public-Private Partnership (JKAS).

The coordination as stated above is carried out through a Public-Private Partnership

Committee (JKAS) and the High Level Committee on Public-Private Partnership

(JTAS). This is to facilitate coordination between PPP Unit or UKAS and central

agencies concerned and interested parties before a proposal is presented to the Cabinet

for a decision. While the agencies and stakeholders for public-private partnership

including the Finance Ministry, EPU, Prime Minister, Attorney General, Department

of Lands and Mines, Federal Land Commission of Valuation and Property Services

Department, and the implementing agencies (ICU, 2016).

As stated in the PFI's implementation guidelines, PFI's implementation in Malaysia is

aimed at promoting partnerships between public and private sectors in contributing to

long-term economic growth. The concept of PFI is also a government procurement

method based on the principle that public facilities are built and funded solely by the

private sector without financial support from the Government, and financial

implications to the Government are in the form of rent or service charges during the

concession period. However, the transfer of ownership of the asset after the concession
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period is also an option and not a prerequisite or obligation (PPP Unit, 2009). PPP Unit

indicated that, PFI implementation is an emphasis on VFM, where to achieve this

objective several steps need to be taken, such as the allocation of risk between the

government and private companies, Whole Life Costings (WLC), Innovation whether

in design, construction and maintenance, service delivery performance, and output

driven.

2.5.2.1 The Selection of PFI projects

The selection of PFI projects is complex. Normally the consortiums submitting the bid

must exercise great skill and introduce innovation in their proposal, and they usually

must address the principal’s requirements for the project as provided in the output of

specification, performance standards, payments method and project agreement

(Kharuddin, 2009).

In Malaysia, the selection of projects to be implemented by PFI is determined by the

Economic Planning Unit (EPU), under the Department of the Prime Minister.

According Circular Latter (2006), Secretary General to the Treasury, the PFI projects

financed under 9MP should also be implemented by technical agencies such as the

Public Works Department (JKR) or the Department of Irrigation and Drainage (JPS),

whichever is relevant. However, the project working value not exceeding RM5 million

can be carried out by the agencies without the need to refer to the Technical department

in advance, but the project work should be managed according to current procurement

rules and procedures that have been set by the government.
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Based on the Circular Latter (2006), Secretary General to the Treasury, the projects

that have been approved for implementation under the PFI can also be broken down

into a number of packages to be tendered separately according to the rules laid down

under the Surat Pekeliling Perbendaharaan (SPP) bills. 1 in 2005 (Peraturan

Memecah Kecil Tender Kerja). However, the ceiling price set by EPU provisions and

regulations under Standards and Cost Committee shall be complied with.

For spending power, the finance ministry will issue a Letter of Authorization to

Shopping (Surat Kuasa Berbelanja) to the ministries that involved, with a copy to the

technical agencies, so that the project can be implemented as soon as possible, and for

the terms of the procurement and bid, all the rules and procedures of the existing

procurement and contract terms for projects financed under the provisions of the 9MP

are also applicable to projects implemented under the PFI program. All the projects

approved under the PFI program shall be implemented on a tender basis. Limits and

powers of the Board Procurement Agency to agree to tender PFI projects is such that

power had been established under the SPP bills. 11 of 2001 (second additional to the

SPP bill. 2 of 1999). For the tenders worth RM50 million and below, shall be invited

from among Bumiputera contractors. The Agency is also allowed to perform limited

procurement tender for projects worth RM10 million and below, at least among 10

local Bumiputera companies. Local Bumiputera companies’ means companies are

categorized under native status and the address on the certificate of registration of

contractors Contractor Service Centre (PKK) and Construction Industry Development

Board Malaysia (CIDB) are in the state where the project was implemented. The

election of the company's that invitation to tender is restricted, and shall be decided by

the Board of Procurement Agency. Whereas, for the appointment of the consultant and
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the determination of the cost of the consultant shall be made in accordance with the

procedure laid down in tuition bills. 3 of 1995 and SPP 15, 2001.

2.5.2.2 Principles of Payments

The Contractor will be paid according to the progress (Progress Payment)

implementation of a project. Based on the Circular Latter (2006), Secretary General to

the Treasury, procedure fees are based on current regulations applicable. While

progress payment claims by contractors needs to be confirmed by the implementing

agencies or consultants appointed by the ministries involved. Progress of the project is

to be managed by the implementing agency and paid through the Special Trust

Account managed by the Accountant General (JAN), where JAN would make direct

payments to contractor involved.

Payments for the PFI project are based on the performance of the services being

circulated, for which payments will only be paid by the government if the services

provided meet the agreed level or the predetermined Key Performance Indicator (KPI).

Payments to private companies also include development costs, maintenance costs,

equity returns and financing costs.

Typically, if the performance of the service or the facilities provided is not met as

agreed, for example, damage to assets, the private company must provide either or

exceed the quality of existing assets or buildings and finance the costs involved.

Failure to comply with KPIs may result in penalties for private companies. The penalty

is as a monitoring mechanism for projects undertaken using the PFI method. Payment

methods for PFI projects are as follows:
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i. Procurement involves the transfer of property

Asset acquisition is used when the PFI project involves the transfer of assets to the

Government. In this case, the form of payment from the Government will be divided

into two, i.e. the availability of periodic payments as payment for services provided,

and payment of maintenance as a fee for maintenance costs. For recurring payments

or the entire payment will be made wholly when the facility is completed, usable and

in good condition as specified in the contract of agreement.

ii. The acquisition not involves the transfer of Assets

For PPP/PFI projects is completed but not involving the transfer of assets at the end of

the concession period, payments cannot be solved with a specific section or by certain

part, in other words, payment of rent whole or taxes incur a penalty if the level of

service and maintenance does not meet such as KPI has been set.

2.5.2.3 Project Evaluation Criteria

To enable the Ministry or agency to identify and select projects or services suitable for

PPP implemented, the following criteria are used as a guide:

i. Type of  Project

The proposed project must meet the needs and priorities of the Government for a

period of a certain plan, and have a long economic life span and require constant

maintenance, for at least 20 years. It should also be ensured that this project has

benefits that can be enjoyed not only by the company but also the government as a

purchaser of services. In addition, the optimal distribution of risks between the parties

involved should also be finalized.
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ii. Qualifying of companies

SPV's leading companies for PFI projects must have a strong financial position and

has the management expertise and technical resources related to a given project. The

SPV Company for the PFI project must have a strong financial position, and have

management expertise and technical resources related to the project. In addition, the

paid-up capital of SPV companies involved is at least 10% of the value of the project,

and the SPV Company must prove it has the ability not only to build assets and manage

risks, but also to maintain the assets. SPV companies should also show the appropriate

level of innovation that can contribute to the quality of services provided thus

providing economic value to service buyers i.e. the government.

Other criteria such as equity structure, and participation of foreign companies if the

necessary skills are not available locally and if not enough of local capital.

2.5.2.4 Role of Implementing Agency

Implementing agencies, such as JKR and LAs need to be fully engaged and actively

from the initial planning stages of the project to ensure the implementation and

monitoring of the project can proceed effectively. The implementing agency must also

be fully involved in the negotiations as well as the technical and financial terms and

conditions of the concession agreement. To ensure that the concessionaire complies

with the terms and conditions of the agreement as well as the standards, quality and

service time as defined by the KPIs, the agency should establish a special unit to

oversee and monitor the implementation and maintenance of the project on an ongoing

basis. Other than that,  In order to ensure the ability of implementing agencies regulate

and monitor the implementation of the project, efforts must be made to improve the
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knowledge, skills and experience of the labour involved with projects to be

implemented. The role of implementing agencies can be divided into several stages as

follows:

i. Planning stage

In the beginning, the agency must ensure the scope of the project requirements or

specifications of the desired output, and then review the budget implications of the

payment to be made to the company over the concession period. Once these matters

have been identified, the project proposal may be submitted to the relevant PPP Unit,

under Prime Minister Department for further evaluation. Next, the process for the

approval in principle of the Cabinet, and once approved, the agency may implement

the tender process.

ii. Tender process

In order to avoid confusion and duplication of functions in the tender for PPP projects,

the scope and terms of reference of the Tender Board and Procurement existing at the

agency level should be expanded to include tenders for PFI projects. The board is

responsible for implementing all the bidding process and certify three companies have

been shortlisted to PFI Committee in PPP units, Prime Minister Department for

consideration and selection of the best companies. PPP Committee in PPP units, Prime

Minister Department, which also comprised by the implementing agency responsible

for the process of negotiating terms and conditions of agreements with selected

companies. The Implementing agencies should comply with regulations and

procurement procedures as contained in the Instructions Treasury / Treasury Circular

/ Treasury Circular Procedure Preparation, Assessment and Acceptance of Tender

currently in force. All costs related to the preparation of bidding documents, briefing

and further clarification on the bid offer shall be borne by the companies involved.
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iii. During Construction

To ensure the project goes smoothly the relevant agencies need to monitor the

implementation of the project over time. In this connection, the agency must ensure

the physical work that is carried out to meet the output specifications and detailed

design concept, adherence to the rules and laws related with implementation schedule

set. In this regard, Standard and Cost Section, Economic Planning Unit, Prime

Minister's Office will be the lead agency in determining an output specification of the

proposed PPP project.

iv. The Concession Period

During the concession period, Relevant agency through a special unit is required to

monitor service performance in accordance with the KPI set, as well as adherence to

the terms and conditions of the contract and thereafter make appropriate payment to

the companies involved. Before the expiry of the concession period, Within the 24

months before the expiry of the concession period, the agency should undertake the

auditing of assets to ensure that the assets will be transferred to the Government to be

in good working order.

2.5.3 The Structure of PFI Project Implementation

The structure of the PFI project will involve several stakeholders, such as contractors,

construction companies, consultants, facility management companies, institutions

financiers and investors. The typical PPP/PFI project structure (shown in figure 2.7)

ensures commitment from the relevant parties and also for better control, management

and supervision of the project.
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Sources: PPP Unit (2015)

.Figure 2. 7: Typical PPP/PFI Structure

Based on the Figure as showed above, the Structure of PFI Project Implementation in

Malaysia can be explained as follows:

i. Forming a SPV comprising financiers, construction contractors, designers,

suppliers and facility management operators, made primarily for certain PPP /

PFI projects (Ismail & Haris, 2014). The main function of the construction

contractor is to construct facilities under the agreed contract, while facility

management operators will maintain facilities throughout the contract period,

while the financiers are fund providers, and project financing usually consists of

equity investors and debt suppliers (Unit PPP, 2009; Ismail & Haris , 2014),
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ii. The public sector, which is responsible for identifying and assessing projects to

be implemented through PPP / PFI, preparing and managing projects for

competitive bidding process, providing clear goals and scope of the project,

output specifications, payment mechanisms and the KPI, ensure the provision of

equitable and optimal risk management, contract management and performance

monitoring and protecting the public interest (PPP Unit, 2015), and

iii. PFI for All ministries is the current PFI practice in Malaysia under the 9MP,

which is the government forms a SPV known as Syarikat Pembinaan PFI Sdn

Bhd. The financing for PFI projects will be provided by Syarikat Pembinaan PFI

Sdn Bhd using loan from EPF or PTF, and channels the money to the ministries

and implementing agencies, such as The Public Work Department or Jabatan

Kerja Raya (JKR). These agencies will pay the contractors and consultants

through the Accountant General’s office.

2.5.4 Types of PFI in Malaysia

PFI in Malaysia does not have a standard classification. According to Khairuddin

(2009), limited information available on the true nature of the PFI implementation

process in Malaysian. However, Khairuddin (2009) was give the impression that the

PFI in Malaysia can be divided into three types as described in the Figure 2.8 included.
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This is the RM20 billion under the 9MP
*KDN = Ministry of Home Affairs
*EPU= Economic Planning Unit
*MOF= Ministry of Finance
*EPF= Employees Provident Fund
*PTF= Pension Trust Fund

Sources; Khairuddin (2009).

Figure 2. 8: Types of PFI in Malaysia

Khairuddin (2009) describing three type of PFI, which are;

i. PFI in the Universal approach, which is the PFI model that practiced in the UK.

The types of PFI, the characteristic is universally accepted as PFI concept in

worldwide, and in Malaysia this types are not already identified for

implementation under 9MP.

ii. PFI for Kementerian Dalam Negeri (KDN) is a government owned SPV, known

as Pembinaan BLT Sdn Bhd was formed entrusted to acquire project finance

from private sector and government owned funding; The Employees Provident

Fund (EPF) and Retirement Fund Inc. (KWAP), to building project such as

police station, quarters and associated works for the KDN.

Types of PFI

The Universal
Approach

EPU

KDN

Pembinaan BLT
Sdn. Bhd.

Total Procurement
with funding

(EPF/PTF)

All Ministries

Pembinaan PFI
Sdn. Bhd.

Under MOF
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iii. PFI for All ministries is the current PFI practice in Malaysia under the 9MP,

which is the government forms a SPV known as Syarikat Pembinaan PFI Sdn

Bhd. The financing for PFI projects will be provided by Syarikat Pembinaan PFI

Sdn Bhd using loan from EPF or PTF, and channels the money to the ministries

and implementing agencies, such as The Public Work Department or Jabatan

Kerja Raya (JKR). These agencies will pay the contractors and consultants

through the Accountant General’s office.

Yahya and Chee (2007), and Lou et al. (2013) classifies the PFI approach into two

types, the first of which is the PFI project targeted at small and medium infrastructure

projects, such as schools, community halls and police stations, and these projects will

attract small and medium sized contractors rather than large construction companies .

The second approach is the PFI project involving large-scale projects or mega projects,

such as the Penang Second Bridge and KL-Singapore project. Takim et al. (2009),

Khan et al. (2010), and Yahya and Chee (2007) explained that the PFI approach in

Malaysia is divided in two method of approaches, which are; First approach is the

government using public funds to finance the starting of a project that mostly involve

mega projects, such as the government announced that the Employees Provident Fund

(EPF) is to be the financier for PFI projects, and the second approach is similar with

the PFI international practice of public-private partnership model.

For the first approach, the EPF agreed to invest RM20 billion to finance of 547 PFI

projects under the 9MP and 10MP (EPU, 2015). PFI Sdn Bhd was established as

Special Vehicle (SPV), which is placed under the MOF as an organization responsible

for managing and distributing funds to PFI project providers (Khaderi & Aziz, 2010;
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Ismail & Rashid, 2007). The PFI Sdn Bhd has the responsibility and commitment to

design, construct, operate, manage and maintain the facility of PFI project throughout

the concession periods, which is normally the period of concession for PFI project is

about 23 years that consist of three years construction phase plus 20 years of

maintenance of the buildings (Ismail et al., 2009; Ismail & Rashid, 2007). At the end

of the concession period, the buildings will be handed to the public sector, sometimes

at zero costs (Abdullah et al., 2014). In return the government will pay for the services

based on the standards and performance provided (Ismail et al., 2009). Currently, PFI

projects worth of RM63 billions identified under the 10MP.

It seems that the Malaysian government's policy is contrary to the real concept of PFI

introduced in the UK. This approach has caused criticism and debate by several

researchers in Malaysia such as from Khairuddin (2009), Takim et al. (2009), Abdullah

et al. (2014), Lou et al. (2013), and Ismail (2014). Such a critique, the source of EPF

that has been used to finance PFI projects, which the EPF is mainly based on public

saving and should not be at risk. Other criticism such as the issue of selection of

contractors for government projects which said not in transparency practiced (Khaderi

& Aziz, 2010), monopoly by some private concessionaires, and cronyism issues

(Jayaseelan & Tan, 2006; Khaderi & Aziz, 2007), which this situation will reduce

healthy competition among private company (Ismail et al., 2012). The PFI approach

in Malaysia is show in the Figure 2.9 as attached.
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Publicity Funded Privately Funded                   Privately Funded

Sources: Khaderi & Aziz (2010).
Figure 2. 9: PFI Approach in Malaysia

2.5.5 Keys Characteristic PFI in Malaysia

In explaining the characteristics of PFI in Malaysia, Khairuddin (2009) and Takim

(2009) outlines several characteristics of PFI project. In Malaysia, PPP and PFI terms

are interchangeably used, and the PPP framework is also applicable to the

implementation of PFI projects. The PPPs guideline implemented in Malaysia includes

several key features to determine the nature of the procurement financing.  Based on

PPP Unit (2015), the key characteristics of PPP/PFI explained in the accompanying

Table 2.12.

Government Sector Initiated

Project under the
9MP RM20 billion
scope

Projects outside the
RM20 billion scope

Facilitated by PFI
Sdn Bhd

-Second Penang Bridge

-Johore Monorail

-Penang Monorail

Project endorsed by
the MOF

-Bullet Train from KL
to Singapore

-@enstek Medical
City

Private Sector
Initiated
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Table 2. 12
Key Characteristics of PPP/PFI in Malaysia

Author The Characteristics of PFI in Malaysia

Khairuddin (2009)

- The private sector creates stand-alone business through the
construction, finance, management, maintenance,
refurbishment and replacement of capital assets and delivers
services to the government as the client.

- In return the delivery of service, the private sector receives
lease rental payment.

- The structure of the lease rental payment guarantees a total
return to the concessionaire’s capital investment expenditure
including financing cost repayments and profit to investment

- The capital assets and facilities will be transferred to the
public sectors at the expiry of concession period.

- The concession agreement should be fair to both parties
(government and private sectors)

- PFI method of procurement include BLT, BOT or BOO.

Takim (2009)
- partnership of public and private sector; public and private

sector partnerships;
- government purchase of services, but not assets;
- service delivery to the specified output based performance

standards that have been agreed upon;
- whole life costing of a project
- The process is detailed and transparent procurement, the

tender competition emphasizing value for money and lower
costs; and

- Integration of design, financing the construction and
operation.

PPP Unit (2015)

- The relationship between the public and private sectors based
on smart partnerships;

- Public sector output and results derived from length of service
concessions which have been agreed;

- The private sector determines the input required to achieve a
given output, and the private sector are also given the freedom
to introduce innovations into the design and development in
order to reduce the overall cost;

- Fees for services are based on standards and performance have
been agreed;

- Promote the 'culture of maintenance' where the concessionaire
will be responsible for the maintenance of assets in the long
term for the entire period of operation has been agreed;

- Integration of design, construction, financing, maintenance
and operation is a total package as a whole;

- Transfer of assets at the end of the concession period is one
option to the Government;

- Optimal risk sharing allocated to the party best able to manage
it;

- The entire life cycle costs (WLCC) in which PFI projects are
typically awarded based on the lowest total cost of which is
offered throughout the concession period, compared with low
construction costs under traditional procurement methods.
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In 2006, under the 9MP, another government owned SPV- Syarikat Pembinaan PFI

Sdn Bhd was formed. Syarikat Pembinaan PFI Sdn Bhd is responsibility to implement

425 projects worth RM 20 billion (Khairuddin, 2009). The funding was provided by

the EPF, Pension Trust Fund (PTF) and a government linked bank, which is Bank

Pembangunan Malaysia Berhad. In the 10MP, another RM 63 billion was allocated

for PPP projects, and RM 20 billion for facilitation fund (Abdul Rashid et al., 2016).

The accompanying Table 2.13 shows the amount allocated to the PFI project

investment of RM20 million for the selected sectors.

Table 2. 13
Development Allocation under the 8MP and 9MP

Main Sector 8MP 2000-05
(RM million ;%)

9MP 2006-10
(RM million ;%)

PFI Projects in
9MP

(RM million ;%)
Economic 65,446

(38.5)
89,886
(44.9)

1,294

Social 69,377
(40.8)

74,754
(37.4)

11,915

Security 22,042
(13.0)

21,203
(10.6)

4,276

General Admin 13,135
(7.7)

13,957
(7.0)

2,515

Total 170,000
(100.00)

200,000
(100.00)

20,000

Sources: Khairuddin (2009)

The Government has introduced PFIs in the 9MP, which is a new alternative to

traditional procurement. The PFI was introduced under the PPP framework, which

reflects the Government's desire to enhance private sector involvement in the economy

while at the same time promoting domestic investment growth in Malaysia using local

resources. The purpose of this guideline is to provide clarification to the agency on

PPP / PFI's fundamental principles and procedures that have been drafted by the

Government as a guide to implementing this approach. In this connection, the

document contains information on the following: PPP concept framework; Payment
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principle; Project evaluation criteria; Project implementation structure; Processing and

implementation procedures, and; Guide to providing project business case. To

understand more detail about the process of implementation of PFI projects in

Malaysia, can be referred to the Guidelines on Public-Private Partnership are attached

in the Appendix section (Appendix 3).

2.6 PFI and Underlying Theories

As regard of PFI-related topics, especially on the conceptual, and to gain a broader

understanding on the subject of the study, it is necessary to explore and explain the

main ideas and the theories that support the construction of this study. According to

Richard and Morse (2013), theories is guide the researcher into identifying important

issues that want to examine and the people who need to be studied. Related to the topic

of research, there are several theories and model are seen having relevance to be

associated.

The debate surrounding public-private partnership started in the public sector area in

the 1990s (Alfan & Zakaria, 2012), following the public sector reforms advocated in

New Public Management. The reforms were initiated in an effort to streamline the

public sector, as the sector had become ‘bloated’ as well as ‘laden’ with inefficiencies

and bureaucracies (Alfan & Zakaria, 2012 ), and the over-sized public sector gave rise

to another issue- financial constraints. With restrictive budgets, the public sector was

becoming more restrained from providing infrastructure and related service to the

public. Hence, this paved the way for the emergence of PPP as a mechanism to provide

public service.
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In view of PFI-types of PPP, the new economic model often seen has had a significant

impact (Eagle, 2005). New Public Management (NPM) is one of the new thinking in

the new economic model, and the conventional wisdom holds that NPM has its origins

of the Agency theory, and other theory like public-choice theory and managerialism

theory (Gruening, 2001).

2.6.1 PFI as Part of New Public Management Reform

Many previous studies related to PFI, stating that the PFI is an integral part of the New

Public Management (NPM) reforms (Dunleavy et al., 2006; Cutler & Waine, 2000;

Broadbent and Laughlin, 2004; English & Skellern, 2005; Asenova et al., 2007;

Greener, 2005). As stated by Broadbent and Laughlin (2004), PFI has now expanded

and known as NPM agenda particularly in bringing change to the way public service

delivery and provided. This practically coincide, in the way as the concept of NPM

also expand the role of private sector in the provision of public services through

'contracting out' input supply many public services to the private sector (Mayston,

1999).

NPM, as a new movement, began to spread in the early 1980s, with the argument that

government should be run like a business and that entrepreneurial based techniques

should be utilized in an effort to enhance government performance (Eagle, 2005).

Vigoda and Sagie (2008) described NPM as a new approach in the field of public

administration, where the knowledge and experience gained in the experienced user

and course in business management and also from other fields to improve the

efficiency, effectiveness and the performance of public services, especially in the

modern bureaucracy. NPM then has been identified as an alternative in the provision
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of public services, and trying to improve the performance of the public sector to adopt

private sector management (Rakic & Radenovic, 2011).

As outlined by Weikart (2001) in Vigoda and Sagie (2008), study of NPM can be

viewed based on five core principles, and this five principles is an important

philosophical discipline in NMP. These are the five principles is:

i. Downsizing - reducing the size and scope of government;

ii. Managerialism - use business protocol in the management of the government;

iii. Decentralization – the decision making process is based on or closer to the

recipients of services;

iv. Bureaucracy - the restructuring of government to emphasize results rather than

process;

v. Privatization - direct government provision of goods and services to private

companies.

The NPM reform agenda has been closely associated with the PPP model, as enshrined

in the UK PFI, as example English and Skellern (2005), explains the similarities with

NPM reform is based on the style and management practices of the private sector,

where in private sector is emphasis on discipline and prudent in the use of resources.

Additionally, the level of performance and success that can be measured and have clear

standards, and emphasis on output controls.

PPP / PFI has been analysed in depth from different academic perspectives, which is

from the point of public finance, public policy and risk transfer, and much of this

analysis show that these issues is consider critical. This situation also reflects the idea
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of NMP reform, which is related to the role of the private sector in public services

(Asenova et al., 2007).

However, there is a lot of criticism raised against NPM approaches. Among the critics

is, NPM reforms is ignore the difference between public and private sectors interest.

NPM also too focused on the efficiency, effectiveness and economy in the public

service, as well as undermining the importance of' accountability and fairness in the

public service to local communities (Kalimullah et al., 2012). Pollitt et al., (2004), and

Zia and Khan (2014) for example arguing that the NPM has also failed to deliver

efficiency and effectiveness in public service as it is often portrayed. NPM has also

been criticized for ignoring the fact that public management is different from the

management of the private sector in various aspects, especially in terms of their

objectives. Even though, there are many other writings that criticized the NPM

approach, however no denying the relevance of PFI to the prescriptions and strategy

of the NPM reform.

2.6.2 The Principle-Agent Theory

PFI is often will underpinned by the ideas of Principal-Agent Theory (Lane, 2005; De

Palma et al., 2009). In the Principal-Agent Theory or the theory Agency, considered

that the agents and principals have different interests, and both are trying to maximize

their own interests. The Principle-Agent Theory strongly supports the view that the

PFI model is a better solution than what can be offered by the public sector. Principal-

agent theory provides a useful framework for understanding the relationship between

principle and the agent, which in the context of PFI, principle is the public sector, while

the agent is the private sector.
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The Agency theory also assumes the principals want to encourage agents to act on

behalf of the principal, but the control of the agent somewhat imperfect, because the

lack of complete information regarding the condition and behaviour of agents (Hill &

Jones, 1992).

Principle-Agent theory is now widely used, especially in understanding the

relationship between the parties in various sectors of industry and in the business

sector, such as in corporate finance and public-private partnerships (De La Bruslerie

& Deffains-Crapsky, 2008).

The principal-agent theory also in relation to the transaction cost analysis, where costs

Transactions made by public sector (principal) in getting information to set

performance standards, monitoring contractors and negotiate during the service

delivery contract must therefore be dealt with properly. The principal- agents theory

are also connected with the analysis of costs transaction, which costs Transactions

made by the public sector (principal) in getting information to set performance

standards, monitoring contractors and negotiate the contracts of service delivery

should be managed properly with the most cost-effective (Martin, 2004).

2.6.2.1 The Principle Agent Theory and the PFI

The principle is represent to the public sector or end-users that will purchase the

project’s provided by the private sectors, and in the PFI key motivation of the principle

is to maximize social welfare through the provisions of the public buildings,

infrastructure and related services (Khairuddin, 2009). The basis of assumptions of this

theory are said to be almost the same as the fundamentals of the PFI contract, which
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the government is acting as a principal and as agent for the private sector. When the

government ordered the private sector to carry out specific tasks on his behalf, he tried

to negotiate through contracts that will define the relevant parameters, including the

type and quantity of output; benchmarks and time; and through specific methods the

government will control the performance of private sector operators (De Palma et al.,

2009; Huang, 2012)

Under PFI contracts, public sector clients (principal) representative the functions of

service delivery to the contractor (agent) based on output specifications as presented

in the contract or in the scope of delivery of such services, and contractors (agent) have

more knowledge and information relating to the activities of service delivery compared

with the public sector (principal) (Robinson & Scott, 2009 in Mansor & Rashid, 2016).

This indirectly explains that the relationship between these actors (principal and agent)

will have a significant impact due to the nature of the relationship, or a long-term

agreement between both parties.

There is also the argument that  proponents of the PFI concept argue that the

government cannot finance, build and operate as efficiently as the private sector, and

this is supported by the political leaders who represent the people want to achieve the

effective and efficient delivery of services that is provided to the community it

represents (Kee & Forrer, 2008). Kee and Forrer (2008) added, however, there are also

arguments in relation to the failure of the relationship of principal-agent, where

personnel bureaucracy (agents) have their own goals, and this is somewhat true in the

case where some of the characteristics of agents (private consortium) is not perfectly

observed by the principal (agencies government).
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In understanding the theoretical principle-agent relationship with PFI can also be seen

where in the typical government (principle) set up the team project committee and

responsible for overall PFI process such as from initial planning, output specification,

the PSC, KPIs, inviting, receiving and evaluating of bids, negotiating and appointing

the SPV, overseeing the projects during operation and many other process. Besides the

principle will set up committees such as project steering committee, tender committee

and audit committee. The project committee may comprise such as politician, civil

servants, representative of the private sectors and end-users, where their primary key

role is to provide strategic direction for the project and to ensure all stakeholder’s

interest are given due consideration (Khairuddin, 2009).

2.6.3 The Theory of Organisational Cultural and Effectiveness

The Theory of Organisational Cultural and Effectiveness tabled by Denison and

Mirsha in 1995. This theory was developed based on case studies and survey data to

explore the relationship between organizational culture and effectiveness. The results

of the case study and survey was conducted has produced finding that there are four

cultural trait which are, involvement, consistency, adaptability and mission, that is

showing a positive relationship with the performances as well as objective measures.

It explains that the culture of an organization is found to be measured, and have

important relevance to the outcome of an organization.

This theory also explains that the culture can be studied as an important part of the

adaption process of an organization, as well as the characteristics of a particular culture

trait may be a useful predictor of the performance and effectiveness of an organization.

This theory also insists that qualitative case studies and development of inductive
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theory can be combined with quantitative comparisons to obtain more accurate

information and greater against an investigation in relation to the adaption culture of

an organization. However, the building theory deny that all the qualitative research is

necessary to test the hypothesis, which according to theory building, their main interest

is to achieve an understanding of the specific circumstances, rather than to explain and

predict future behaviour as in what is known as a science hard (Bendassolli, 2013).

As explanation of the theory, Figure 2.9 organizes these four traits into a framework

designed to acknowledge two contrasts, which are, the contrast between internal

integration and external adaptation and the contrast between change and stability, and

the stability and direction. For example, the involvement and consistency as dynamic

focus of internal integration, while the mission and adaptability in addressing the

dynamic of external adaption. In addition, the involvement and adaptability describe

the properties related to the organization's ability to change, while consistent and

mission are more likely to contribute to an organization's ability to remain stable and

predictable over time (see figure 2.10).

External
Orientation

Internal
Integration

Change Stability
& &

Flexibility Direction
Sources: Denison & Mishra, (1995).
Figure 2. 10: Theoretical Model of Culture Traits and Effectiveness

Adaptability Mission

Involvement                                     Consistency
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In this theory, Danison and Mirshar (1995) describe two of these characteristics,

namely the involvement and adaptability, is guided to the flexibility, openness, and

responsiveness, and features such as a strong predictor of growth. Other features which

are consistent and mission, is guided to the integration, direction, and vision, and it has

the characteristics of a good forecast for a profit. They also explained that each of the

four traits, adaptability, involvement, consistency and mission is also an important

indicator of quality, employee satisfaction and overall performance. Their study also

showed that four of these traits are predictors of effectiveness to measure achievement

or objectives such as return on assets and sales growth.

The finding of the study by Danison and Mirshar (1995), raises the suggestion that

culture can indeed affect the effectiveness of any organization, and each of the four

cultural traits showed significant positive relationship. Mean that the cultures of

organizations have an important influence on effectiveness. Based on the theory

presented by Danison and Mishra (1995), there are several studies that followed were

developed based on this theoretical model. Among them are Dada (2006) in explaining

the environment of technology adoption in India, and Schaper and Pervan (2007) in

their study related to technology adoption with the Australian health sector.

Relating to the Culture and Effectiveness theory of the Organization as discussed

above, among the studies that used this theoretical foundation in developing the

framework as stated by Nurdin et al. (2011) i.e. the study of Yusof (2014),

Kamaruddeen (2015), Chui and Wang (2008), and Straub et al. (2004), and Nemoto

and Vasconcello (2010).
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2.6.4 The Development of Framework Based on Organisational Cultural and
Effectiveness Theory

Nemoto and Vasconcello (2010) have been guided by the theory of Organizational

Culture and Effectiveness Theory in developing a conceptual model of technology

adoption based on experiences, where the conceptual model shows the linkages

between international cooperation and participant partners can contribute to the

effectiveness of the innovation adoption innovation.

Nurdin et al. (2011) has developed a framework to see the relationship between

barriers in the organization affecting the use and implementation of electronic

government at the local level. The development of this framework is based on

Organizational Culture and effectiveness theory, developed by Denison and Mirsha

(1995). Figure 2.11 is show the diagram of model developed by Nurdin et al. (2011)

to understand the barrier in specific context of e-government adoption and

implementation at local government. This idea is seen to be implied for the

implementation of PFI's use in LAs.
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Sources: Nurdin et al. (2011).

Figure 2. 11: LG Adoption and Implementation Model Framework

Based on this framework Nurdin et al. (2011) explains that this initiative was

controlled and supported by federal authorities but was developed based on local

government initiatives, and local government initiatives followed by guidelines set by

the federal government for better implementation. According to Nurdin et al. (2011)

again, many local governments have implemented voluntary or mandatory e-

government from the federal government to improve their organization's performance

in meeting the people's satisfaction but fail to sustain the initiative.
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Nurdin et al. (2011) then portrays the relationship between local governments and the

central government is reflected in the framework which allows to give a greater

connection with the external pressure, the effect of coordination and conflicts between

central and local government, the next he describes as the dimensions involving vision,

goals and strategies of e-government in local government must be examined in the

context of local government relationship with the federal government. This means that

the mission to implement and execute any program initiatives at the local level may

not be consistent with the national mission, which may not coincide in terms of

influence and vision, goals and strategies, in particular for the benefit of the people

they represent.

The framework developed by Nurdin et al. (2010)) will then be referenced in the set

of ideas for the use of PFIs in the LAs in Malaysia, which will be discussed in the last

chapter. The theory of organizational culture and effectivenss by Denison and Mirsha

(1995) is the basis of the formation of the Nurdin et al. (2010) framework, indirectly

this theory is also the basis of the proposals that will be presented later in the

recommendation of study section. According to this theory, important factors affecting

the efficiency of an organization will be examined. As organizational culture is seen

as one of the important factors in influencing an organization, the impact of such

cultural factors on organizational efficiency will be questioned. The impact of these

cultures is seen to determine whether the organization's environment will become more

complex or otherwise. Therefore proper strategies need to be implemented to achieve

that level of organization can play its role more effectively, and at the same time will

help the organization to sustain its sustainability.
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The above discussion on organizational culture theory and influence and barriers

factors in adoption new approach (in the context of this study is the adoption of PFI)

which developed  to understanding the relationship  between organizational

capabilities, new model implementation, strategies implementation to the

effectiveness to implementation, which will contributed to sustainability’s of

organizations.

2.7 Summary of the Chapter

Procurement is now seen as a major contributor to the strategic objectives of the

organization, especially in the public sector. Traditionally, procurement is often seen

as a function of the purchase. But today, the procurement involves activities

comprising business planning. Public procurement, however, has become a diverse

objective policy. The primary goal of government procurement is to ensure the quality

of government services and the use of public sector products and services become

more cost-effective. Cooperation or partnership with the private sector is one of

strategy for public sector procurement. Private involvement in the provision of

infrastructure and public services has become a 'global' practice irrespective of

government or industrial levels. Countries either developed or developing country

together use this concept to either develop infrastructure or upgrade infrastructure

within their domain. PFI is seen as a comprehensive concept of privatization program

as well as a new method of procurement in the implementation of government policy.

The increasing of use PFI as an alternative method of procurement due to the

traditional form of procurement is fraught with the issues. The PFI scheme has been

implemented in many countries around the world, and this types of procurement

system is seen to be increasingly important over the last few decades. However, in
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terms of its implementation process, PFI's arrangements and frameworks are not the

same between one country and another (NAO, 2001). There are three categories of

countries as they apply the PPP concept, namely "pro" including European and UK

leading nations, "reluctant" including Latin American and African countries forced by

donor agencies to accept private participation as a prerequisite for loan (John, 2004),

and the third group is a 'copycat' that sees it as a 'new method' in the procurement of

infrastructure assets and decides to make an adoption (Ciaran et al., 2009 in Zawawi

et al., 2013).

There have been many countries such as the United Kingdom, Australia, Singapore

and the Philippines and many other countries have adopted PFI methods in various

sectors such as education, health, transportation and so on. Through the

implementation of the PFI project, a SPV consortium will be established, in which the

project will be funded and managed by a private company whose package will cover

construction, management, maintenance, repair and replacement of Government-

owned assets. In Malaysia, the concept of PFI is not a new idea, where the introduction

of the Privatization Policy in Malaysia (1983) has encouraged public-private

partnerships to foster economic growth. The relationship between the public and

private sectors subsequently expanded with the introduction of the Privatization

Master Plan (1991) in RMK 6 in 1991. Subsequently, under the 9MP in 2006, a form

of PPP scheme known as PFI was introduced by the Government of Malaysia as an

alternative procurement method. PFI underscores the simplification of privatization

policies and the greater involvement of private sector providers in providing public

services (Ismail, 2013). The main factor of government choosing to implement

government projects through the PFI project is to reduce government financial burden



142

as well as private sector factors that are said to have more skills and expertise to plan,

build, operate and maintain projects more efficiently. In Malaysia, if any Government

agency intends to implement the project development through the PP/PFI method, the

Government agency should be referred for the proposal is Private Public Partnership

Unit (PPP Unit) or Unit Kerjasama Awam Swasta (UKAS) under the Prime Minister

Department, which the agency that responsible for planning, coordinating, evaluating,

negotiating and monitoring PPP/PFI projects.

The aim of introducing PFIs in Malaysia is to achieve a closer partnership between the

public and private sectors. While PFI has been tested for more than a decade in

developed countries, this idea has just begun to germinate in Malaysia. The PFI's use

in Malaysia is from its own PFI version, which deviates from the ideal PFI principle.

This is to take into account the business strategy and political reality of the country.

This is evident in the first phase of PFI implementation, involving a project worth

about RM20 billion under the 9MP funded by public funds. The difference in

implementation practices in Malaysia is an interesting part of being examined for the

process of implementation and practices. As a conclusion statement, the results of the

PFI methodology are aimed at enhancing the delivery of public services with the

support of private sector companies especially in designing, constructing, financing

and managing a related infrastructure and public infrastructure projects. This method

was first introduced in the UK in the early 1990s when the investment record in the

civil service is low. The private sector's financial utilization strategy is expected to

increase in the public sector procurement strategy and improve the quality of public

services. This method is also seen as a step towards assisting government agencies to

deal with constraints and limited budgeting resources. The efficient distribution of
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projects and services, the risk distribution between public and private partners over the

duration of the contract is a key advantage to the PFI's preferred method of selection.

The PFI model has been widely studied either academically or non-academic.

Literature studies with various issues, such as benefits, problems and obstacles to their

implementation. Literature review is generally seen as critical to the PFI Model.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

Research refers to a systematic process involving the process of planning methods that

examine, collect data, De-code data and report information (Chua, 2011). In other

words, research is a process to ensure that the information obtained is reasonable and

supported by quantity and quality of data. The discussion of this chapter encompasses

a research methodology dissertation, which outlines research processes, research

designs, research strategies, research approaches, data collection methods, sample

selection, research processes, data analysis types, and ethical considerations in

scientific studies.

3.2 Research Process

Research methodology as described by Fellows and Liu (2003), is a term for the logical

principle and sequence of thought processes used for scientific research. There are

several processes in the research methodology, and each of these processes has a

different approach based on the types of research that being carried out.  According to

Sekaran and Bougie (2014), the research process is usually through the following

steps: Problem
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Statement, generating Hypotheses, reviewing relevant studies, making measurements,

selecting samples, collecting data, analysing data, and reporting the results. Creswell

(2005), in explaining the necessary research process in conducting an investigation is

in the following order; identifying research issues, conducting literature review,

determining research objectives, data collection and data analysis, interpreting and

evaluating data obtained through scientific research processes, subsequently research

reports.

In this study, the first step is to identify the key issues that are being addressed by LAs

in Malaysia. Among the latest issues faced by LAs in Malaysia are the issues related

to the limitations of the sources thus giving the PBT a challenge to provide of public

infrastructure project. In reviewing this issue, previous studies pertaining LAs

procurement practices were reviewed, and found that among the most commonly used

methods by most LAs in many countries were the involvement of the private sector as

one of their procurement strategies. This has attracted interest in examining the

Malaysian government's policies in the public sector procurement strategy,

particularly at the local authority level. After examining related issues, research

questions arise. Furthermore, a literature review study was conducted to understand

the deeper the subject of the study. The next process is to identify the methods of

research, and the mechanisms that will be used to answer the research questions.

Next process is to identify the type of data needed to answer the Research questions,

then identify how the data obtained will be analysed to determine whether the objective

of the study can be achieved. The final process is to report the results of the

investigation.
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In summary, this research study process can be divided into four levels, namely the

level of identification, development stage, application level, and improvement phase.

Figure 3.1 shows the processes involved in the research as a whole.

Sources: Adopted from Uzairiah (2016)
Figure 3. 1: Research Process
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This study is intended to investigate the adoption of PFI as a procurement method in

local government in Malaysia. Therefore, this research process can be summarized as

follows:

i. This study is a conceptual concept with the method used in the field survey.

This study is to see the use of PFI as a method of procurement at LAs in

Malaysia.

ii. To understand the conceptual explanation, secondary data will be collected

from different sources such as textbooks, research papers, articles, newspapers,

the internet, and government documents.

iii. This study will then get an overview of PFI's implementation methods with

reference to the concepts and processes explained, influencing factors on the

implementation of PFIs in some countries, and the development of PFIs in

Malaysia.

iv. The barriers to PFI's implementation with reference to project development in

local government experience in several countries are also discussed. In

addition, Procurement methods in the context of LAs in Malaysia are also

discusses.

v. With the help of this literature review, problem areas are identified

vi. Furthermore, this study focuses on the awareness, experience, knowledge and

awareness of LAs in Malaysia on the PFI project methodology, the factors

influencing, and the obstacles to the implementation of PFIs in LAs in

Malaysia will be identified.
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3.3 Research Design

Research design is very important and prioritized before and during the data collection

process for the success of any research. The research design involves a series of

rational decision-making options and is referred to as the diversity of ways used to

conduct research to answer the questions of the study to be achieved (Sakaran, 2003).

There are various methods of data collection in a research. Chua (2011) states that, a

research can be categorized into three types, namely quantitative research, qualitative

research and mixed research. These three categories of research are very important in

determining methodologies that will be used to assist in the process of data analysis

Quantitative research can be referred to as a study using statistics involving a large

number of respondents with at least more than 10 samples in measuring the variables

of the study (Cohen, 1992). Research using quantitative methods was carried out

through experimental studies and the numerical data collected were analysed using

statistical tests (Chua, 2011). These data must be measured to prove reliability and can

be used to test the theory, to build facts, and to state the existence of relationships

between variables.  Among the feasibility studies that can be used in Quantitative

Research are Descriptive Research, which is the Descriptive Research is involve data

collected from the whole population and analysis commonly used are the Frequency,

Percentage, Mean, Standard Deviation and Score distribution in tabling the report

(Chua, 2011).

Qualitative research is refers to the study conducted requiring careful observation.

Qualitative studies do not require a large number of respondents but obtain quality

information by focusing on small samples in one group (Chua, 2011). While the
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combination of approaches, quantitative and qualitative method is a type of mixed

research method.

Research on quantitative and qualitative will involve the process of data collection.

Generally, data is a computation of the features, occurrences, facts or measurements

of an event that can be calculated (Chua, 2011). These data can be divided into two

categories, which are Primary data and Secondary data. Primary data is the data

obtained from the natural resources collected to answer the research questions. These

data are collected through a process of trial or survey fieldwork, for example from the

questionnaires, observations and interviews. This explains that primary data is a source

of data that is not in a file, document or written report. In social science research, this

primary data can be collected from individuals, focus groups or through expert panels.

While the secondary data is referred to as data collected by previous studies or

available data as a result of a review that has already been conducted. This data is

considered relevant to be used to answer current research questions, or may develop

into new information or formulations for current research. This means that information

or derivative materials collected by previous researchers can be used as a reference to

create a new formula for solving problems that arise today or in the future. Secondary

data is available data such as public documents, demographic reports, administrative

documents, government official reports, journals, magazines, newspapers, internet

sources, and so on.

This study is a quantitative research, where questionnaires are used to obtain primary

data. In addition, secondary data especially information from books, reports, journals,
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newspapers, the internet and administrative documents are also used. In general, this

study examines the relative relationship between what is written (literature) and what

is practiced.

There are various things that need to be explained in the research design. Among them

are the types of research, research objectives, research approaches, and research

strategies.

3.3.1 Research  Types

Based on research design, research methods can be divided into two types, namely

Exploration and Conclusive studies. Exploration research aimed at exploring area of

research, and the research are not trying to provide final and conclusive answers to

research questions. On the contrary, conclusively research aims to provide a reliable

answer to research questions. Table 3.1 below shows the differences between

Exploration research and Conclusive research.

Table 3. 1
Differences between Exploratory Research and Conclusive Research

Items Exploratory Research Conclusive Research
Structure Loosely structured in design Well-structured and systematic

in design
Methodology Are flexible and investigative in

methodology
Have a formal and definitive
methodology that needs to be
followed and tested

Hypotheses Do not involve testing of
hypotheses

Most conclusive researches are
carried out to test the
formulated hypotheses

Findings Findings might be topic specific
and might not have much
relevance outside of researcher’s
domain

Findings are significant as they
have a theoretical or applied
implication

Sources: Chawla & Sodhi (2011).



151

This study is a type of exploration study. The results of exploratory studies are often

flexible and not very specific to a particular population group. In addition, Exploration

research often relies on secondary data, such as from literature sources and more

formal approaches such as interviews, surveys, focus groups, and case studies (Sakaran

& Bougie, 2014). In particular, exploratory research carried out in this study to see the

adoption of rules on public-private partnership in LAs in Malaysia. In addition, this

study will look at PFI's approach as a procurement strategy in PBT, especially from

the point of view of the PBT's knowledge, experience and awareness on such methods,

as well as identifying the influencing factors and barriers to implementation at the local

government level.

3.3.2 Research Approach

Selecting research techniques and approaches is important for identifying the most

appropriate research methodology, thus providing answers to research questions.

Research approaches are usually categorized into three methods, namely Deductive,

Inductive and Abductive. Sekaran and Bougie (2014) describe the three types as

follows; i) Deductive reasoning begins with the general theory of forwarding to a

particular case being investigated; ii) Inductive reasoning is simply described as

moving from certain or specific to the generals; iii) Abductive reasoning usually begins

with an incomplete set of observations and then provides the most likely explanation

based on a set of observations.

This study was initiated by looking at the issues and problems in the PBT based on the

research and reports available. This will then try to understand the issue more

thoroughly based on research findings and past research statements. To understand



152

these issues, the writing, publication and research findings are primarily concerned

with the concept, practice, understanding and implications of the issue being studied.

Based on these sources, the research questions are presented and the objectives of the

study are developed.

It is clear that the approach of this study is the approach of the general issue which

leads to a more specific issue, the research process from the literature study shows that

the PFI method is less applicable by LAs in Malaysia as one of the procurement

strategies. This has raised the question of how the PFI procurement method introduced

in the Malaysian government's policy is one of the ways to reduce the public sector

monetary burden, and has shown good performance from the perspective of public

sector financial savings, the success of private sector expertise and innovation, when

looking at the practice of local government especially at the local authority level, is

very poorly utilized. In other words, the development of this study is characterized

from general to specific, where it follows the norms of inductive approaches.

Based on this situation, this study is to identify the private public partnership method

often used by LAs in Malaysia in the provision of public infrastructure development

and other public development projects. In addition to identifying the level of

experience, knowledge, awareness, contributing factor to the PBT to be involved in

the project using the method against PFI as one of the procurement methods, which

this process is seen as referring to inductive reasoning, that is from the issues that arise

to the cause of the issue.
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3.3.3 Research Strategy

Research strategy is presented as a set of research progress processes to answer

research questions, and subsequently achieving research objectives. Research

strategies can be classified into several types, namely experiments, survey research,

observations, case studies, grounded theory, action research, and mixed methods. This

classification is shown in Table 3.2.

Table 3. 2
Types of Research Strategies

Types Descriptions
Experiments Experiments are usually associated with deductive research and a

scientific or hypothetical-deductive approach of research.
Survey Research A survey is a system for collecting information from about people

to describe, compare, or explanation their knowledge, attitude, and
behaviour.

Case Studies Case study focus on collecting information about a specific object,
event or activity, such as a particular business unit or organization.

Observation Observation involves going into the natural setting of people,
watching what they do, and describing, analysing, and interpreting
what one has been.

Grounded Theory A systematic set of procedures to develop an inductively theory
from the data (Strauss & Corbin, 1990).

Action Research Action Research is sometimes undertaken consultants who want to
initiative changes process in organizations.

Mix Method Mixtures of the previously mentioned types
Sources: Sakaran and Bougie (2014).

This study is a survey research, coinciding with the explanation in the Table 3.2 above.

According to Fink (2003), survey methods include data collection objectives, planning

studies, providing reliable and legitimate survey instruments, administering surveys,

managing and analysing survey data, and reporting on the results.

The process of this study is concerned with the gathering of information regarding the

perception of the Local Authority or on the arrangement of Private Public Partnership

as one of the procurement strategies for the provision of public infrastructure project

development. To obtain relevant information, this study has been applied to questions



154

from previous studies of research, i.e. from studies of Salleh (2009), Taiwo

Gbadegesin (2014), and Janssen (2016).

3.3.4 Sampling Design

Sampling Design is the process of selecting a person or object in accordance with the

objectives of the study. There are several possible alternatives to selecting samples

(Sakaran, 2003). Among the major alternatives in designing sample selection are

Probability Sampling and Nonprobability Sampling. According to Sakaran and Boguie

(2014), in Probability Sampling, the elements in the population have several known

opportunities, or the probability of being selected as the sample subject. Whereas in

the Nonprobability Sampling, the element cannot be identified or determined before it

is selected as a subject.

In this study, the sampling design applied is classified as a judgment sampling, types

of Nonprobability Sampling. The Judgment Sampling, also called the purposive

sampling technique, is the deliberate choice of a participant due to the qualities the

participant possesses (Ilker Etikan et al., 2016). Based on a statement made by Hussin

et al. (2014), non-probability sampling is particularly suited for studies that face

limitation of time, cost and man power causing difficulties for researchers to randomly

select from the entire population. In the Judgment Sampling, the Subjects are selected

based on accessibility or based on personal researchers' own decisions.

The Judgement Sampling, according to Sakaran and Boguie (2014) is the most suitable

subject selection placed or in the best position to provide the necessary information.

The use of Judgment Sample is also seen to reduce the imperfections of the invention.
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This is due to the fact that we use expert samples that are readily available for use, and

as an effort to find and gain access to individuals who have the necessary information.

Among the important elements in sampling design is determining research population,

and sampling frame.

3.3.4.1 Population of Study

Population in research is refer to a whole group of people, event or organisation that

are of interest to the researcher that wishers to investigate. For this study, the groups

of population used is PBT in Malaysia. PBT in Malaysia categorized into three groups,

namely City Council for urban centres, Municipalities of large town, and District

Councils for small urban centres (Ibrahim, 2014; Abdullah et al., 2013). In addition,

there is another agency named as modified local government with the same roles and

responsibilities as PBT. To explain the PBT category based on the specific

characteristics shown in the table 3.3 included.

Table 3. 3
The Categories of Local Authorities in Malaysia

Types of LAs Characteristics

City Council
- Local Authority should include administrative Centre in the

state
- Have people not less than 500,000
- Have steady income from financial resource (fiscally

sustainable) with annual outcome not less from RM100
million and afford steady expenditure

- Able to prepare services at the high level include revenue
collection activity, approval development of developer,
enforcement and other LAs function and have Organizational
structure established with those staff capable officiates
efficiently and effectively.

- urban development that stresses to steady development
(sustainable development) and focus to efforts to tackle
municipal issues as squatter, illegal factory operation,
security, housing for lower income group and environmental
conservation.

- Image of city formation or suitable identity with the function
and national culture which symbolize the history and heritage.
Areas and buildings with story worth, culture and unique
architecture need to be reared.
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- Own industrial Centre, finance and facility institution carry
out business and trade to attract investor entry. These include
hotel facilities to encourage tourism activity and deal. Given
attention to rapidity service sector and development of
economic activity worth increase city and based oriented
knowledge.

- Complete educational institution Centre with the university,
college, museum and public library

- Centre to cultural activity, sport and recreation events and
convention at the national and international level.

- Have complete infrastructural facility, adequate public utility
include friendly consumer public parks especially to Disabled
Persons (OKU). These include public transport facilities,
traffic management system and efficient road network and
ICT services; AND

- Obtain certain recognition either at the national level or
international in certain areas parallel with a standard as a city.

Municipality
Council

- Capital city or administrative Centre for any State or district
- Have people not less than 150,000
- Have steady income from financial resource (sustainable) with

annual outcome not less from RM20 million and able to
prepare services at the proper and comfortable level relevant
with quality of living level in certain City.

- Have industrial activity, business, tourism and major present
housing or in planning which identified as potential
contribute to expansion hold may be levied and generate job
opportunities in range of sectors .

- Capacity in provide space and opportunity to plenty dealer by
promote growth investment activity, business and commercial

- Have infrastructural facility that satisfies and connect with
highway system that efficient. Have steady concept of town
planning (sustainable) which cope in providing the
environment safe and comfortable to inhabit.

- Have programmers which can encourage local citizen to
develop community respectively through city management
that efficient like the implementation Program of Local
Agenda 21 (LA 21) or involvement committee by citizen.

District Council
- Other areas apart from major towns
- Inhabitants less than 150,000 people
- Total annual revenue less than RM20 million; and
- Overall citizen needs focused to infrastructure facility and

public utility compare with services at municipal.
Sources: Local Government Department, MHLG.

Therefore, the total number of PBT in Malaysia including Modified local Government

is considered 155, which is consist of 14 city councils, 37 municipal councils, 98

district councils, and 6 special and modified local government, which have been given

roles and functions as PBT (as shown in Table 3.4).
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Table 3. 4
The Numbers of Local Authority in Malaysia in 2017

State City/Hall
Council

Municipality
Council

District
Council

Modified
LG

Total

Johor 2 5 8 1 17

Kedah 1 3 7 1 12

Kelantan 0 1 11 0 12

Melaka 1 3 0 0 4

N.Sembilan 0 3 5 0 8

Pahang 0 3 8 1 12

PP 1 1 0 0 12

Perak 1 4 10 0 15

Perlis 0 1 0 0 1

Selangor 2 6 4 0 12

Terengganu 1 2 4 0 7

Sabah 1 2 21 0 24

Serawak 3 3 20 0 26

W.P 1 0 0 2 3

Total 14 37 98 6 155

*WP=Wilayah Persekutuan PP= Penang LG=Local Government
Sources: Local Government Department Official Portal (2017).

3.3.4.2 Sampling Frame

Sampling frame is part of the population, which is the Sampling is the process of

selecting an adequate element from the population so that a sample study can be done

(Sekaran, 2003). The reason for using a sampling is to produce more reliable results,

where using a specific sample group will represent more accurately the overall

population that wants to study. According to Sekaran and Bougie (2014), in some

cases, it will be impossible to use the entire population to get a knowledge test, and

use sample at least worth it in terms of cost and time. In a study involving a large scale

and long distance, for a practical reason this figure is impossible to carry out fieldwork

survey involving almost every element in the population. Furthermore, large

populations will involve high costs and take a long time of period (Sakaran &Bougie,

2014).
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As that reason, all of the City Hall/ City Council (14), and Municipal Council (37) are

selected as a sampling frame. Among the reasons the city/hall council and municipal

council is used as the  sample frame of this study is based on the capability and

entitlement as described in the PBT type of characteristics itself, which are:

i. Able to provide quality services including revenue collection activities,

developer development approvals.

ii. Have strong and stable income from its own financial resources.

iii. Has an industrial centre, financial institution and own facilities to do business

and trade as well as to attract investors.

iv. Able to offer an effective service sector and able to enhance the development

of economic activities, and knowledge in urban management.

v. Having major industrial, business, tourism and housing activities, and planning

for the future, especially in providing employment opportunities to the

communities it represents.

vi. Has the ability to provide space and opportunities to traders by promoting

investment, business and commercial activities.

vii. Have a satisfactory and efficient infrastructure facility and connect with

highway and other transportation network.

viii. Has a sustainable concept of urban planning that addresses the environment

that is safe and comfortable to live.

In addition, there are several District Councils were also selected as sampling for this

study. It is that for this survey can include feedback from all types of PBT in Malaysia,

in order for this study is seen to be more comprehensive in its findings. The

determination of PBT is also guided by the following criteria, which is the PBT should
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have an experience in dealing with private sector for infrastructure provision. Besides,

there has been a preliminary study that has classified PBT in Malaysia that have the

practice of promoting private finance initiative. The study from Salleh (2009) has

selected 22 PBT in Malaysia, which among the criteria is the PBT should have such

practice of promoting private finance initiative. Taking into consideration, 29 PBT is

use as a sample with all the 22 PBT in Salleh (2009) study was also included.

3.4 Research Instrument

Research instruments are tools for obtaining information related to research subjects.

Data collection instruments refer to the devices used to collect data. There are many

alternatives to being selected in research instruments such as questionnaires, tests,

structured interview tables and checklists. Data collection can also be obtained from

secondary data, such as information through reading from books, journals,

newspapers, the internet and other secondary sources. In this study, the instrument

used to collect data is through questionnaires surveys.

3.4.1 Questionnaires

Questionnaires survey is a pre-formulated written set of questions to which

respondent’s records their answers. Generally, questionnaires designated to collet

large numbers of quantitative data, and they can be administered personally, mailed to

the respondents or electronically distributed (Sakaran & Bougie, 2014). The types of

questions of questionnaires can be open ended questions or closed questions. Open-

ended questions allow respondents to answers them in any way they choose, and closed

questions is in contrast. However, closed questions will help the respondents to make

quick decisions to choose among the several alternatives (Sakaran & Bougie, 2014).
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In this study, structured questionnaires are used to facilitate respondents to provide

answers based on the responses provided. However, there are also unstructured

questions presented, where respondents can make additional answers other than the

answers provided.

The questionnaire distributed to the respondents are via postal delivery method. Using

this method, Hussin et al. (2014) describes how the method of submission of survey

questionnaires by post, which he believes a set of surveys should be sent along with

an attachment letter explaining the purpose of the study, and applying for the

cooperation of respondents to return the set of questions within a certain period of

time. A complete envelope with the address of the researcher must be included so that

the respondent can return the questionnaire.

3.4.1.1 Surveys by Postal Mail

This study uses the postal questionnaire method via postal service, where Three (3) set

of questionnaires were sent to the PBT in Malaysia by addressing the Mayor or

President or PBT President, along with a letter of attachment explaining the purpose

of the study. In addition to accompanying the envelope containing the stamp and the

address of the researcher to be returned. In the accompanying letter of notification, it

is stated that the questionnaire should be referred to the department or unit or section

relating to the research topic. However, certain departments / units / sections are not

mentioned. Among the documents attached to the selected LAs are as follows:

i. Set of Questionnaires
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ii. The letter is attached to explain the purpose of the survey, and request the

cooperation of the respondent to provide the desired information as well as the

request to resubmit the completed questionnaire to the review organizer.

iii. A stamped envelope with the address of the survey organizer to please the

respondents to return the questionnaire.

The number of sampling used in this study was 80 PBT (n=80), mean that a total of

240 sets of questionnaires distributed (i.e. three (3) set of questionnaires for each PBT).

The list of field surveys and distribution of questionnaires to respondents is shown in

Table 3.5. Since the postal method is used for data collection, the minimum sampling

rate for this study is sufficient with 30% of the total sampling. This is based on the

statement from Sakaran and Bougie (2014), which states that the postal delivery

method will cover the vast geographical area, and 30% of respondents will be

considered acceptable.

Table 3. 5
The List of Selected PBT as a Sample of the Study

State City Council Municipality Council District Council Modifi
ed LG

Perlis 1. MP Kangar

None

Kedah 1. MB Alor setar 1. MP Sungai
Petani

2. MP Kulim
3. MP Langkawi

Bandaraya
Perlancongan

1. MD Kubang
Pasu

2. MD Bandar
Baharu

3. MD Baling

Johor 1. MB Johor
Baharu

2. MB Iskandar
Puteri

1. MP Batu Pahat
2. MP Kluang
3. MP Kulai
4. MP Muar
5. MP Pasir

Gudang
6. MP Segamat

1. MD Mersing
2. MD Labis
3. MD Kota

Tinggi.
4. MD Tangkak
5. MD Pontian

Kelantan 1. MP Kota Bharu 1. MD Bachok
Melaka 1. MB Melaka

Bersejarah
1. MP Alor Gajah
2. MP Jasin
3. MP Hang Tuah

Negeri
Sembilan

1. MP Seremban
2. MP Nilai
3. MP Port Dikson

1. MD Jelebu
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Pahang 1. MP Kuantan
2. MP Temerloh
3. MP Bentong

1. MD Lipis
2. MD Maran
3. MD Pekan
4. MD Jerantut
5. MD Cameron

Highland
6. MD Raub
7. MD Rompin

Pulau Pinang 1. MB Pulau
Pinang

1. MP Seberang
Perai

Perak 1. MB Ipoh 1. MP Manjung
2. MP Kuala

Kangsar
3. MP Taiping
4. MP Teluk Intan

1. MD Gerik
2. MD Kerian
3. MD

Lenggong
4. MD Perak

Tenggah
5. MD Batu

Gajah

Selangor 1. MB Shah
Alam

2. MB Petaling
Jaya

1. MP Ampang
Jaya

2. MP Kajang
3. MP Klang
4. MP Selayang
5. MP Subang Jaya
6. Majlis

Perbandaran
Sepang

1. MD Kuala
Selangor

2. MD Kuala
Langat

3. MD Sabak
Bernam

Terengganu 1. MB Kuala
Terengganu

1. MP Kemaman
2. MP Dungun

1. MD Hulu
Terengganu

2. MD Besut
3. MD Setiu
4. MD Marang

Sabah 1. DB Kota
Kinabalu

1. MP Sandakan
2. MP Tawau

Serawak 1. DB Kuching
Utara

2. MB Kuching
Selatan

3. MB Miri

1. MP Padawan
2. MP Sibu

Federal
Territory

4. DB Kuala
Lumpur

Total 14 37 29 0
*QA=Questionnaires       LG=Local Government   LA=Local Authority
DB=DewanBandaraya MB=Majlis Bandaraya MP=Majlis Perbandaran MD=Majlis Daerah

Delivery of questionnaire forms to respondents was started in September 2017, and

since the date the feedback is received stage-by-stage. Although the envelope was

enclosed with a stamp researcher's address, there were two methods of the

questionnaire being returned to the researcher i.e. sending back to researcher by post

and also scanned the completed questionnaire and emailed to the researcher. The
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period established by the researcher to begin the data analysis is for 10 months that in

July 2018 the beginner analyzes the data obtained. PBT who did not return the

questionnaire form had been contacted via telephone and email to request feedback.

However, there are PBT who refuse to respond to the questionnaire form by providing

feedback that the PBT has never been involved in the PFI project, is not interested in

participating and the related information is classified as confidential.

3.4.1.2 Develop a Questionnaire

Questions presented in this study are developed based on some previous studies, which

have been through the verification process. Previous researches used to develop

questionnaires are from Taiwo Gbadegesin (2014), Janssen (2016), and Salleh and

Okinono (2016). Taiwo Gbadegesin (2014) study is concerned with the use of PFIs for

the development of financing infrastructure in institutions of higher learning in

Nigeria, while Janssen (2016) study identified barriers to the use of PPP / PFI methods

in road construction projects in local governments in the Netherlands. The study of

Salleh and Okinono (2016) is related to the practice of providing public infrastructure

by LAs in Malaysia by looking at the role of the private sector. These three studies

have been used as a basis by researchers in developing questionnaires for this study.

The question submitted to the respondents are divided into five sections, which are

part A containing questions related to the respondents' profile, part B in relation to the

practice of delivery methods adopted by the PBT, part C relating to the level of

experience, knowledge and awareness of PBT on PFI method, part D relates to factors

influencing the use of PFIs, and part E relates to barrier factors to PFI's applied in PBT.
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The closed ended and open ended question is used in the questions in Sections A and

B, while ratings by five Likert scale was used for questions in Sections C, D and E. A

Likert Scale is a type of rating scale used to measure attitudes or opinions. With this

scale, respondents are asked to rate items on a level of agreement. In this study, the

five Likert scale used in sections C and D is from scale 1 to 5 which represents ‘weak’

to ‘excellence’. While five Likert scales in section E represent ‘Insignificant’ to

'extremely significant’. Table 3.6 shows a scale to measure the items in the survey

questionnaire.

Table 3. 6
The Scale to Measure Items in Questionnaire.
Question Section Answer options Scale

Part A Open Ended and Closed ended
Respondents mark the answer options.

Part B Open Ended and closed ended
Respondents mark the answer options.

Part C Poor 1
Fair 2
Satisfaction 3
Good 4
Excellent 5

Part D Poor 1
Fair 2
Satisfaction 3
Good 4
Excellent 5

Part E Insignificant 1
Slightly significant 2
Significant 3
Very Significant 4
Extremely significant 5

_________________________________________________________________________
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3.5 Data Analysis Technique

The next stage in the research is to analyse the data. Data analysis is an important

component of research techniques in research methods, with the primary purpose of

finding meaning to the data obtained in a scientific way (Uzairiah, 2016; Burns, 2000).

This research is a descriptive study, with using quantitative methods. Therefore,

descriptive analysis is required. Through descriptive analysis methods, analysis

usually takes place at the beginning of the data analysis chapters i.e. before discussions

based on statistical analysis are made. Some descriptive analysis is often used as

Frequency distribution and presentation of graphics, as well as a numerical measure of

the Mean, Mode and Median.

3.5.1 Statistical System Package for Social Science (SPSS)

This study uses a questionnaire instrument for collecting data. The data obtained from

the questionnaire were then analysed using the Social Science System Package (SPSS),

version 23. The quantitative data collected was then encoded and included in the IBM

SPSS system for analysis purposes. The next step is to present the descriptive Aspect

of the findings with the help of tables and graphs along with other descriptive statistical

indicators.

Analysis techniques used in this study can be divided into several ways via SPSS. For

the questions of Part A and B, the Descriptive Analysis technique by using Frequency

analysis is carried out. Descriptive statistics are commonly used for summarizing data

frequency or measures of central tendency (mean, median and mode). As for the

question in section C, Descriptive Analysis with the comparison of the Mean and
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Standard Deviation is used. The Mean method is to find the average value of the given

value, while the Standard Deviation illustrates how the observations in a set of data

are scattered around the Mean value. For the question in sections D and E, the Factor

Analysis and Reliability of the Instrument are carried out using the SPSS procedure.

Instrument reliability analysis is an analysis of the instruments to be used in a study to

determine the instrument can be used to measure a construct for completely accurate,

consistent and reliable (Hussin et al., 2014).

a. Mean

Mean Measurements often referred to as the "average" term, are searched by the

calculation (amount of data values) divided by (the number of observations). Given

the observed data clusters can be obtained from the population or from the sample,

then it is distinguished between the average population and the sample average. The

Mean formula for calculations is as follows:

Where:

X= Mean

∑ = Epsilon (Read Total)

Xi = the value of x to i reach n

n = Total (Sample or Population)

b. Standard Deviation

Standard Deviation (SD) is a statistic that describes the number of variations in process

characteristics measured. The SD is to calculate how many individual measurements
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are expected to deviate from the mean, which gives variation in the data. If the data is

almost identical, the SD will be small, and if the data is scattered, the SD value will be

large. The summary of the standard deviation calculations is as follows;

Where;

SD = Standard Deviation

∑= means “sum of,”

X= each value in the data set

X= mean of all value in the data set

n= number of value in the data set

3.5.2 Factor Analysis and Reliability of the Instrument

Instrument reliability analysis is an analysis of the instruments to be used in the study

to determine that the instrument used to measure a construct is completely accurate,

consistent and reliable (Hussin et al., 2014). In other words, the measuring instrument

should be tested to have high reliability. The results of the validation in previous

survey of Taiwo Gbadegesin (2014) resulted in the Cronbach x of o.74 and the test-

retest coefficient of 0.73.

Factor analysis is the appropriate statistical technique when dealing with large data.

This is because it is capable of data reduction and simplifies the design of aggregated

variables. Using analytical factor will be able to analyse the relationship between the

large lists of indicators to understand the basic structure, making it possible to reduce

it to a small number of aggregated variables.
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According to An Gie (2013), Factor analysis is uses mathematical procedures for the

simplification of interrelated measures to discover patterns in a set of variables. Using

factor analysis, large groups of data comprising multiple variables can be reduced by

observing 'clusters' of variables. An analysis of useful factors for research involving

several or hundreds of variables, items from the questionnaire can be reduced to a

smaller set, to gain the underlying concept, and to facilitate interpretation (Rummel,

1970 in An Gie, 2013). According to An Gie (2013), it is easier to focus on some of

the key factors, rather than having to consider too many variables that may not be

relevant, and factor analysis is also useful for putting variables into related categories

(Rummel, 1970 in An Gie, 2013).

Suggested size of the sample is at least <150 participants, and variables subjected to

factor analysis should each have at least 5 to 10 observations (Comrey & Lee, 1992 in

An Gie, 2013). Normally the respondent's ratio to the variable should be at least 10: 1,

and these factors are considered stable and to confirm with a ratio of 30: 1. This is

because the larger sample size will reduce the error in the data of the study, and

therefore factor analysis will generally work better with larger sample sizes. However,

Guadagnoli and Velicer (1988) suggest that if the dataset has some high factor loading

factor (> .80), then the small size (n> 150) is sufficient. The loading factor for the

variable is the measure of how many variables contribute to the factor; therefore, high

factor loading score indicates that the dimensions of the better factors are taken into

account by the variables.

Among the limitations of this technique is the naming of factors can be a problem. The

factor name may not accurately reflect the variables within that factor. Furthermore,
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some variables are difficult to interpret because they may contain more than one factor

known as fractional load. These variables may be correlated with each other to produce

a factor although it has a slight root meaning for that factor (Tabachnick & Fidell, 2007

in An Gie, 2013), in which, at the end, the researchers need to conduct a large-scale

sample survey at a certain point in time to ensure the reliability of these factors. One

aspect in Factor Analysis that needs mention in detail includes Kaiser-Meyer-Olkin

Measure (KMO) and Bartlett’s Test of Sphericity.

a. Kaiser-Meyer-Olkin Measure and Bartlett's Test of Sphericity

Kaiser-Meyer-Olkin (KMO) Test is a measure of how suited your data is for Factor

Analysis. Sorting the variables considered feasible to include in subsequent analysis is

to impose a number of tests on all variables, and issue variables that prove to be

ineligible. In this case using KMO and Bartlett Test of Sphericity methods. KMO

Sampling Compatibility Measurement is a statistic that shows the proportion of

variance in the variables, which may be due to the underlying factor. High values

(almost to 1.0) generally indicate that factor analysis may be useful with the data

obtained. If the value is less than 0.50, the results of the factor analysis may be less

useful for the study.

b. Rotated Component Matrix (RCM) and Total Variance Explained (TVE).

Another important aspect that needs mention is the Rotated Component Matrix (RCM)

and Total Variance Explained (TVE). RCM indicates a factor loading, which describes

the correlation for each variable and the factors for varimax rotation. These factors are

interpreted by naming them based on the size of the loading (Hussin et al., 2014).
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3.6 Summary of the Chapter

This chapter explains how this study is carried out covering the research design,

sampling design, measurement, research instrument, data collection procedures and

data analysis procedures. Survey method through questionnaire was used to obtain

survey information. The survey questionnaire was adopted from previous studies that

related, and has been through the process of Validation. This study is a descriptive

research, in which to get an overview of the use of PFI method in PBT in Malaysia

from the perspective of experience, knowledge, and awareness of PBT on the

approach, as well as to see also from the factors of influence and the barrier towards

implementation. In achieving these objectives should be through a scientific

investigation process so that the decisions will then reach accuracy and can be verified

based on the processes and procedures undertaken. In this study, the process is started

by identifying the issue and research scope, then obtaining ideas by analysing the

previous study that related. Issues based on the study of literature and reports will be

developed and presented as a research question. The research question must be

integrated with the theory or knowledge that has been identified in relation to the

subject of the study. Constructing research questions is based on the relationship

between the concept and the Problem Statement. After identifying the sample, the

method of collecting the data is presented. Data obtained later will be analysed using

SPSS version 23.The next process is to collect data, and how the data is analysed and

interpreted. In the next Chapter, in the Chapter fourth, is discusses the findings of the

analysed data.
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CHAPTER FOUR

DATA ANALYSIS AND FINDINGS

4.1 Introduction

This chapter four presents the analysis of data and research findings based on data

collected through a survey questionnaire. Inputs from the data analysis are from

questionnaires distributed to LAs in Malaysia to various Departments / Units /

Divisions related to the research topics. The method used to distribute questionnaires

to respondents is through postal delivery.

The questions raised in the questionnaire consist of five sections, namely; section A is

related to the background of respondents; section B relates to the procurement method

used by the Local Authority or Pihak Berkuasa Tempatan (PBT) for the financing of

their development projects; Part C relates to the knowledge and awareness of

respondents on PFI methods; Part D is related to Factors influencing the

implementation of PFI projects in PBT; then section E relates to the barrier factor on

the implementation of PFI projects in the LAs. Discussions on data findings will be

presented in the next chapter Five
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4.2 Data Analysis Method

Data collected were analysed using SPSSS version 23. Data analysis was done using

Descriptive analysis technique, where Frequency, Mean, Median, Mode and Standard

Deviation were measured. The Frequency procedure is usually used to provide data

description information that describes the respondent's demographic. Frequency

procedures in SPSS have several Statistic Options used to select statistical options that

will be displayed in the SPSS screen output sheet. There are several divisions of

statistical groups such as Mean, Median, Mode, and Sum. In addition there are also

measurements in Dispersion. The measurement of Dispersion includes Standard

Deviation, Variance, Range, Minimum, Maximum, and Standard error of Mean.

In this study, the information data of Part A is based on Frequency measurement

analysis, while Part B and C, data measurement is based on Mean and Standard

Deviation (SD). The Mean measurement is to find the average value of the given value.

The SD describes how the observations in a set of data are scattered around the Mean

value. The data information of Part D and E, Factor Analysis and Reliability of

Instrument are used. Factor Analysis is the technique for reducing the number of

instruments to measure the variables to be some set of instruments to measure a

particular variable to be determined (Hussin et al., 2014). Meanwhile, Reliability

Instrument analysis is an analysis of the instrument in order to measure a construct

accurately and consistently.
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4.3 The Findings of Data Analysis

4.3.1 Background of Respondents

Population for this study is LAs in Malaysia. The total number of LAs or PBT in

Malaysia for all three categories is 155 (n = 155), which is include City Council/City

Hall, Municipality Council, District Council and Modified local government. The total

number of PBT in Malaysia by category is; three (3) City Hall, eleven (11) City

Council, thirty-seven (39) Municipal Council, ninety-eight (98) District Council and

six (6) Modified Local Government.

Of the total, 80 PBT were used as Sampling Frame for this study, comprising fourteen

(14) City Hall / City Council, thirty seven (37) Municipalities, and fifty-one (29)

District Council. The selection of the PBT is based on the characteristics of each PBT

category itself (see description in Chapter 3). In addition, the PBT determination is

also guided to the previous sample of the relevant study. Studies from Salleh and

Okinono (2016) have used twenty-two (29) PBT as a sample for their research on the

role of the private sector in the practice of public infrastructure provision in the LA.

The selection of the 22 PBT is based on factors that have been involved or have

experience in PBT projects involving the private sector. Therefore, all 22 PBT are also

used as samples for this study. In addition, twenty-nine (29) District Council were also

selected as samples for this study. For each of the 80 PBT used as Sampling Frames,

three (3) sets of questionnaires were distributed to each PBT to be submitted to the

departments / units / sections that are relevant to the research topic. However, the

department / unit / section is not specifically mentioned.
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Method used for the distribution of this questionnaire is to use the postal service, where

for each set of questionnaires is attached a number of other documents such as;

notification letter, envelope with stamp and address of researcher, reference letter of

research institution. All these documents are addressed to the Yang Dipertua / Mayor

/ President for each selected PBT. The number of PBT used in this study was eighty

(n = 80), and for each PBT it was submitted three (3) sets of questionnaires. This

means that two hundred and forty (n = 240) sets of questionnaires were distributed to

all selected LAs. The list of field surveys and dispersion of questionnaires to

respondents is shown in Table 4.1. Since the postal method is used for data collection,

based on Sakaran and Bougie (2014), the minimum sampling rate for this study is

adequate with 30% of the total sampling. This is because the postal and postal delivery

method covers a wide geographical area, and 30% of respondents' responses are

considered acceptable.

Table 4. 1
Fieldwork Survey and the Distribution of Respondents
__________________________________________________________________________

State City Council/ Municipality       District Total          Total
Hall Council Council PBT QA

Perlis 0 1 0 1 3
Kedah 1 3 3 7 21
Johor 2 6 5 13 39
Kelantan 0 1 1 2 6
Melaka 1 3 0 4 12
Negeri Sembilan       0 3 1 4 12
Pahang 0 3 7 10 30
PP 1 1 0 2 6
Perak 1 4 5 10 30
Selangor 2 6 3 11 33
Terengganu 1 2 4 7 21
Sabah 1 2 0 3 6
Serawak 3 2 0 5 15
W.P 4 0 0 4 12
Total n=14 n=37 n=29 n=80 n=240
*QA=Questionnaires PBT= Pihak Berkuasa Tempatan
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4.3.2 Respondent Profile

Respondents' profile in this study is information related to PBT type, names and posts

of respondents, departments or divisions of respondents, duration in the number of

years the respondent is working, and the academic level of respondents.

4.3.2.1 Types of Local Authorities Involved

Questions related to respondents profile are in part A. Of total 80 (n=80) PBT that

selected as a sampling frame with 240 (n=240) set of questionnaires (three set of

questionnaires for each PBT) were distributing using postal delivery. However, only

38 (n=33) or 41.25% of PBT (33 of 80 PBT) have responded either to return

questionnaires that have been answered by post, contact the researcher via the

telephone for further explanation or invite the researcher to come to the PBT for

further discussion. Based on the list of PBT that provide feedback for this study, the

classification of the involved PBT types can be categorized as shown in Table 4.2

included.

Table 4. 2
Types of Local Authority that Respond
____________________________________________________________________
Types of Local Authority Frequency Percentage (%)

City /Hall Council 7 21.21
Municipal Council 15 45.45
District Council 11 33.34
Total 33 100.00
Sources: Field study in 2018 against 33 PBT

Out of the 80 (n=80) PBT or equal to 240 (n=240) set of questionnaires distributed

(three set of questionnaires for each PBT), only 99 (n=99) or 41.25% were returned to

the researcher. Due to the lack of cooperation from the respondent at the early stage

of survey, the researcher was contact some LAs as follow-ups, however the feedback
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received was nether not interested, they did not apply the method, or they did not have

time to answer the questionnaire. There are also LAs saying they cannot provide

information as required in the question of inquiry because the information is being

misclassified as confidential information, or there are PBT informing them that they

do not understand the meaning of the submitted question. Based on the PBT that

returned the questionnaires to the researcher, the classification of PBT types can be

categorized as shown in Table 4.3, and the list of PBT that have returned the answered

questionnaires is shown in the Table 4.4 included.

Table 4. 3
Returned Questionnaires Based on LAs Type

Types of Local Authority Frequency Percent Valid
Percent

Cumulative
Percent

Valid City Hall 3 3.0 3.0 3.0

City Council 17 17.0 17.2 20.2

Municipal
Council

48 48.0 48.5 68.7

District Council 31 31.0 31.3 100.0

Total 99 99.0 100.0

Missing System 1 1.0

Total 100 100.0

Sources: Field study in 2018 against 99(n=99) Respondent.

Table 4. 4
List of Local Authorities Returned the Questionnaires

Local Authority Frequency Percent Valid
Percent

Cumulative
Percent

Valid DB KuchingUtara 3 3.0 3.0 4.0

MB Ipoh 3 3.0 3.0 7.0

MB Melaka 3 3.0 3.0 10.0

MB Alor Setar 1 1.0 1.0 11.0

MB Iskandar Puteri 2 2.0 2.0 13.0

MB Kuala Terengganu 3 3.0 3.0 16.0

MB Pulau Pinang 3 3.0 3.0 19.0

MD Bandar Baharu 2 2.0 2.0 21.0

MD Batu Gajah 3 3.0 3.0 24.0
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MD Jerantut 3 3.0 3.0 27.0

MD Kerian 3 3.0 3.0 30.0

MD Labis 3 3.0 3.0 33.0

MD Lenggong 3 3.0 3.0 36.0

MD Lipis 3 3.0 3.0 39.0

MD Maran 3 3.0 3.0 42.0

MD Tangkak 3 3.0 3.0 45.0

MD Kubang Pasu 3 3.0 3.0 48.0

MD Kuala Selangor 2 2.0 2.0 50.0

MP Ampang Jaya 3 3.0 3.0 53.0

MP Batu Pahat 2 2.0 2.0 55.0

MP Bentong 1 1.0 1.0 56.0

MP Dungun 3 3.0 3.0 59.0

MP Hang Tuah Jaya 3 3.0 3.0 62.0

MP jasin 3 3.0 3.0 63.0

MP Kemaman 3 3.0 3.0 68.0

MP Klang 1 1.0 1.0 69.0

MP Kluang 3 3.0 3.0 72.0

MP Kuantan 3 3.0 3.0 75.0

MP Kulai 3 3.0 3.0 78.0

MP Langkawi 3 3.0 3.0 81.0

MP Nilai 3 3.0 3.0 84.0

MP Selayang 2 2.0 2.0 86.0

MP Sepang 3 3.0 3.0 89.0

MP Subang Jaya 3 3.0 3.0 92.0

MP Taiping 1 1.0 1.0 93.0

MP Termeloh 3 3.0 3.0 96.0

MP Subang Jaya 1 1.0 1.0 97.0

MP Kangar 3 3.0 3.0 100.0

Total 100 100.0 100.0

*DB=City Hall MB= City Council MP= Municipal Council MD=District
Council

Sources: Field study in 2018 against 99(n=99) Respondent

4.3.2.2 The Department/Unit/Section of Respondents

Judgment sampling is used in respondent selection. Judgment sampling Judgement is

also known as the Purposive Sampling Technique. A purposive sample is a non-
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probability sample that is selected based on characteristics of a population, and the

objective of the study. In this study, sets of questionnaires were sent to LAs, which in

the opinion of the researchers, LAs had experience using methods involving public-

private cooperation. It is based on the LAs type and criteria itself as discussed in the

previous chapter. In addition, respondents' selection is also based on the study of

Salleh and Okinono (2016), where the twenty-two (22) LAs list is used in their study

on the involvement of the private sector in practice of infrastructure provision in LAs

in Malaysia. Thus, all LAs involved in the study were also used as respondents for this

study.

From each selected LAs, three (3) set of questionnaires were sent by post addressed to

Yang DiPertua / Mayor or President. Together with the questionnaire, some

supporting documents are also included, such as a letter informing the purpose of the

survey, a complete envelope stamped and a researcher's address for the purpose of

repatriation of the questionnaire. Figure 4.1 lists the Departments / Units / Divisions

involved to answer the questionnaire.
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Sources: Field study in 2018 against 99(n=99) Respondent
Figure 4. 1: The Department/Unit/Section Involved in the Study

Based on the accompanying pie chart attached, it can be seen that the Engineering

department is the largest contributing participation respondents to this survey 56%,

while the participation of the two most respondents in this study is from the department

of Contracts and Procurement with 18% participation. Respondent involvement was

also seen as having a third highest percentage from the Administrative

department/unit/section, and also Town and rural planning with a contribution of 8%

respectively. The other departments involved in the survey were from the

Development and Maintenance  (4%), the Treasury department (2%), and the

remaining 12% are from other departments such as from Building control Department,

Corporate and Public Relations, the Unit of Internal Audit  as well as Accounting

department/unit/section. For each department / Unit / section participating in this

survey questionnaire, most are from the position of assistant officers and above. The

highest proportion of respondents are Engineers and Assistant Engineers (38.8%),
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Administration Officer (13.4%), Material and Building surveyors (11.9%), Urban and

Rural planning officers and the assistant (6%), Directors and assistant Director (7.5%),

Architect and assistant Architect (7.5%), and other position (9%) This can be seen as

shown in the included Figure 4.2.

Sources: Field study in 2018 against 99 (n=99) Respondent
Figure 4. 2: Respondents’ Position

In the respondents' posts, most respondents were from Engineer Assistant positions of

22%, followed by Engineer positions of 19%. While respondents with Quantity

Surveyor are involved with 14% of engagement. Respondent's position, followed by

respondent who served as an administrative officer of 11%. Next, it was found 5% of

the respondents are in the position of Director. The other posts involved in the survey

were from the respondents position of Accountant ant and assistant accountant i.e. 6%

contribution, Assistant Director (4%),  Town and Urban Planning Officer by 3%,

Assistant Town and Urban Planning officer (2%), Information Technology Officer

(2%), Municipal/District Secretary of 3% and other positions of  9%. Based on the
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experience of working in LAs, most respondents who take part in the questionnaire

are from those who work more than eleven years and above. It can be concluded that

the respondents involved in responding to the questionnaire are those who have

experience in their respective departments / units / divisions.

4.3.2.3 Respondents Level of Education

Respondents positions are seen to match the level of respondents' education level,

which are the highest level of respondents’ education level were Master Degree, (5%),

followed by First Degree (55%), Diploma (32%) and Certificate (7%). Listed

respondents' educational level as shown in Figure 4.3.

Sources: Field study in 2018 against 66(n=66) Respondents.
Figure 4. 3: Level of Education of Respondent

4.3.3 Respondents' Experience in Projects Involving Private Sector

Questions related to the experience of respondents in projects involving the private

sector in LAs, in Part B in the questionnaire, most respondents (61%) responded that

they had been involved, while 38% stated that they had never been involved in a

5

55

32

7

Master Degree Diploma Certificate

Percentage



182

project involving cooperation with the private sector (as shown in the graph in Figure

4.4).

Sources: Field study in 2018 against 99(n=99) Respondents
Figure 4. 4: Respondent Involvement and Experiences in Public Private Partnership
Scheme.

In addition, respondents were also asked to give an assessment of their personal

experience in the development of procurement projects involving public-private

partnership, where the five options are available as to whether the assessment 'poor',

'average', 'satisfactory', 'good' or ' excellent '. It was found that most of the responses

received were that most respondents rated 'average', ie 31%, followed by 'poor' and

'satisfactory' ratings of 21% and 20%. While 18% respondents rated 'good'. Only 3%

of respondents rated 'excellent' on their level of experience in projects involving Public

Private Partnerships (Shown in graphs included in Figure 4.5).
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Sources: Field study in 2018 against 99(n=99) Respondents
Figure 4. 5: Respondent Experiences in Public Private Partnership Project

4.3.4 The Method of Private Delivery in Local Authorities

In addition, in Part B of the questionnaire, respondents were also asked to select and

propose the most frequently used and most appropriate methodology for LAs for

provision of public infrastructure projects and service delivery. Additionally, the extra

space is also provided for respondents to give more information than the options

specified in the questionnaire. A number of public infrastructure projects were also

provided to facilitate respondents in their feedback. It is found that the most frequently

used method by LAs in the provision of public infrastructure and service delivery is

from the Complete Public Sector Delivery (25.29%), followed by traditional public

contracting (19.535) method. Other methods that are often used are service / contract

management (17.2%) and joint venture method (15.09%). For the method of full

privatization and lease contract, only 6.05% and 5.03% respectively, the respondents

stated the method was used by LAs. It is found that the PPP / PFI, BOOT, BOT and

concession / franchise agreement methods are the least applicable method in the
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provision of public infrastructure and the provision of services for LAs. Figure 4.6

shows the comparison of respondents' perspective.

Sources: Field study in 2018 against 99(n=99) Respondents.
Figure 4. 6: The Methods of Delivery Adopted by Local Authorities for

Infrastructure Development Projects

4.3.5 Respondents Knowledge and Awareness in PFI

In the Section C of the questionnaire, respondents were asked to evaluate the

knowledge and awareness respondents on the adoption of the PFI method in LAs.

Three categories of factors are classified as categories of fundamental understanding

of PFI methods, planning and design process stage, and in implementation and

operating stages. The respondents' ratings are based on five Likert scales, from scale

1 to 5, indicating the 'weak', 'fair', 'satisfying', 'good' scale, and 'excellence'. The

assessment level stated by the respondent will be analysed in the software SPSS
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version 23. The assessment level analysed will be comparable in the mean value and

standard deviation.

Mean (m) or ‘average’ is a measure of central tendency which offers an overview of

data without unnecessary flooded with every observation in a data set, meanwhile

Standard Deviation explains how the observations in a set of data are scattered around

the Mean (m) value. A large Standard Deviation value means a wider range of data

around the Mean (m) value. This also can be explained as SD (represented by the

symbol sigma σ) shows how much variation or "dispersion" exists from the average

(m or expected value). A low of Standard Deviation indicates that the data points tend

to be very close to the Mean (m), and high Standard Deviation (SD) indicates that the

data points are spread out over a large range of values.

Based on the analysis of the study, factors relate to their understanding of the PFI

concepts and procedures, the differences between PFI methods with other traditional

methods, characteristics, definitions, and frameworks; Assessment mean shows at

range 2.35 to 2.80, and SD at range between 0.080 to 1.018. It can be concluded that

the level of knowledge and awareness of respondents on the PFI project method is at

moderate level. The lowest level of knowledge and awareness of respondents

designated at m value relates to understanding the definition of PFI itself, followed by

an understanding of the PFI project framework.

In the second category is related to knowledge and awareness on planning and design

processes, m rates are also seen at the range of 2.44 to 2.68, and the SD range at 1.061

to 1.231. Among the items in this category are related to the process of cycle, approval,
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outline business case, specification output, and statement of need, proposal and

authority involved. It can be concluded that the items in this category, the level of

knowledge and awareness of the respondents are also at moderate level. The deal with

the approval process and the preparation of the PFI proposal is the least understood

matter by the respondent which refers to the lowest m value.

In the third category, the items presented are related to sources of third party revenue,

the quality and performance control, PFI full system, equity owner, concession period,

payment mechanism, hand over stage and audit process; the value of m analysis is at

the range of 2.41 to 2.52, which indicates that the level of knowledge and awareness

of the respondents on the implementation and operation of the PFI project is at a

moderate level, and the matters relating to the full system in the PFI project are still

not fully understood by respondents.

In general, it can be concluded that the level of knowledge and awareness of the

respondents is at a moderate level, and basic things, such as definitions and PFI

process systems are still at the lower of understood by respondents. Analyse data based

on m and SD values for the items listed as shown in Table 4.5 included.
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Table 4. 5
Respondents Knowledge and Awareness on PFI
Items Mean Std. Deviation
Fundamental of PFI Procurement
PFI concepts 2.80 1.000
PFI Procedure 2.35 1.091
Understand the Differences 2.65 0.925
with Traditional procurement
PFI Characteristics 2.48 1.018
PFI Definition 2.34 0.080
Policy Framework 2.40 0.968
Legal Framework 2.49 0.952
Process during Planning and Design Stages
PFI Process Cycle 2.56 1.071
Approval Process 2.44 1.231
Outline Business Case 2.59 1.097
Specification Output 2.69 1.056
Statement of Need 2.52 1.137
PFI Proposal 2.51 1.128
Authority Involved 2.61 1.067
Process Implementation for Operational Stages
Sources of the third party revenue 2.52 0.952
Method of quality and performance control 2.56 1.042
PFI Full system 2.41 1.107
Equity Owner 2.48 1.190
Concession Period 2.51 1.004
Payment mechanism 2.52 0.962
Transfer process or hand over stage 2.51 1.053
Audit Process 2.52 1.091
Sources: Field study in 2018 against 99(n=99) Respondents

4.3.6 The Factor Analysis and the Reliability of the Instrument

Factor analysis is a method of data reduction.  It does this by seeking underlying

unobservable (latent) variables that are reflected in the observed variables (manifest

variables).  There are many different methods that can be used to conduct a factor

analysis (such as principal axis factor, maximum likelihood, generalized least squares,

unweighted least squares), There are also many different types of rotations that can be

done after the initial extraction of factors, including orthogonal rotations, such as

varimax and equimax, which impose the restriction that the factors cannot be

correlated, and oblique rotations, such as promax, which allow the factors to be

correlated with one another.  Given the number of factor analytic techniques and
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options, it is not surprising that different analysts could reach very different results

analyzing the same data set.  However, all analysts are looking for simple structure.

Simple structure is pattern of results such that each variable loads highly onto one and

only one factor.

Factor analysis is a technique that requires a large sample size.  Factor analysis is

based on the correlation matrix of the variables involved, and correlations usually need

a large sample size before they stabilize.  Tabachnick and Fidell (2001) cite Comrey

and Lee’s (1992) advice regarding sample size: 50 cases is very poor, 100 is poor, 200

is fair, 300 is good, 500 is very good, and 1000 or more is excellent.  As a rule of

thumb, a bare minimum of 10 observations per variable is necessary to avoid

computational difficulties.

The Questionnaires in Part D and E are analyzed using factor analysis and instrument

reliability through SPSS software version 23. Factor analysis is a technique to reduce

the number of instruments to measure the variables to be some set of instruments to

measure a particular variable to be set (Hussin et al., 2014). While, reliability analysis

is an analysis of instruments in order to measure a construct more accurately and

consistently.

Reliability analysis needs to be done on factors or components obtained through factor

analysis to ensure that items that measure constructs are as reliable. The reliability

analysis procedure is used to estimate the internal consistency of an instrument used.

It is linked to the ability of a consistent relationship between the items that make up
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the construct in an instrument built. Alpha Cronbach value is used to measure internal

consistency between the items that make up the construct.

4.3.6.1 Validity Assessment

Factor analysis is a statistical approach aims to identify hidden structures between

variables in an analysis (Hair et al, 2010). In addition, factor analysis attempts to

reduce or summarize items by producing coherent factors (Pallant, 2001; Hair et al.,

2010). In fact, structure factor for factor generated through factor analysis was also

verified by the construct validity aimed confirms the extent to which a measurement

measures a hypothetical construct that should be measured. Hypothetical constructs

are not visible (latent), and can only be measured by measurement (Hair et al., 2010).

Before generating factor analysis, the Cronbach alpha value between the measurement

items needs to be ascertained first. According to Page and Meyer (2000), the Cronbach

alpha value between the measurement items should exceed 0.70 before the factor

analysis attempt was made.

To assess the suitability of data for factor analysis, Kaiser-Meyer-Olkin (KMO) and

Sphericity Bartlett test should be conducted to examine whether there is a correlation

between items. Sphericity Bartlett test must be significant (p <0.5) so that the analysis

of the factor is run. In addition, the KMO index value should exceed 0.6 to verify the

factor analysis is good and appropriate to run (Pallant, 2001).

Next step is the extraction of factors need to be conducted to determine the number of

factors that need to represent the relationship between variables (Page & Meyer, 2000;
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Pallant, 2001). The number of factors that need to be maintained will be determined

based on Kaiser Criteria i.e. eigenvalues of factor greater than 1.0. The number of

factors maintained must be sufficient to meet at least 60% of the total variation

described. Scree tests need to be done to check the number of such factors with the

generated scree plot. The number of extracting factors can also be determined based

on the Rotated Component Matrica analysis. After determining the number of factors

that need to be maintained, the factor rotation method must be set. The resulting factors

are interpreted based on factor loading (factor loading). The minimum weighting

factor is +.30, while weighting exceeds or equal to +.50 is considered to be practically

significant (Hair et al., 2010).

4.3.6.2 Factor Analysis for Influencing Factors

The data of this study was obtained from questionnaire collected from 99 respondents.

Based on the questionnaire form, this factor influencing data is in Part D of

questionnaire. In the Part D of questionnaires, questions related to the factors

influencing the adoption of the PFI approach in LAs, based on an assessment of the

scale of ‘1’ to ‘5’. The scale of '1' indicates 'weak', a scale of  ‘2’ means 'Fair', scale

‘3’ means 'Satisfactory', ‘4’ scale means 'good' and scale ‘5’ means 'Excellent'. The

factors presented, are divided into five categories, namely organizational capabilities,

technical capabilities, financial capabilities, risk involvement and the nature of project.

44 factors have been submitted for respondent assessment. The details of the items

being encountered are shown in the included Table 4.6.
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Table 4. 6
The Influencing Factor for PFI Adoption in Local Authorities

Item Discerption of item
Category A

Item_1 Top-level commitment within the public sector organisation
Item_2 Level of collaboration and commitment among the public sector and

government agency
Item_3 Open/frank and flexible communication during negotiations
Item_4 Level of bureaucracy in the decision making process
Item_5 Level of commitment of the organisation to earlier negotiated term
Item_6 Ability to assist in land acquisition/planning permission
Item_7 Attitude to cost e.g. excessive desire to drive down cost

Category B
Item_8 Ability to effectively sensitize public opinion on the project
Item_9 Ability to tap public private partnership knowledge and expertise

elsewhere
Item_10 Existence of an established public private partnership/private finance

initiative unit
Item_11 Level of reputation enjoyed by the organisation
Item_12 Ability to effectively establish the project parameters
Item_13 Strong in-house expertise infrastructure procurement
Item_14 Levels of preparatory work
Item_15 Ability to establish clears statements of the evaluation criteria
Item_16 Previous experiences in infrastructure procurement generally
Item_17 Making use of standard bidding documents
Item_18 Previous experience in Public Private Partnership/Private Finance

Initiative procurement
Category C

Item_19 Capability to pay the shadow tolls/tariff proposed
Item_20 Ability to receive financial support/guarantees from the central

government
Item_21 Ability to offer tax concessions and/or flexible tax regimes
Item_22 Ability to raise funds through bonds
Item_23 Ability to provide equity finance

Category D
Item_24 Level of Managerial risk
Item_25 Level of Financial risk
Item_26 Aspect of political risk
Item_27 Aspect of constructional risk
Item_28 Legal/Legislations barriers
Item_29 Risk of time and cost
Item_30 Consortium structure
Item_31 Social risk
Item_32 Force Majeure(Superior Force)
Item_33 Cultural/traditional risk
Item_34 Partner risk
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Item_35 Economic Implication
Item_36 Foreign exchange/inflation

Category E
Item_37 Size of projects
Item_38 Complexity of projects
Item_39 Uncertainly of new developments
Item_40 The payback period of the project
Item_41 Demand of the project sponsors and partners
Item_42 Potentials that undermine project complete time
Item_43 Potentials for project cost over runs
Item_44 Project performance

Sources: item based of Questionnaires

a. Cronbach Alpha

Since this questionnaires survey was adopted from the previous study which has

followed the verification process of reliability, then the process is not necessary to be

reproduced. The questionnaire for this study was adopted from Taiwo Gbadegesin

(2014) study. Validation results in Taiwo Gbadegesin (2014) studies resulted in Alpha

Cronbach 0.74 and retest coefficient of 0.73. Validation is based on internal

consistency measurements via SPSS. The test-re-test coefficients in the Taiwo

Gbadegesin (2014) study were obtained using the Pearson correction for data collected

from the repeated administration of the pilot testing of questionnaire.

b. Kaiser-Meyer-Olkin Measure and Sphercity Bartlett

Kaiser Meyer Olkin Measure of Sampling (KMO) is a comparison index of the

distance between correlation coefficient and its partial correlation coefficient. If the

coefficient of coefficient of partial correlation between all variable pairs is small

compared to the sum of the squares of the correlation coefficient, it will result in the

value of KMO approaching value 1.0. The KMO value is considered sufficient if more

than 0.5. Bartlett's Sphericity test is to test the hypothesis that the correlation matrix is
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the identity matrix, which will indicate that the variable is irrelevant and therefore not

suitable for structural detection. A small value (less than 0.05) indicates that factor

analysis may be useful with that data. For reference, Kaiser (1974) quoted in Norusis

(1992) suggests that Kaiser-Meyer-Olkin Measure (KMO) put the following values on

the results of;

 0.00 to 0.49 unacceptable.

 0.50 to 0.59 miserable.

 0.60 to 0.69 mediocre.

 0.70 to 0.79 middling.

 0.80 to 0.89 meritorious.

 0.90 to 1.00 marvelous

The factors proposed Part D of questionnaires are divided into five categories. Thus,

the list of factors to be analyzed will be divided into five categories to show which

factors are most significant for each category specified. Table 4.7 shows the results of

the KMO and Sphercity Bartlett test for variables for factor influencing.
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Table 4. 7
KMO Measure for Influences Factors (for five Category)

KMO and Bartlett's Test (Category A)
Kaiser-Meyer-Olkin Measure of Sampling Adequacy .885
Bartlett's Test of Sphericity Approx. Chi-Square 914.753

df. 21
Sig. .000

KMO and Bartlett's Test (Category B)
Kaiser-Meyer-Olkin Measure of Sampling Adequacy .912
Bartlett's Test of Sphericity Approx. Chi-Square 1863.121

df. 55
Sig. .000

KMO and Bartlett's Test (Category C)
Kaiser-Meyer-Olkin Measure of Sampling Adequacy .870
Bartlett's Test of Sphericity Approx. Chi-Square 614.649

df. 10
Sig. .000

KMO and Bartlett's Test (Category D)
Kaiser-Meyer-Olkin Measure of Sampling Adequacy .900
Bartlett's Test of Sphericity Approx. Chi-Square 2333.327

df. 78
Sig. .000

KMO and Bartlett's Test (Category E)
Kaiser-Meyer-Olkin Measure of Sampling Adequacy .915
Bartlett's Test of Sphericity Approx. Chi-Square 1212.960

df. 28
Sig. .000

*KMO= Kaiser-Meyer-Olkin Measure

The test results show that the index value for the KMO for each category is within

the range 0.870 to 0. 915, and Sphericity Bartlett test is within the range (p=.000) for

each category. Therefore, factor analysis is reasonable and appropriate to run.

4.3.6.3 Extraction Method

Principal component Analysis is used to extract factors for influencing factor

variables. Analysis of the Principal Components is the reduction technique of

variables that have similarities with exploratory factor analysis. The aim is to reduce

the larger set of variables into smaller groups of 'artificial' variables called 'main

components'. The set variables that extracted is that which contributes most of the

variance in the original variable.
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a. Total Variance Explained

Total Variance Explained analysis used to show the eigenvalue (eigenvalue) has listed

the components 1 to 44. Total Variance Explained Analysis (TVE) is used to get Total

variance explained (TVE) output. The Total column gives the eigenvalue, or amount

of variance in the original variables accounted for by each component. The percentage

of Variance column gives the ratio, expressed as a percentage, of the variance

accounted for by each component to the total variance in all of the variables. The TVE

will show Eigen values (eigenvalue) for each of the factors.

The   Eigenvalue is very important in helping to determine how many factors should

be used in the analysis. The eigenvalues of the factors need to be larger than or equal

to zero but should not exceed the total variance. According to Hair et al. (2010), during

factor analysis eigenvalue of less than 1 would be rejected, and factors with eigenvalue

more than 1.0 is considered to be significant and maintained for further analysis. This

criterion is an option set by the SPSS. TVE analysis for the five categories of questions

submitted to the respondents shown in Table 4.8 are included.
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Table 4. 8
Total Variance Explained for Influence Factors

Total Variance Explained (Category A)

Component

Initial Eigenvalues
Extraction Sums of Squared
Loadings

Total
% of
Variance

Cumulative
% Total

% of
Variance

Cumulative
%

1 5.804 82.915 82.915 5.804 82.915 82.915
2 .513 7.327 90.242 .513 7.327 90.242
3 .230 3.283 93.525
4 .197 2.810 96.336
5 .142 2.031 98.366
6 .072 1.028 99.394
7 .042 .606 100.000

Total Variance Explained (Category B)

Component

Initial Eigenvalues
Extraction Sums of Squared

Loadings

Total
% of

Variance
Cumulative

% Total
% of

Variance
Cumulative

%
1 9.168 83.345 83.345 9.168 83.345 83.345
2 .553 5.026 88.371 .553 5.026 88.371
3 .428 3.895 92.266
4 .253 2.298 94.565
5 .223 2.028 96.593
6 .139 1.264 97.856
7 .083 .757 98.613
8 .057 .516 99.129
9 .046 .417 99.546
10 .030 .269 99.816
11 .020 .184 100.000

Total Variance Explained (Category C)

Component

Initial Eigenvalues
Extraction Sums of Squared

Loadings

Total
% of

Variance
Cumulative

% Total
% of

Variance
Cumulative

%
1 4.395 87.905 87.905 4.395 87.905 87.905
2 .227 4.546 92.451 .227 4.546 92.451
3 .194 3.883 96.334
4 .103 2.066 98.400
5 .080 1.600 100.000

Total Variance Explained (Category D)

Component

Initial Eigenvalues
Extraction Sums of Squared

Loadings

Total
% of

Variance
Cumulative

% Total
% of

Variance
Cumulative

%
1 10.826 83.276 83.276 10.826 83.276 83.276
2 .762 5.861 89.137 .762 5.861 89.137
3 .335 2.573 91.711
4 .278 2.138 93.849
5 .222 1.706 95.555
6 .159 1.226 96.781
7 .117 .903 97.684
8 .095 .734 98.418



197

9 .079 .605 99.023
10 .047 .364 99.387
11 .037 .283 99.671
12 .034 .264 99.935
13 .008 .065 100.000

Total Variance Explained (Category E)

Component

Initial Eigenvalues
Extraction Sums of Squared

Loadings

Total
% of

Variance
Cumulative

% Total
% of

Variance
Cumulative

%
1 6.934 86.678 86.678 6.934 86.678 86.678
2 .337 4.213 90.891 .337 4.213 90.891
3 .261 3.265 94.155
4 .145 1.813 95.968
5 .132 1.645 97.613
6 .090 1.122 98.735
7 .054 .677 99.411
8 .047 .589 100.000

Based on the TVE table include, the eigenvalue have listed components from 1 to 45

items. The amount of variance for variable in this analysis should equal to the number

of variables. The factors extracted (taken) are calculated for variance between the

variables. The eigenvalue of these factors should be greater than or equal to zero, and

should not exceed the total variance of variables and multiplied by 100. To explain the

index indicated of TVE analysis in category A in Table 4.10, the two highest

eigenvalue is 82.915 and 5.026, explaining that there are two extracted factors that are

supposed to be used in analysis for category A. Measurement of values is equally used

to determine the number of factors that need to be extracted for the factors in the

categories B, C, D and E.

b. Scree Plot

Other criteria that can be determined by the plot for eigenvalue are known as scree

test. The number of factors is determined by the eigenvalues in the portion of the plot

which decreases sharply before the eigenvalues start horizontally. For example, based
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on scree plots for category A in figure 4.7 included, it can be concluded that only two

factors should be considered (rotated).

Figure 4. 7: Scree Plot Influence factors for Category A

c. Communalities

Communality value is also a deciding factor to include or exclude a variable in the

factor analysis. Initial communalities are estimates of the variance in each variable

accounted for by all components or factors. Extraction communalities are estimates of

the variance in each variable accounted for by the factors (or components) in the factor

solution. Small values indicate variables that do not fit well with the factor solution,

and should possibly be dropped from the analysis. A value of above 0.5 is considered

to be ideal. The accompanying Table 4.9 shows the communalities of the items, and

the value of the items is mostly high. This shows that all of these items is a factors

influencing to the adoption of PFI in the PBT in Malaysia.
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Table 4. 9
Communalities for Influence Factors

Communalities (Category A)
Item Initial Extraction

1 1.000 .838
2 1.000 .901
3 1.000 .900
4 1.000 .984
5 1.000 .907
6 1.000 .911
7 1.000 .875

Communalities (Category B)
Item Initial Extraction

8 1.000 .842
9 1.000 .914
10 1.000 .924
11 1.000 .899
12 1.000 .788
13 1.000 .906
14 1.000 .876
15 1.000 .934
16 1.000 .921
17 1.000 .938
18 1.000 .779

Communalities (Category C)
Item Initial Extraction
19 1.000 .951
20 1.000 .905
21 1.000 .918
22 1.000 .929
23 1.000 .920

Communalities (Category D)
Item Initial Extraction
24 1.000 .845
25 1.000 .962
26 1.000 .964
27 1.000 .932
28 1.000 .896
29 1.000 .883
30 1.000 .881
31 1.000 .908
32 1.000 .867
33 1.000 .877
34 1.000 .910
35 1.000 .873
36 1.000 .790

Communalities (Category E)
Item Initial Extraction
37 1.000 .867
38 1.000 .942
39 1.000 .900
40 1.000 .962



200

41 1.000 .933
42 1.000 .899
43 1.000 .861
44 1.000 .907
38 1.000 .942
39 1.000 .900
40 1.000 .962
41 1.000 .933
42 1.000 .899
43 1.000 .861
44 1.000 .907

Extraction Method: Principal Component Analysis.

d. Rotated Factor Matric

Rotated Factor Matric (RFM) indicates a factor loading, which explains the correlation

of each variable and the factors for varimax rotation. These factors are interpreted by

naming them based on the size of the loading. In this example, item_6,item_3, item_7

and item_2, is more associated with the main factors for influencing the PFI adoption

in LAs for  category A, meanwhile item_1, item_4, item_5  is associated as the

secondary factor (see Table 4.10). In general, when looking at the contents of these

two sets of items, we can name two factors as emotional factors and related external

factors.

Table 4. 10
Rotated Component Matrix for Influence Factors

Rotated Component Matrix (Category A)
Item Component

1 2
Item_1 .796 .452
Item_2 .903 .292
Item_3 .824 .470
Item_4 .339 .932
Item_5 .917 .257
Item_6 .871 .390
Item_7 .830 .432

Rotated Component Matrix (Category B)
Item Component

1 2
Item_8 .475 .785
Item_9 .331 .897
Item_10 .554 .786
Item_11 .720 .618
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Item_12 .745 .483
Item_13 .665 .681
Item_14 .615 .705
Item_15 .788 .560
Item_16 .855 .436
Item_17 .905 .345
Item_18 .710 .524

Rotated Component Matrix (Category C)
Item Component

1 2
Item_19 .478 .850
Item_20 .815 .491
Item_21 .561 .777
Item_22 .809 .524
Item_23 .822 .494

Rotated Component Matrix (Category D)
Item Component

1 2
Item_24 .473 .788
Item_25 .450 .872
Item_26 .469 .862
Item_27 .427 .866
Item_28 .772 .548
Item_29 .746 .571
Item_31 .787 .512
Item_31 .787 .537
Item_32 .867 .340
Item_33 .829 .435
Item_34 .845 .444
Item_35 .830 .428
Item_36 .737 .497

Rotated Component Matrix (Category E)
Item Component

1 2
Item_37 .854 .370
Item_38 .804 .544
Item_39 .754 .576
Item_40 .490 .849
Item_41 .465 .846
Item_42 .740 .593
Item_43 .765 .525
Item_44 .795 .525

Extraction Method: Principal Component Analysis.

The total Variance Explained table showing in the below table (see at Table 4.11)

reports the variance rate for each factor being rotated. For example, for category A,

the first and second factors calculated are 64.75% and 25.49% respectively of the
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seven (7) variables calculated. In total, if both factors are taken, then 89.14% of

variance can be explained.

Table 4. 11
Total Variance Explained and Rotation Squared Loading for Influence Factors

Total Variance Explained (Category A)

Item
Comp.

Initial Eigenvalues
Extraction Sums of Squared

Loadings
Rotation Sums of Squared

Loadings

Total
% of

Variance Cum. % Total
% of

Variance Cum. %
Total % of

Variance
Cum.%

Item_4 1 5.804 82.915 82.915 5.804 82.915 82.915 4.532 64.749 64.749
Item_5 2 .513 7.327 90.242 .513 7.327 90.242 1.784 25.493 90.242

Total Variance Explained (Category B)

Item
Comp.

Initial Eigenvalues
Extraction Sums of Squared

Loadings
Rotation Sums of Squared

Loadings

Total
% of

Variance Cum. % Total
% of

Variance Cum. %
Total % of

Variance
Cum.%

Item_9 8 9.168 83.345 83.345 9.168 83.345 83.345 5.208 47.350 47.350
Item_17 9 .553 5.026 88.371 .553 5.026 88.371 4.512 41.021 88.371

Total Variance Explained (Category C)

Item
Comp.

Initial Eigenvalues
Extraction Sums of Squared

Loadings
Rotation Sums of Squared

Loadings

Total
% of

Variance Cum. % Total
% of

Variance Cum. %
Total % of

Variance
Cum.  %

Item_19 19 4.395 87.905 87.905 4.395 87.905 87.905 2.536 50.726 50.726
Item_23 20 .227 4.546 92.451 .227 4.546 92.451 2.086 41.725 92.451

Total Variance Explained (Category D)

Item
Comp.

Initial Eigenvalues
Extraction Sums of Squared

Loadings
Rotation Sums of Squared

Loadings

Total
% of

Variance Cum. % Total
% of

Variance Cum. %
Total % of

Variance
Cum. %

Item_25 24 10.826 83.276 83.276 10.826 83.276 83.276 6.604 50.797 50.797
Item_32 25 .762 5.861 89.137 .762 5.861 89.137 4.984 38.340 89.137

Total Variance Explained (Category E)

Item
Comp.

Initial Eigenvalues
Extraction Sums of Squared

Loadings
Rotation Sums of Squared

Loadings

Total
% of

Variance Cum. % Total
% of

Variance Cum. %
Total % of

Variance
Cum. %

Item_37 37 6.934 86.678 86.678 6.934 86.678 86.678 4.166 52.072 52.072
Item_40 38 .337 4.213 90.891 .337 4.213 90.891 3.106 38.819 90.891

Comp. = Component    Cum. = Cumulative

Thus, based on the analysis carried out on 44 factors divided into five categories, two

major factors are extracted from each category, which are extracted based on the

highest loading size (loading). Factors seen most influencing on the use of PFIs in LAs

based on the categories shown in table 4.12 included.
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Table 4. 12
The Most Influence Factors for the PFI implementation in LAs

Item_ Influence Factors RCMa

Local Authority Capabilities
Item_4 Level of bureaucracy in the decision 0.932

making process
Item_5 Level of commitment of the organisation 0.917

to earlier negotiated term
Technical Capabilities
Item_9 Ability to effectively sensitize public 0.848

opinion on the project
Item_17 Making use of standard bidding documents 0.905
Financial Capabilities
Item_19 Capability to pay the shadow 0.850

Tolls/tariff proposed
Item_23 Ability to provide equity finance 0.822
Risk Involvement
Item_25 Level of Financial risk 0.872
Item_32 Force Majeure (Superior Force) 0.869
Nature of Project
Item_37 Size of projects 0.854
Item_40 The payback period of the project 0.853
__________________________________________________________________________
*RCMa= Rotated Component Matric
Sources: Field study in 2018 against 38(n=38) PBT

4.3.6.4 Factor Analysis for Barrier Factors

Questions related to barrier factors are in Section E of the questionnaire. Respondents

were asked to provide their assessment of obstacles related to LAs to adopt the PFI

approach in the provision of public infrastructure, in accordance with the scale of '1'

to '5'. The scale of '1' indicates 'Insignificant', the scale '2' means 'Slightly significant',

'3' scale means 'significant' scale, '4' means 'very significant' and '5' scale 's Extremely

significant'. 36 factors have been submitted for respondent assessment. The barrier

factors as shown in the table 4.13 included.
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Table 4. 13
List of Barrier Factors

Item Identified Barriers
Item_1 Local authorities have to adapt their working methods to apply PFI

schemes
Item_2 Application of PFI schemes can imply that some public officials become

redundant
Item_3 PFI contracts are experienced as complicated;
Item_4 Local Authorities are nervous to work with the large contractors that are

most likely to take place in the project company
Item_5 Local authorities fear to be stuck to the project company, even when the

project company is in default
Item_6 Local authorities are deterred to contract the projects that are suitable for

PFI scheme, which take up a large part of their total budget, into a long-
term contract

Item_7 Local authorities have to hire external expertise to support the
procurement and management of PFI project.

Item_8 The initial investment costs for concessions are much larger compared to
public sector alternatives;

Item_9 Local authorities are unfamiliar with PFI.
Item_10 In PFI the total sum of costs is not in proportion with the actual investment

costs for the local authority asset.
Item_11 It is possible that the preparation of PFI contract isn’t finished within the

year tenure of the initiating executive board (Board Council).
Item_12 With PFI scheme the local politics can possibly not see results within their

year of tenure.
Item_13 The local politics believe that PFI cannot provide sufficient possibilities

for control that local development projects require.
Item_14 Negative messages about PFI project
Item_15 local authorities find that PFI require too much effort for a contracting

method that is probably applied only once
Item_16 Local authorities believe that PFI cannot provide the amount of flexibility

that local development projects require;
Item_17 Local authorities believe they have less power of influence in the

maintenance at PFI project;
Item_18 If projects are a PFI, it is possible that there is too little competition at the

tender;
Item_19 If projects are a PFI schemes local contractors might be excluded from

involvement in the project
Item_20 In the form of a PFI, the project’s budget will be insufficient for the private

sector’s bid.
Item_21 The PFI approach is considered too risky by the local authorities
Item_22 Local authorities are uncertain if they can comply with the future payment

obligations of PFI contract
Item_23 The Competitive Dialogue Procedure is experienced as complex by local

authorities.



205

Item_24 Possibility that initiatives for PFI project are cancelled by new executive
boards before formal decisions have been taken

Item_25 As a concession, projects can probably not be completed within the
available time frame;

Item_26 Local authorities have insufficient trust in the private sector;
Item_27 PFI schemes are experienced as complex by local authorities
Item_28 Local authorities believe that their development projects will be too

expensive as a PFI scheme;
Item_29 Local authorities believe that their development projects will achieve

insufficient value as a PFI scheme.
Item_30 Local authorities have no need for private finance;
Item_31 The way of working in PFI scheme does not fit the working methods of

local authorities
Item_32 Local authorities have no need to apply other contracting methods.
Item_33 Possibilities to apply PFI schemes are overlooked by local authorities;
Item_34 Lack of knowledge and experience about PFI at local authorities;
Item_35 Local authorities think that PFI scheme are only viable for large projects;
Item_36 Local authorities are of the opinion that the contracting methods they

currently apply work properly for their projects

Sources: The Items based of the Questionnaires

The same process is done as a factor analysis of the influencing factors, discussed in

the previous section. Before the factor analysis was done, the value of Cronbach alpha

variable must be determined first. The value of Cronbach alpha for barrier factor

variables is 0.967.

Next analysis is to conduct KMO and Sphericity Bartlett tests for barrier factor

variables. The result of the test showed that the value of the KMO obtained was 0.6

greater than 0.695, and the Sphericity Bartlett test was significant (p = .000).

Therefore, the value of KMO is seen as the average value (mediocre), and it is

reasonable to be carried out (see Table 4.14).
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Table 4. 14
Kaiser-Meyer-Olkin Measure for Barriers Factors

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .695

Bartlett's Test of Sphericity Approx. Chi-Square 5013.053

df 630

Sig. .000

The Table of KMO and Sphericity Bartlett tests above (Table 4.14) shows the test that

the number of samples used in this study is adequate. The communalities shown in

Table 4.15 shows the communalities of the items, and the value of the items most of

them is sufficient, i.e. above 0.50, for factors extraction to be carried out. The lowest

item value is item_2 of 0.671 of Extraction Value, however still above the value of

0.50. This shows that all items should not be removed from the item list.

Table 4. 15
Communalities Analysis for Barriers Factor

Communalities

Item Initial Extraction

Item_1 1.000 .850

Item_2 1.000 .671

Item_3 1.000 .892

Item_4 1.000 .769

Item_5 1.000 .791

Item_6 1.000 .732

Item_7 1.000 .856

Item_8 1.000 .852

Item_9 1.000 .858

Item_10 1.000 .759

Item_11 1.000 .813

Item_12 1.000 .909

Item_13 1.000 .868

Item_14 1.000 .852

Item_15 1.000 .871
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Item_16 1.000 .887

Item_17 1.000 .859

Item_18 1.000 .826

Item_19 1.000 .822

Item_20 1.000 .793

Item_21 1.000 .883

Item_22 1.000 .790

Item_23 1.000 .827

Item_24 1.000 .793

Item_25 1.000 .777

Item_26 1.000 .829

Item_27 1.000 .880

Item_28 1.000 .844

Item_29 1.000 .838

Item_30 1.000 .724

Item_31 1.000 .872

Item_32 1.000 .806

Item_33 1.000 .804

Item_34 1.000 .863

Item_35 1.000 .721

Item_36 1.000 .804

The table of Total Variance Explained (TVE) shown in Table 4.16 includes the

eigenvalues. The Eigenvalues index helps to determine how many factors should be

used in the analysis. Many criteria have been suggested in literature highlights to

determine the number of factors that should be extracted based on the magnitude of

the eigenvalues.
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Table 4. 16
Total Variance Explained for Barriers Factors

Total Variance Explained

Component

Initial Eigenvalues Extraction Sums of Squared Loadings

Total % of Variance
Cumulative

% Total
% of

Variance
Cumulative

%
1 18.424 51.179 51.179 18.424 51.179 51.179
2 2.820 7.834 59.013 2.820 7.834 59.013
3 1.829 5.079 64.092 1.829 5.079 64.092
4 1.666 4.628 68.720 1.666 4.628 68.720
5 1.343 3.731 72.451 1.343 3.731 72.451
6 1.280 3.555 76.007 1.280 3.555 76.007
7 1.170 3.250 79.257 1.170 3.250 79.257
8 1.054 2.929 82.185 1.054 2.929 82.185
9 .856 2.377 84.562

10 .827 2.298 86.860
11 .617 1.715 88.575
12 .524 1.457 90.032
13 .492 1.367 91.399
14 .429 1.191 92.589
15 .385 1.071 93.660
16 .363 1.009 94.669
17 .315 .874 95.543
18 .280 .778 96.321
19 .241 .670 96.991
20 .189 .525 97.515
21 .161 .447 97.962
22 .150 .416 98.378
23 .117 .325 98.703
24 .090 .250 98.953
25 .069 .191 99.144
26 .064 .178 99.322
27 .058 .162 99.484
28 .048 .133 99.617
29 .041 .115 99.731
30 .029 .080 99.811
31 .022 .062 99.874
32 .017 .048 99.921
33 .014 .038 99.959
34 .009 .024 99.983
35 .004 .010 99.993
36 .002 .007 100.000

The TVE table shows eigenvalues have listed components 1 to 36. The total variance

of the variables in the analysis should be equal to the number of variables (in this study

is 36). Factor extracted (taken) is calculated for variance between variables. The

eigenvalues of the factor need to be greater than or equal to zero but must not exceed

the total variance. However, this criterion does not give the right decision. Other

criteria can be determined by the plot for eigenvalue, i.e. through scree test. This
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criterion produces more accurate results than the eigenvalue criteria greater than 1.

Based on the Scree plot included in Figure 4.8, it can be summarized that only eight

factors should be considered (rotated).

Figure 4. 8: Scree Plot for Barriers factor

a. Rotated Factor Matric

Rotated Factor Matric (RFM) indicates a factor loading, which describes the

correlation of each variable and the factors for the Varimax rotation. Factors are

translated by naming them based on the size of the rotation (loading). Based on the

Table 4.15 show that item_31, item_21, item_7, item_34 are more associated to the

group of most significant barriers factor, whereas item_item_23, item_27, item_24,

and item_15 are at the second group of significant factors (as shown in Table 4.17).
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Table 4. 17
Rotated Factor Matrix for Barrier Factor
Rotated Component Matrixa Barrier Factors

Item
Component

1 2
Item_1 .166 -.299

Item_2 .736 -.005

Item_3 .123 .376

Item_4 .691 .465

Item_5 .175 .408

Item_6 .664 .302

Item_7 .852 .077

Item_8 .767 .158

Item_9 .791 .182

Item_10 .663 .337

Item_11 .657 .457

Item_12 .514 .384

Item_13 .670 .295

Item_14 .668 .510

Item_15 .828 .136

Item_16 .796 .324

Item_17 .771 .164

Item_18 .489 .539

Item_19 .508 .295

Item_20 .805 .083

Item_21 .891 .031

Item_22 .698 .266

Item_23 .807 .334

Item_24 .822 .250

Item_25 .800 .257

Item_26 .661 .555

Item_27 .815 .238

Item_28 .640 .505

Item_29 .738 .463
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Item_30 .262 .686

Item_31 .173 .893

Item_32 .230 .801

Item_33 .538 .568

Item_34 .838 .086

Item_35 .259 -.359

Item_36 .369 .629

Include TVE schedule in Table 4.18 reports the variance rate for each factor rotated.

For example, component 1 to 2 is calculated to indicate 27.38% and 15.19% of all 36

variables calculated. In total, if both components are taken, then 42.55% of the

variance can be explained.

Table 4. 18
Total Variance Explained and Rotation Sums Squared Loading for Barriers factor

Total Variance Explained

Item
*Comp

.

Initial Eigenvalues
Extraction Sums of Squared

Loadings
Rotation Sums of Squared

Loadings

Total
% of

Variance
Cumulative

% Total
% of

Variance
Cumulative

%
Total % of

Variance
Cumulative

%

Item_7 1 18.424 51.179 51.179 18.424 51.179 51.179
9.856 27.377 27.377

Item_15 2 2.820 7.834 59.013 2.820 7.834 59.013
5.468 15.189 42.566

Item_21 3 1.829 5.079 64.092 1.829 5.079 64.092
4.680 12.999 55.565

Item_23 4 1.666 4.628 68.720 1.666 4.628 68.720
3.541 9.836 65.402

Item_24 5 1.343 3.731 72.451 1.343 3.731 72.451
1.723 4.786 70.188

Item_27 6 1.280 3.555 76.007 1.280 3.555 76.007
1.507 4.186 74.374

Item_31 7 1.170 3.250 79.257 1.170 3.250 79.257
1.431 3.974 78.348

Item_34 8 1.054 2.929 82.185 1.054 2.929 82.185
1.381 3.837 82.185

*Component
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Based on an analysis carried out on 36 factors, eight major factors were extracted

based on the load size. Factors seen major factor barrier to adoption by PFI in LAs

indicated in Table 4.19.

Table 4. 19
Barriers Factor for PFI Implementation in Local Authorities
Item Barriers Factors RCMa Rank

Item_7 LAs have to hire external expertise to support the 0.852 3

procurement and management of PFI project.

Item_15 LAs find that PFI require too much effort for 0.828 5

a contracting method that is probably applied only once.

Item_21 The PFI approach is considered too risky by the LAs. 0.891 2

Item_23 The Competitive Dialogue Procedure is experienced as 0.807 8

complex by LAs.

Item_24 Possibility that initiatives for PFI project are 0.822 6

cancelled by new executive boards before formal

decisions has been taken

Item_27 PFI schemes are experienced as complex by LAs 0.815 7

Item_31 The way of working in PFI scheme does not fit 0.893 1

the working methods of LAs

Item_34 Lack of knowledge and experience about PFI at LAs 0.838 4

*RCM=Rotated Component Matrixa

Sources: Field study in 2018 against 38(n=38) PBT

4.4 Summary of the Chapter

Data analysis is the most important part of a research. Data analysis can summarize

collected data, thereby involving data interpretation through the use of analytical and

logical reasoning to determine patterns, relationships or trends. This study is classified

as a descriptive research type from quantitative research. Questionnaire is used as a

method of data collection. Data collected were analyzed using SPSS software. The

findings from the data analysis are to answer the questionnaire which is outlined in

respect of; the most current practice of private financing method in the local authority
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in Malaysia; the level of experiences, knowledge and awareness of PFI project in

Malaysia LAs; the most influencing factors for PFI implement in LAs in Malaysia;

and the barriers that prevent LAs in Malaysia applying PFI in their projects

development. Results from data analysis reveal that 61% of respondents stated that

they had been involved and experience in public-sector collaboration projects with

private companies, while 38% of respondents said they have never been involved.

Most of the respondents responded that they have a simple experience for their

involvement in projects involving public-private partnership. Research findings also

found that most respondents gave feedback that their knowledge and awareness were

moderate to weak for the PFI method. The question related to the use of LAs in

Malaysia for the financing of their infrastructure development projects is that it is

found that Complete Public Sector Delivery is the most widely used method, followed

by Traditional Contracting, Service Management / Contract and Joint Venture. Other

rules such as PFI are less applicable by LAs in Malaysia.This study is presented 45

items to respondents to identify the factors influencing the use of PFIs in LAs in

Malaysia. In addition, 36 items were also submitted to the respondents to identify the

obstacles to the implementation of PFIs in LAs in Malaysia. From respondents'

responses to these factors then analyzed using Factor Analysis via SPSS software. The

results of the analysis have taken ten main factors (i.e. two main factors for each

category) as a factor influencing PFI's applied in LAs, and eight key factors as a barrier

factor for PFI's applied in LAs in Malaysia. The explanation and further discussion of

these significant factors is discussed in the next chapter in Chapter Five.
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CHAPTER FIVE

SUMMARY OF FINDINGS AND DISCUSSIONS

5.1 Introduction

This chapter discusses the summary of research findings based on the research

objectives outlined. The findings of the research findings will then be discussed based

on the statements from the relevant past studies. In the end, the proposal for

procurement strategy in PBT by considering the PFI method will be presented.

Furthermore, the limitation of the study as well as the recommendations for future

studies are also presented as the conclusions of this study.

5.2 Discussion of Research Finding

5.2.1 Research Findings on Research Objectives

This research is aimed at gathering information on the use of Public-Private

Partnerships in LAs in Malaysia as one of the procurement strategies, especially in the

allocation of public infrastructure project financing, by looking at the current method

involving the private sector which is often used in PBT, level of experience,

knowledge and awareness of LAs on PFI procurement methods, as well as the factors

influencing and the   main barriers to adoption of PFI in the LAs in Malaysia.

This study was initiated by discussions on problem statements and related issues

especially in relation to cooperation between the public and private sectors. Based on
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the statement of problems and issues raised, then research questions were developed,

thus setting the objectives and scope of the study. In order to understand the research

topic more thoroughly, literature review is conducted. In this literature study is

explained mainly from the concept, practice, and related theories. Furthermore, the

survey methods are presented, especially how the data is obtained, and how the data

is analysed, and the respondents'. The findings from the analysis data presented are

then discussed based on several statements from the relevant research. In the end, the

outcome of the discussion was then presented with some recommendations for PBT's

procurement strategy by considering the PFI method.

The method used to obtain the data in this study was through distribution of

questionnaires to Departments / Units / Divisions in LAs in Malaysia. The findings

from the survey were then analysed and presented based on the objectives of the study

that have been outlined. The objectives of this study are as follows:

i. To examine the current practice of private financing method in the LAs in

Malaysia,

ii. To investigate the level of experiences, knowledge and awareness of PFI

procurement in Malaysia LAs.

iii. To identify the most influencing factors for PFI procurement implement in LAs

in Malaysia.

iv. To identify the barriers that prevent LAs in Malaysia applying PFI in their

projects development.

v. In the end, this study will provide suggestions on strategies for improvement

especially for the sustainability of LA in procurement strategies involving

private financial initiatives.
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To achieve the objective of this study, eighty (80) PBT in Malaysia were used to obtain

the required research information. For each selected PBT, three (3) sets of

questionnaires for each PBT (this means 240 sets of questionnaires) were distributed

to all PBT.

The set of questionnaire surveys is distributed to each selected PBT by way of postal

delivery, where the set of questionnaire are also includes a sealed envelope and stamp

(which is written by the researcher's address) with the aim to be returned to the

researcher. Together, the letter also attached a letter of statement to inform the purpose

of this study and the target group of respondents to answer the questionnaire. Of all

240 questionnaires distributed, only 99 sets of questions were returned to researchers,

which were feedback from 33 PBT. The PBT group that provides feedback is seven

(7) City/Hall Council, twenty (15) Municipal Council, and eleven (11) District

Council.

The information from the survey was from the respondent group from the Department

/ Unit / Division; Department of Engineering (56%), Contracting and Procurement

Unit (18%), Administrative Unit (8%), Urban and Regional Planning Section (8%),

Development and Maintenance Section (4%) and Treasury Unit (2%). The rest are

from the Building Control Unit, Corporate Relations Unit and Public Relations,

Internal Audit Department and Procurement Department which is 14% of the

respondent group.

Of the respondents from the Departments / Units / Divisions that responded, most were

from engineers and assistant engineers (41%), Quantity Surveyors (14%),
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Administrative Officers (11%), Assistant Directors (9%), Accountants and Assistant

Accountants (6%), Town and Regional Planning Officers and Assistant Town and

Regional Planning Officers (5%), Municipal Secretary (5%), and other positions (9%).

For information related to the level of education, the respondents have an education

level at the Master's Degree (5%), Degree (55%), Diploma (33%) and Certificate

(7%). A summary of the respondents' profile information is shown in the

accompanying Table 5.1. Further discussions on the findings of this study are based

on the objectives that have been outlined.

Table 5. 1
Respondents Profile
Types of Information Items Percentage
1. Types of LAs City/Hall Council 21.21%

Municipal 45.45%
District 33.33%

2. Department/Unit/ Engineering 56%
Section. Contracts and Procurement 8%

Administrative 8%
Town and rural planning 8%
Development and Maintenance 4%
Treasury department 2%
Others 14%

3. Respondents Position Engineer 41%
Quantity Surveyor 14%
Administrative 11%
Director/Asst. 9%
Accountant/Asst. 6%
Urban/Town Planning/Asst. 5%
Information Technology Officer/ 5%
Setiausaha Majlis.
Others 9%

4. Level of Education Master 5%
Degree 55%
Diploma 33%
Certificate 7%

5. Experiences in Public Yes 61%
Private Partnership Project No 38%

Others 1%
________________________________________________________________________
*PPP=Public Private Partnership LAs=Local Authorities
Sources: Field study in 2018 against 99(n=99) Respondent.
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5.2.2 The First Objective of the Research

The first objective of the study relates to examine the current private financing method

used by the PBT, especially in the provision of public infrastructure. Based on

information from respondents on the method of consultation commonly used by PBT

for the provision of public infrastructure development such as new road construction,

road maintenance, drainage, cleaning or garbage collection, landscaping, recreational

facilities, incinerator plants, parks or open spaces, improvements to local

infrastructure existing, public utilities such as sewerage, drainage, and public utilities

such as markets, bus stops, maintenance of existing infrastructure projects and other

public infrastructure; It was found that the most commonly used method was the

Complete Public Sector (25.29%), followed by Traditional Public Contract (19.53%),

Service Management or Contract Management (17.2%), and Joint Ventures (15.09%).

Other methods such as PPP / PFI, BOOT, BOT, and concession / franchise agreements

are among the least widely used by PBT. Figure 5.1 shows the perceptions of

respondents on private financing methods most commonly used by PBT in the

provision of public infrastructure development.
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Sources: Field study in 2018 against 99(n=99) Respondent

Figure 5. 1: The Present Delivery Methods Used by LAs for Provision of Public
Infrastructure Development

5.2.2.1 Method of Delivery Applied for Project Development in Local
Authorities

The effectiveness and efficiency of the service delivery system for LAs are very

important. Osman et al. (2014) find that LA's performance in giving positive

perceptions as a whole should be given priority, and in developing countries the

improvement of the quality of government delivery system is challenging and

perceived to be weak. Hence it is very important for the LAs to have a strategic

planning in the delivery system especially in achieving the level of people's

satisfaction in the end.

In the context of LAs in Malaysia, PBT are currently experiencing continuous

challenges especially in the implementation of sustainable development such as

environmental, economic and social aspects. Private engagement is seen as one of the
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innovative procurement strategies introduced by the Government to enable public

sector infrastructure to be accessible, as well as offer opportunities to enhance service

delivery to ensure better value for government spending (Mohamed et al., 2013).

However, financial resource constraints are seen as a key factor for the sustainability

of LAs to offer attractive incentives for private sector involvement. This is

acknowledged by the study of Salleh (2009) which in his study affirms that the major

factors of LAs jointly with private companies are due to the factors of cost, efficiency

and quality of services offered by the private sector. However, financial resource

constraints are seen as a key factor for the sustainability of LAs to offer attractive

incentives for private sector involvement.

Based on statements from previous studies, among the reasons of LAs require private

sector involvement is due to lack of financial funds, and at the same time LAs have to

implement its role in providing facilities and services to communities they represent.

Another factor contributing to private involvement in local government is the ability

and success of the cooperative program in local governments in several countries,

especially in promoting competition in the provision of services (Kwan, 1999).

In addition, in carrying out its functions and responsibilities, and at the same time

facing the challenges of financial resources, local governments need to be more

creative and innovative in finding financial resources. In these circumstances,

according to Hastings et al. (2013), LAs should actively explore ways to refocus their

self-financing, and seriously examine how they can deliver services more effectively,

and what resources they have and how to make the most of their financial capabilities.
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These findings are also seen in parallel with Salleh and Okinono (2016), in which their

findings show that the Joint Venture methods and a Complete Public Sector Delivery

system are identified as the main practice adopted by LAs in Malaysia to provide

facilities infrastructure and development projects. However, the findings of this study

differ from the perspective of respondents who prefer traditional contractual methods

and management / service contracts, in contrast to the findings of Salleh and Okinono

(2016). This may be due to differences in respondents' groups that can differentiate

the pattern of research findings. In addition, the respondents in the study of Salleh and

Okinono (2016) are comprised of 22 LAs and several developer companies, in contrast

to this study which focuses more on respondent groups from Departments / Units /

Divisions that are directly involved in infrastructure projects in the LAs, which

comprises 99 qualified staff in 80 LAs.

5.2.3 The Second Objective of the Research

The second objective of the study was to evaluate the respondents with the level of

experience, knowledge and awareness of PFI project. Related to the questionnaire is

presented in questions number 9 and number 10 in section A of the survey form to

examining the level of experience of the respondents in the PFI project, and in the

Section C, of which 22 questions were submitted to examine the level of knowledge

and awareness of the respondents in the PFI project, with the level of assessment is

from 'weak' to 'excellent'.

These findings conclude that LAs in Malaysia are involved with projects involving

private sector partnership, with 61% of respondents claiming they have been involved

in private public-private partnership projects. However, the respondents' assessment
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of their personal experience with projects involves private public partnership, the

average answer given is at a ‘moderate’ level. There are also rate their knowledge and

awareness at the level of ‘moderate’ on their understanding of the differences between

the types of projects PFI with other traditional procurement methods.

These responses are seen as contrary to the answers given in relation to their

experience in projects involving the private sector, with most respondents (61%)

saying they have been involved in projects involving the private sector. It can be

assumptions that there are personnel involved in the procurement of LAs are those

who have experience and knowledge in private public cooperation projects, and the

knowledge aspect are from other institutions, not from LAs itself. Conclusions can

also be made that LAs in Malaysia are less involved in projects involving private

public partnerships.

The respondents' tendency also can be concluded that most surveyors, architects,

engineers, procurement officers and contractors, and administrative head of LAs have

a ‘moderate’ understanding of PFI procurement methods, although at the national level

the PFI procurement method has long been introduced. This raises the question of

whether the PFI introduced by the government only applies to mega projects at the

federal level alone, and is not appropriate to be applied and implemented at the level

of government agencies either at state and local levels. This condition is seen in

contrast to the original principle of PFI introduced by the government, which is to

reduce the burden of the public sector as well as public sector procurement strategy.
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5.2.3.1 Local Authorities Experience, Knowledge and Awareness in PFI

Figure 5.2 indicate the respondents' responses to their level of experience and

organization in the PFI project. This finding is seen in parallel with several studies

related to PPP projects in several LAs. For example, the 2014 Audit Report reveals

that the management of several development projects in Majlis Perbandaran

Kemaman and Majlis Daerah Besut using the PPP procurement method is not

satisfactory. While the study of Mohd Saron et al. (2013) disclosed that Majlis

Perbandaran Batu Pahat's failure in PPP projects had been influenced by other PBT

in considering whether to engage in PFI projects.

Issues related to experience, knowledge and understanding of the PFI concept are also

widely expressed in several privious studies in the contex of PFI impilmentation in

Malaysia, such as the studies of Khaderi & Aziz (2010), Khairuddin (2009), Ismail &

Rashid (2007), Abdullah & Kalianan (2009) and Zawawi et al. (2014).

Sources: Field study in 2018 against 99(n=99) Respondent
Figure 5. 2: The Level of Experiences PBT on PFI Projects
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Based on the results of the survey, the level of knowledge and awareness on the

implementation of PFI's procurement can be explained in three categories, which are;

the fundamental of PFI procurement; the implementation processes during planning

and design stages; and the process implementation at the operational level. The levels

of awareness and knowledge associated with this category are seen as very important

and useful especially to how to manage PFI projects, and to recognize and identify the

status of a project.

The result summaries of knowledge and awareness by the category mentioned is

shown in Figure 5.3. Measurement of this knowledge and awareness level is measured

based on Mean size. Based on the findings of this study, it can be concluded that most

PBT have a ‘moderate’ level of knowledge and awareness on the use of the PFI method

as a procurement strategy.

Sources: Field study in 2018 against 99(n=99) Respondent
Figure 5. 3: Level of knowledge and awareness on PFI Procurement



225

a. Fundamental of PFI Procurement

Fundamental of PFI procurement categories is used to identify whether LAs officials

are involved in the PFI project recognizes PFI's Procurement features. This is because

the PFI scheme is different from conventional procurement, and is somewhat similar

to privatization. The PFI's procurement is differs from the aspect of financing, risk

reduction, payment mechanism and value for money. Funding for PFI project schemes

is entirely from private sector financing. If there is financing from the government, it

is called the PPP method. In traditional procurement, financing comes from project

owners or governments. Using PFI procurement methods will help reduce government

debt-certified in infrastructure projects through representation 'to private companies.

In PFI project, contractors or concession holders should be responsible for risk

reduction. This means that SPV's consortium companies need to be aware of any

problems that arise in connection with the project either during the planning,

construction, operation and maintenance stage until the surrender to the government,

then the concessionaire should be responsible and bear the full cost. However, if

problems or risks caused by the LAs, the concession can make a claim to the

government or LAs.

The respondents in the survey stated that they have a moderate level of knowledge

about the term PFI procurement. This is because the respondents are seen to have

moderate knowledge as they consider this method is considered new in PBT's as

procurement strategy. This is based on 38% of respondents saying they have no direct

experience in the PFI method project.
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Feedback from respondents also shows that they have a ‘moderate’ ability to

differentiate between PFI procurement versus traditional procurement. Based on

knowledge in traditional procurement, they provide the answers that their knowledge

is 'moderate' to distinguish and clearly identify the differences between the PFI method

project with other traditional methods. Most of them are at a ‘moderate’ level of

knowledge and awareness as they may be confused about the term of privatization,

‘PPP’, and ‘PFI’ versus Joint Venture Scheme (JV) and Design and Built (D & B)

schemes, and other traditional method.

It can be concluded that by knowing the basic knowledge about PFI's procurement, it

will help the public sector involved in the procurement process to recognize and

identify the nature of the PFI project, and distinguish it from traditional procurement.

It also helps in handling and management processes for public sector employees to

address the parties involved in the project when encountering problems.

b. Process during Planning and Design Stage

The results of study show that most respondents have a ‘moderate’ level of knowledge

and awareness for procurement processes during planning and design stage. The stages

of planning and design is a very important part of the PFI scheme. Procurement of

PFIs is based on what is agreed in the planning and design stage, and it is definitely

specified in contract documents tied between the public sector and concession holders.

The criteria of  process during planning and design stage are; the type of PFI proposal,

whole life cycle project, statement of need, output specifications, business case

outline, authority involved, and approval process. There are two types of proposals
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used in PFI procurement such as Solicited and unsolicited (Abd Rashid et al., 2016).

The requested proposals are suggested by public sector customers and not asked by

private contractors. Both proposals were submitted to the government for the approval

of PFI's procurement.

Statement Need is one of the key criteria in planning and planning of PFI procurement.

The Statement Need usually outlines all client needs and requirements in a particular

PFI project. These include the scope and output specifications, Key Performance

Indicators (KPIs), terms and conditions of concession agreements, risk mitigation, and

payment mechanisms. This entire item forms the backbone of the PFI procurement

process.

Specification Output is related to project design. It contains technical details about

project design. Based on the PPP Guideline, typically the specifications of production

should comply with the requirements set by the Economic Planning Unit's Cost and

Standard Committee, which is responsible for evaluating and analyzing the scope of

the proposal and materials and completion of the project to ensure production

efficiency and cost-effective.

Outline Business Case is a detailed document about this project. It is somewhat similar

to the Statement of Need but it explains in more detail and depth about the project. For

example business dealings contain a feasibility study that explains the impact of the

project into the surrounding area, economy, environment and society if it is built.
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The guidelines issued by PPP Unit or UKAS only have a basic guide to producing

suggestions and documents for submissions. Thus, the Case Business Outline is a very

important document used in the procurement of PFIs. The Case Business Outline is a

supporting document for developing a concession agreement. All information in the

Outline Business Case is used as input data to fulfill the concession agreement. In the

event of any gaps or information lost in the Outline Business Case will extend the

approval process as the data considered that not complete.

All of the items mentioned above will be combined to create contract documents and

produce as concession agreements after the award process. In addition, the planning

and design stages also include how the approval process for PFI projects and the

authorities involved. The authorities involved in PFI's proposal are the PPP Unit or

UKAS committee, and the ministry's cabinet. Other responsible authorities are

appointed bodies to monitor specific projects, such as the Malaysian Highway

Authority (MHA) and the Public Works Department (JKR) for the project highway. If

the project is being built like prisons, hospitals, dams, etc. Construction Industry

Development Board (CIDB) and Public Works Department (JKR) and Ministry of

Finance will be involved.

The number of respondents has a ‘moderate’ knowledge in planning and design stages

for the overall criteria. This decision indicates that the PBT has a ‘modest’ knowledge

at the planning and design stage. Knowledge of the planning process and design stage

will certainly empower the understanding of the objectives of project. It is also a guide

to LAs to recognize which documents will be referred to when a problem arises. The

expected risk and impact of the project into the surrounding area will also be identified.
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These findings provide LAs with the opportunity to make early action by designing a

contingency plan to avoid the risks or obstacles inherent in a project.

c. Process Implementation for operational stages

In the stages of Process Implementation for operational is the output of the planning

and design stage. Overall requirements agreed in the planning and design stage are

built into real projects and must be maintained for the duration of the concession

period. The most important part of this stage is the method used to control the quality

of performance to produce optimum service. At this stage the method used to generate

income is very important. This is because profits earned are used to cover all costs

financed by concession holders. Therefore if an end user is satisfied with the services

provided, the number of users will increase and generate more revenue to the

concession. Earnings from income can be used to cover the costs that have been funded

for the project. If all the funds are covered, then the project's profit will be a benefit to

the government and concessionaires.

Criteria set out in this category are payment mechanisms, concession periods, equity

owners, full system, quality control methods, third-party sources income, transfer

process and audit process. According to the findings, most respondents have an

‘average’ knowledge and awareness about the issuance of concession agreements used

for the PFI scheme. Most respondents with moderate level of knowledge in the

payment mechanism of the criteria, concession period, equity owner, full system,

performance quality control method, third party income source, submission stage and

audit process. The entire item is a policy in the framework of the law enforced in the

PFI scheme, and is stated in the concession agreement (PPP Unit). By understanding
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these matters, the management and monitoring process will be smooth, and

consideration for all these criteria, the parties involved in the PFI project will be

cautious about the responsibilities and legal framework to be enforced.

d. Statements of Previous Studies

Referring to this finding, comparisons and discussions can be made with statements

from previous studies. This survey result has similarities with Khairuddin (2009)

study, which in his study pertains to 'whether the keys players in the PFI

implementation in Malaysia are ready for the PFI project', and its research finds that

most major players in the organization or agency involved, either quantity surveyors,

engineers, contractors, architects, and administrative leaders themselves have a huge

gap in required efficiency issues and in the issue of availability of Malaysian experts

who have competence in the PFI project.

Suhaiza and Harris (2014) studies also show similar tendencies. According to their

study, the limitation of knowledge on the implementation of PFI in Malaysia is one of

the constraints on the implementation of the PFI project. Therefore, the government

and the private sector need to take the necessary steps to overcome it. This is because

lack of understanding and experience in the PFI procurement system in Malaysia will

provide confusion on project objectives and evaluation criteria (Takim et al., 2008).

As a proposal to improve the efficiency of the introduction of the PFI project as one

of the procurement methods in LAs, the general understanding of PFI project is very

necessary, and when it comes to implementation phase then understanding and
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awareness is mainly related to technical, financial, legal, hard and soft skill and value

for money approach is very important. This is in line with Savas (2000) statement:

“Public sectors, often lack experience and technical knowhow in the

issue of implementing Public-Private Partnerships

efficiently...however, for effective management of PPP, there is a

need for government officials to be guided on how to apply PPP in

various sectors of the society, for them to fully be sure that optimum

service is delivered to the citizen... This is so due to the fact that

private sector in most instances is fully aware about PPP when

engaging in such issues with governments...”

The importance of knowledge and awareness on risk management is crucial in the PFI

project is also emphasized by Kumalasari et al. (2016), which states that:

“it is important to identify the level of awareness and knowledge

about the level of risk for each project participant... ... because, after

identifying all the relevant risks, risk reduction measures need to be

analyzed or evaluated for critical risk and effective reduction

measures. . Priority should be given to the most significant risks to

resources and the most effective measures to mitigate them”.

Low of knowledge levels occur due to minimum experience in PFI projects and lack

of references. In addition, our country is now seen to be the first generation of PFIs,

where errors are easy to occur due to lack of experience and expertise by public and

private partners and consulting firms involved. This is coupled with the inadequacy of

PFI procurement guidelines used in Malaysia. A complete guide will be able to

provide support and guidance on the implementation of PFI procurement. By

generating a comprehensive guide will give a positive impact to the authorities to

handle and manage PFI projects more efficiently.



232

5.2.4 The Third Objective of the Research

The third objective of this study is to identify the most influential factors for adopting

PFI procurement in LAs in Malaysia. A total of forty (44) factors that presented to

respondents to assess their views on the factors that most influence the adoption of

PFI in LAs.

The factors presented are divided into five categories, namely; Organizational

capabilities; Technical capabilities; financial capabilities; Risk involvement; and the

nature of project. Based on data analysis using Factor Analysis, from the list of factors

presented, two factors for each category are seen to have a significant influence on the

implementation of PFIs in LAs in Malaysia. These factors are shown in Table 5.2.

Table 5. 2
The Influence Factors for PFI Adoption in Local Authorities
Influences Factors RCM2 Rank

Local Authority Capabilities
Level of bureaucracy in the decision making process 0.932 1
Level of commitment of the organisation to earlier negotiated term 0.917 2
Technical Capabilities
Ability to effectively sensitize public opinion on the project 0.848 9
Level of reputation enjoyed by the organisation 0.877 3
Financial Capabilities
Capability to pay the shadow tolls/tariff proposed 0.850 8
Ability to provide equity finance 0.822 10
Risk Involvement
Level of Financial risk 0.872 4
Force Majeure (Superior Force) 0.869 5
Nature of Project
Size of projects 0.854 6
The payback period of the project 0.853 7
__________________________________________________________________________

*RCM = Rotated Component Matrixa

Sources: Field study in 2018 against 38(n=38) PBT
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5.2.4.1 Factors Influencing the Adoption of PFI in the Local Authorities

The influencing factors presented in this study were adapted from a study conducted

by Taiwo Gbdegesin (2014), where his studied related to the PFI method to finance

the infrastructure of higher education institutions in Nigeria. Basically, the study of

Taiwo Gbdegesin (2014) is to examine the relationship between experiences,

knowledge of PFIs with identified influencing factors. The study of Taiwo Gbdegesin

(2014) show that there is a correlation between the factors presented with the

experience and the knowledge on the PFI. The indicator of the category factor,

description and implication extracted by Taiwo Gbdegesin (2014) based on the

literature review study and pilot-tested is show in table 5.3 as included.

Table 5. 3
Identified Factors for the Assessment of PFI Project

Factors Description and Implication Sources
Organizational
Capabilities

These bother on the issues relating to
all attributes of the organization in
term of promptness, commitment,
communication, collaboration, cost,
ability, reputation and capacity.

Ahadzi and Bowles
(2004), Jamali (2004),
Samii et al. (2002) and
Abdul Aziz and Kassim
(2011)

Technical
Capabilities

These are the attributes relating to
technical, expertize, experience,
strength and weakness of the
organization.

Ahadzi and Bowles
(2004), Qiao et al. (2001),
Duffield (2001), Scharle
(2002), Hagen (2002) and
Linder (1999).

Financing
capabilities

This entails fund raising ability/
guarantee, financial support/ sponsors,
tax flexibility and concession

Ahadzi and Bowles
(2004), Savas (2000),
Zhang (2005) and
Salzmann and Mohamed
(1999).

Risk involvement
Level of managerial risk, financial
risk, political, construction, time/cost,
social, consortium, force majeure (i.e.
systematic and unsystematic risks).

Pongsiri (2002), Tiong
(1996), Qiao et al. (2001),
Li et al. (2005), Arndt
(1998) and Akintoye et
al. (2003).

Nature of the project Size, complexity, payback period,
cash-flow, performance, cost, time,
demand, etc.

Nijkamp et al. (2002),
and Alfen et al. (2009)

Sources: Taiwo Gbdegesin (2014).
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5.2.4.1.1 Local Authority Capabilities

In this study, the findings of this Factor Analysis found that factors related to the

bureaucratic level in the decision-making process, and the extent to which

organizational commitment to previously negotiated terms is seen as the most

influential factor in organizational capability.

The level of bureaucracy in LAs mainly related to the decision making process is seen

as a factor that can be attributed to the ability of the organization, in addition to the

commitment of the parties involved in a collaborative project on the terms of the

previous negotiations are the factors that need to be addressed, especially before LAs

decide to adopt PFI method in their development project.

There are investment cases in construction projects and facilities in LAs in Malaysia

in the face of failure, mainly due to poor management and administrative factors

(Berahim et al., 2015; Singaravello, 2010). For example, the Construction Industry

Development Board (CIDB) report in 2014 (CIDB is a statutory body which aims to

lead the construction of an integrated industrial strategy in Malaysia) states that it is

less satisfied with the overall performance of 'employers' as well as 'employers' agents,

especially in projects for LAs. The report also mentions that the management of

Verification Order (VO) and claims processes for contractors at the local level faces

many problems.

However, this situation should not occur in the PFI type project. As stated by Edwards

et al. (2004), which emphasizes that the formal structure associated with the PFI

project will cost the private sector involved, in which the PFI financing project is cost
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is transferred to the private sector. This is contrary to the general belief that project

failure is due to inefficient public sector, such as bureaucratic issues rather than the

private sector. However, Edwards et al. (2004) agrees that PFI project is a considered

expensive way of financing and delivering of public services, and cost factors are a

matter that the public sector needs to consider before to consider the PFI- type of

project.

In addition, LAs also need to consider the level of commitment and ability of LAs to

meet the terms of negotiations with private companies and consortiums Special

Purpose Vehicle (SPV). The level of commitment may be related to the level of

experience, expertise and knowledge of the employees involved. This is based on the

findings of data analysis relating to the level of experience, knowledge and awareness

of PFI methods that indicate ‘weak’ to ‘moderate’ levels.

5.2.4.1.2 Technical Capabilities

In the technical capacity category, it is found that the ability to provide effective

sensitivity and awareness to public opinion about PFI projects is a factor that is

considered important. In addition, the factors associated with the reputation level

enjoyed by the organization in the previous PFI project are among the factors

considered to be most relevant to the decision whether to implement the PFI project

in LAs.

The characteristics associated with technical capabilities are the expertise, experience,

strengths and weaknesses of the organization. The factors that related to knowledge,

understanding and experience on the overall PFI concept are discussed much by the
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previous study. Khaderi and Aziz (2010), Abdullah and Kalianan (2009), Ismail and

Rashid (2007), and Zawawi et al. (2014) are among researchers who assert that the

knowledge and experience factors are very important in the implementation of a PFI

projects. In addition, there have been numerous criticisms of the implementation of

PFIs in Malaysia, especially from a technical point of view which is does not meet the

real concept of PFI (Khairuddin, 2009). Takim et al. (2009) also argues that the

implementation of PFIs in Malaysia is too 'rushed in planning' and its plans are still

unclear. This is in line with Abdul Aziz (2001) statement which says that the failure

of a sewerage project in Malaysia using the PPP/PFI method is due to six major factors

namely; Transparency; Low equity of debt ratio; Excessive security and security

provided by the government to concessionaires; The frequency of changing the

concession firms, and; Less support from the private sector and the agencies involved.

There are also criticisms to public agencies involved in the implementation of PFI

projects. In the report of the Public Accounts Committee (PAC) in 2014, revealed

several problems in implementing PFIs in practice in Malaysia. For example through

proceedings against Sentul project headquarters (IPDs), PAC found that the total

expenditure for the entire project to complete the IPD reached RM83.6 million an

initial agreement of RM64 million, and there is a delay from the original period the

project was supposed to be completed. Among the reasons for the suspension as stated

by the PAC is due to lack of monitoring by responsible authority body (Nur Jazlan

Mohammad, 2014, Oct. 15).

Another example is the Ministry of Urban Wellbeing, Housing and Local Government

(MHLG) has reviewed the implementation of the People's Housing Project (PPR) with
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private developers through the PFI method that will be implemented by 2017, and the

finding show that there is a decision at the local government level not satisfactory

especially in housing projects involving PPP scheme (Noh Omar, 2015, August 26).

This has similarities with the delays in housing projects involving the private sector in

several LAs in Malaysia. There are housing projects carried out under the PPP

program at the local government level which has abandoned project cases and delays

from the original agreement period. Based on the study by Mydin et al. (2014), the

factor of failure and delay of completing a housing project using the PPP method is

related to the factors of contractors, consultants, customers, and external factors.

Mydin et al. (2014) then submitted proposals for project management to be more

professional and responsible especially in their respective roles, and the public sector

not only depends on the contractor or the private sector to solve the problems that arise

in a public project.

5.2.4.1.3 Financial Capabilities

Based on the PFI project, shareholders provide equity financing (risk capital) and SPV

consortium is responsible for obtaining additional debt financing required to build the

assets, and equity financial providers will expect to receive higher returns from debt

providers as they bear the risk of loss some or all of their investments in the event of

a project failure. In this situation, LAs may see this factor as a major challenge, while

LAs in Malaysia is often reported to have constraints in financial resources.

Most LA faces critical financial situations that can interfere with their functions and

roles if not assisted mainly by federal government grants. To assist LAs, the Federal
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Government provided a substantial amount of funding through the MHLG. For 2013

alone, the Federal Government channelled funds totalling RM887.1 million and

increased 2.1 % to RM905.7 million in 2014 to assist LAs to improve the quality of

services that provided. However, LAs faces problems primarily to collect tax arrears.

This is based on a report from the 2013 general audit report revealing that Majlis

Perbandaran Seberang Perai (MPSP) and Majlis Bandaraya Pulau Pinang Penang

(MBPP) financial statements for 2013 mention the amount of gate tax arrears not

collected by MPSP amounting to RM21.8 million, and for MBPP, RM54.5 million,

where is about RM5 billion in arrears of outstanding arrears across the country (Omar,

2018, February 27).

Financial risk levels are important in making decisions about the rules that will apply.

The ability primarily to pay the proposed toll / tariff estimates on the PFI project, and

the ability to provide equity capital financing is an issue that LA needs to address if it

wants to engage in PFI projects. These two factors are seen as one of the major

influencing factors to consider if they want to adopt the PFI procurement method.

Evidence in several countries such as the UK and Spain shows that the PFI approach

is expensive in public infrastructure. Therefore subsidies from the federal government

are needed mainly in the form of loan provisions and tariff reduction or taxes. The

absence of aid from the federal government will cause the project to be discontinued.

Other examples of Latin American countries require not only higher financial

resources but also need to provide public facilities with financial assistance from the

federal government so that road projects using PPP project methods do not need to be

cancelled (Alfan & Zakaria, 2012).
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In Malaysia, LAs issues faced by financial constraints are often reported. Ngah (2011)

explains that major issues in Malaysia LAs are the provision of limited financial

resources, whether in the form of grants, income or capital credit. This type of

assistance is important, at least to give meaning to the Local Government Act 1976.

This is because, in order to look to the functional, LAs needs tight linkages between

increasingly challenging financial resources and their responsibilities. Hence, creating

a smart partnership between council and the private sector are one of the strategy to

encouraging the investors in LAs. This is confirmed by Salleh (2009) which states that

LAs in Malaysia should promote partnership approach with private sector companies

and other private service providers such as applied the PFI scheme, which will mitigate

LAs financial burden in meeting the taxpayer's needs.

Ismail (2014) in discussions on the factors of 'economic development pressure

demanding more facilities', explaining this factor is seen as the most important driver

factor for PFI implementing in Malaysia. This is to be seen, as a start in the 4MP in

1981 with the introduction of Privatization policies, and later became one of the major

government agendas in every five years planning to inculcate greater private sector

involvement in providing public facilities and services to support development

activities of national economy. The government has also launched the Economic

Transformation Program (ETP) with a view to accelerating economic growth and

national development to achieve developed nation status. The procurement of PFI is

seen as one of the mechanisms to achieve that vision (NEAC, 2012).

In addition, the "Lack of financing from the government" factor as a result of economic

implications is also one of the factors in the category of financial capabilities. This
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factor is also seen as a challenge to the provision of funding imputation, particularly

giving a less attractive reputation to financial institutions in introducing more

attractive financing packages, especially for the financing of government projects.

Confidence in financial institutions or financiers is especially important in supporting

the government's agenda to further support the enhancement of PFI's project method

practices in Malaysia as one of the public sector procurement strategies. Confidence

from financial institutions will also attract investors to invest in PFI projects which

will ultimately help the growth of the development industry as well as the country's

economic growth, especially in rural areas.

5.2.4.1.4 Risk Involvement

The basic principles of the PFI project are the risks associated with the implementation

and delivery of services should be allocated to the most capable person in managing

risk in an effective manner (Akbiyikli & Eaton, 2004). Risks in PFI projects can be

categorized into several categories, as described by Jackson (2004) in Akbiyiki and

Eaton (2004), i.e.; Risk requests, Design risk, construction and development risk,

operating cost risk, performance and availability risk, and residual risk.

Optimal risk sharing is one of the key features of a PFI project that allocates risks to

the party (ie public or private sector partners) is considered the best way to manage it.

In addition, according to the PFI guidelines (PPP Guidelines

[http://www.ukas.gov.my/en/garis-panduan]), transfer of assets at the end of the

concession period becomes a government choice. This means that the government will

not incur the final liability of contract, construction, public utilities and disposal that

has been fully funded by the private sector.
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In the financial transactions of the PFI project, various risks are borne and provided to

contracting parties, such as project risks that may fail, risks associated with cash flows

(such as cost increases), risks associated with insolvency, risks associated with the law

, force majeure, and government-related risks or political influences.

The delay in completing construction projects will often require the party responsible

for paying damages. However, unexplained risks may not be easy to solve. When it

becomes difficult to proceed with a project may be due to changes in law or pressure

of force majeure, parties involved in a project may need to surrender their interests or

sometimes even need to inject additional investments.

Superior Force or Force majeure is a concept that releases parties from contract

sanctions. However, financial obligations are not released. Often, in the event of force

majeure, the stakeholders will usually sit down to negotiate the most minimal

settlement at the cost incurred.

Risk management is the importance factors that LAs should consider when they want

to engage in PFI projects. Risk management is a systematic approach to protecting

assets, profits and reputation in reducing possible or severe loss or damage before they

occur. According to Khaderi et al. (2015), it is not easy to win a PFI contract as the

entire project development process is complicated, time consuming and expensive to

finance. Burger et al. (2009), in the International Monetary Fund (IMF) work paper

stressed that, in order to limit exposure to government sector risks, in addition to

maintaining private entrepreneurial competence incentives, intervention measures

must be consistent with wider fiscal policies. The concept of risk transfer should be
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explained and elaborated by the public and private sectors in order to avoid the impact

of risk on government finances.

This may be the reason why risk factor involvement in the implementation of the PFI

project is stated as one of the major obstacles to adapting PFIs in LAs in Malaysia, as

noted in the findings of the barrier factor analysis to be discussed later.

5.2.4.1.5 The Nature of Project

In the category of the Nature of project, it can be seen that the most influencing factor

is the size of project and repayment period of the project. There are many factors that

can be taken into account in determining project size such as risk level, technological

requirements and number of key stakeholders, and level of project team skills. The

following criteria need to be developed to help determine the size of a project.

In the PFI project, the project size may be determined based on the design and

construction of a fully integrated asset operation and management. In addition,

shipping costs, operating costs, maintenance and renovations will be the sole

responsibility of the swat as the sole responsible person during the concession period

(Alshawi, 2009). This is why the cost of PFI projects is much higher. Both the public

and private sectors are required to provide consultations primarily from technical,

legal and financial perspectives to ensure project capabilities and gain Value-for-

Money (VFM) for the public sector. Therefore, profit factors, quality of bids and so

on are very important. In addition, the payment mechanism also needs to be finalized.

Besides, the main requirement of PFI project financing is long-term assets funded by

long-term capital (Akintoye et al, 2010). Most PFI loans are financed by limited
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recruiters (Carrick, 2000) which are loans used by financiers to be limited to project

assets and cash flows. In this context, the credit risk associated with the borrower is a

bit important, and finances should be valued almost entirely based on risks that may

threaten the completion of project operations. Hence, major doubts in the PFI project

are whether the project can provide sufficient return on investment (Sarmet, 1980 in

Akintoye et al, 2001). This is because reliance on cash flow will cause financial

institutions to tend to adopt a rigorous approach to ensuring that no risk has been left

out.

In the Malaysian context, as stated in the 9MP, in the PFI project, the private sector

will be responsible for financing, building, managing, maintaining and operating the

facility to deliver services to the public sector during the concession period. In return,

the public sector will pay the private sector in the form of hire purchase charges

corresponding to the quality of services provided. This means that projects that use the

PFI method, payments to concession holders only begin once the project is fully

completed and submitted to the Government. Under these circumstances, the risks are

at least minimized, and if the project is delayed or not completed, the concessionaire

will not get any payment from the government.

Among other important features, PFI projects are achievements to VFM. However,

there are reports showing that the achievement of the PFI project for VFM is seen

diminishing. Among the possible causes for this problem is the difficulty in measuring

project outcomes (Broadbent et al., 2003; Khadaroo, 2007). A study conducted by

Leigland and Shugart (2006) claimed that the complexity of most PFI projects led to

the difficulty in measuring VFM. In Malaysia, the nature of the PFI project can be
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divided into two forms, namely the nature of the project in the government sector and

the nature of the project in the private sector. In the Government Sector PFI project is

divided into two categories, namely the PFI Project which is included in the scope of

RM 20 billion (funded by EPF), and PFI projects that exceed the scope of RM 20

billion. It is seen that the practice of PFI in Malaysia differs from the basic definition

of the international PFI framework (Jayaseelan & Tan, 2006 in Ismail, 2009). In recent

years, several Government project development projects are implemented by PFI.

Government agencies that interested ought to adopt this method due mainly to refine

the scope of the technical and financial aspects of the project to ensure that the balance

of risks has always protected the interests of the Government and ensure its

implementation provide a return value for money to the Government compared with

conventional construction projects.

5.2.5 The Fourth Objective of the Research

The fourth research objective is to identify the barriers faced by LAs from adopting

PFI procurement methods for their development projects. The findings of the study

show that out of thirty-six (36) factors presented to respondents to assess the most

significant barrier factor to the implementation of PFIs in LAs, and from these factors,

the eight most important factors were presented as the main barrier factor. The findings

of the study pertaining to the major barrier factors identified are as shown in Table 5.4

that are included.
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Table 5. 4
Barriers Factor for PFI Implementation in Local Authorities

Identified Barrier Factors RCMa Rank
1. The way of working in PFI scheme does not fit the 0.893           1

Working methods of LAs.
2. The PFI approach is considered too risky by the LAs. 0.891          2
3. LAs have to hire external expertise to support the procurement

management of PFI project 0.852 3
4. Lack of knowledge and experience about PFI at LAs. 0.838         4
5. LAs find that PFI require too much effort for a

contracting method that is probably applied only once. 0.825         5
6. Possibility that initiatives for PFI project are cancelled by 0.822         6

New executive boards before formal decisions have been taken.
7. PFI schemes are experienced as complex by LAs. 0.815         7
*RCM=Rotated Component Matrixa

Sources: Field study in 2018 against 99(n=99) Respondent

a. The way of working in PFI scheme does not fit the working methods of LAs.

The main barriers factor identified in this study was the factors associated with the

working way in PFI project seen to be incompatible with LAs work practices (Ranking

1). The study finds that the first major barrier is that the use of the PFI scheme requires

LAs to adapt their work methods. Based on the Janssen (2016), two reasons have been

identified as being an important obstacle factor. First, as opposed to more traditional

contracting methods, local PFI schemes need to spend more especially in terms of

cost, time and effort in managing contracts because the nature of PFI contracts is in

the long run, which can reach up to 20 to 40 years. Secondly, the multi-faceted work

methodology in local government is not in line with what is required to work with the

PFI project method, in which the PFI method of transferring tasks from the public

sector to the private sector, reduces the power of local governments to influence

maintenance, and reduction this control does not match LA's current and actual work

method.
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b. The PFI approach is considered too risky by the LAs.

Another factor seen as a second important factors is related to the risks to be faced

(Ranking 2). The PFI procurement approach is considered too risky for LAs. Factors

associated with these risks are factors that are often expressed in the event of a PFI

project. Analysis of Froud (2003) on risk and uncertainty attracted some key

conclusions about PFI. Froud (2003) argues that there is a tendency in the decision-

making process in the PFI method, primarily to apply risk and uncertainty. Froud

(2003) believes that:

‘‘...PFI is '...... unsuitable for the provision of public services in

the medium term’.... the PFI contract reduces the ability of the

public sector to address uncertainties, by tying the public sector

to the contract usually over 20 or 30 years (or longer), and this

reduces the flexibility for the public sector to respond to the

dynamic environment’’.

Froud (2003) also considers a great risk term in pursuit of the development of the

public service sector through the PFI method as it produces 'system risk' for the

country. This differs from the reduced possibility to adapt to 'future society change',

the impact of continuing commitment to respecting long-term contracts in the PFI

method.

The same conclusions have been reached by Lonsdale (2005). Lonsdale (2005)

challenged PFI on the basis of the decision to pursue PFI failing to recognize 'system

risk', which the public sector was 'locked' with private sector partners. This will block

the public sector in a number of ways. Lonsdale (2005) sees the risk transfer, which

he sees as a fundamental reason for allowing PFIs. With the public sector being 'locked
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up' for contracts that are often tied. The argument is that there is little room for risk

transfer, which often happens in the final analysis.

Risk transfer is a fundamental principle in PFI's project method, where risk-related

implementation and delivery should be given to the best person who can effectively

manage the risk (Akabiyiki & Eaton, 2004). In the context of the PFI project is usually

to the private sector with expertise, and more advanced innovation from the public

sector.

Risk management is one of the priorities for organizations involved in the type of PFI

project. This situation may result in the PFI project which has already begun its

implementation had to be canceled due to LA's inability to manage the risks that may

arise. The kind of situation will further increase the risk of LAs finance. This may also

why LAs in Malaysia is less involved in PFI projects, which may be due to LA's

inability to manage risks. This can be further verified by reports revealing that LA in

Malaysia has issues in management, administration and leadership (Singaravello,

2010). All this identified obstacle factors may be a challenge to LAs, and require more

efforts from LAs if they want to engage in PFI projects.

c. LAs have to hire external expertise to support the procurement and management

of PFI project.

For LAs to consider PFI for the first time, development process and procurement

process can be very challenging. In the majority of PFI projects, external advisors are

required support the skills, experience and internal resources of the local authority any

skill gaps should be identified at the beginning, and the options considered to acquire
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the necessary additional resources (e.g., technical, financial and legal advisors). The

main role of this adviser is to provide appropriate advice in their area of expertise to

the Project Team. In appointing an outside advisor, experience has shown that

individual expertise for assignments should be the most important factor in the

assessment. To engage in the PFI project, decisions related to the external expertise

are needed during the planning stage as this will have long-term implications for LAs,

particularly those that involve the sustainability of financial resources as it will affect

LAs budget planning.

d. Lack of Knowledge and Experience about PFI at LAs.

Lack of knowledge and experience in PFI is a factor that is often raised in every

discussion regarding the PFI project. These have also been discussed in the previous

findings of the factors influencing the use of PFIs in LAs. The PFI project also needs

extensive knowledge especially in terms of architecture, design, consultation (mainly

on costs, taxes, facilities and project management).

Managing current and future knowledge of the project is a major challenge posed by

the organization involved. The advantages of the organization's competitiveness are

dependent on the ability to learn and adapt more quickly. This ability is highly

dependent on capacity organization to create, acquire, store and use the experience,

knowledge, skills and lessons learned in the past. projects that have the potential to

improve the future performance of the organization, According to Kumalasari et al.

(2016) is important for effective project execution, choosing the best project, winning

bids and also for organizational efficiency.
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The PFI scheme requires both extensive PFI expertise and specialized knowledge in a

particular field. One of difficulty, according to some consultants is professional advice

is expensive, and lack of expertise can lead to inaccurate expectations. To reach

agreement on payments may also be problematic (Akintoye et al., 2003). This is

because PFIs are rarely used by public sector organizations, so they only have some

staff who understand the intricacies of PFIs. LAs.

Another obstacle factor that is also seen as a major barrier factor in applying PFIs in

Local Authorities in Malaysia is related to several factors, such as; PBT expect the PFI

method requires too much effort for a contract that may only be used once. While the

Competitive Dialogue Procedure is seen as complex, and it is possible that the

initiative for the PFI project is canceled by the newly appointed executive board (after

the expiration of the service) before the official decision can be taken. Local

authorities are also seen to have complex experience in managing PFI projects.

In addition, the absence of standard frameworks and guidelines is also a form of barrier

to the implementation of PFIs at government agencies. Nor Suzila et al. (2016)

asserted that Malaysia needs guidelines or framework for the implementation of the

PFI procurement system, which has yet to be established guidelines or standard

framework for reference, especially to agencies that wish to engage in PFI Projects. It

is important that with these guidelines and frameworks it will provide a better

understanding of the implementation of this complex financing scheme, as well as a

key indicator of performance indicators for assessing the overall performance of the

project.
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5.2.5.1 The Barrier Factors Based on Previous Studies.

The findings of the study show that the PFI procurement model was so poorly utilized

by LAs in Malaysia, and this has confirmed the statement from previous studies, which

reveal that the use of PFIs in LAs in Malaysia is in the early stages of introduction

although it has long been introduced. This does not seem to reflect the role of PFI,

which is one of the government's policies announced in the 9MP.

The situation on the lack of use of PFIs in LAs is parallel with Ismail (2012) finding

which emphasizes that the delivery of public infrastructure projects in Malaysia is seen

failing for some reason, and one of which is less concerned with the situation of the

local factor itself in various circumstances. This is based on different areas or sectors

may have different unique factors and motivations. Among other issues often

highlighted by Ismail's study (2012, 2014) are:

i. Low confidence to ensure investment returns,

ii. Inaccurate cost estimates where high-risk investments such as public

infrastructure often involve substantial investments and lack of guaranteed

return on investment, and,

iii. Failure of the PFI project is also linked to contractual issues that contain

unexpected liabilities.

Failure of the PFI Program in Malaysia is due to some such as; weakness in the

delivery of public infrastructure projects (Ismail et al., 2012), weaknesses in

administration and management (Berahmin et al., 2015; Muhammad et al., 2015), as

well as financing issues (Md Lasa et al., 2015). For example, the Auditor-General's

report for 2014, revealed that LAs in Terengganu and Pahang were unable to manage
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the PFI project due to weak governance. The report revealed that audit in Majlis

Perbandaran Kemaman (MPK) and Majlis Daerah Besut (MDB) from July to

September 2014 found that their procurement management was not satisfactory. This

is because there are some non-compliance in procurement procedures, such as tenders

and direct negotiations. Other weaknesses identified by the National Audit

Department in the 2014 audit are payments made for unsuccessful work, the project is

not completed within the prescribed period, unfinished projects and contract

documents are not available or too late to be signed (National Audit Department,

2016).

Abdullah and Kalainan (2009) emphasize that the concept of LAs role as producers is

said to be 'simplistic', 'inaccurate' and 'naive'. There is also a study revealing that the

lack of private sector participation is also due to the difficulty in obtaining project

financing. Md Lasa et al. (2015) in their study noted that, local funding bodies are still

unsure to finance the PFI project. This factor was also suggested by Takim et al.

(2009), which, according to him, local funding bodies are still hesitant to provide

financing for PFI projects for various reasons, and one of which is the large capital

investment involvement for long-term concessions.

Mohd Saron et al. (2013) also pointed out that most LAs in Malaysia are not interested

in the PFI project due to lack of experience and confidence in the method. In addition

to the implications of the failure of the public-private partnership program at some

LAs before. For example, the Majlis Perbandaran Batu Pahat has poor experience in

implementing PPP projects, particularly in staff leadership, skills and expertise issues,

other than land issues, and other local issues.
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There have also a few studies or discourses in Malaysia which show the similarly

explain to the barriers of PFI implementation. Ismail (2014) in his research on

respondents' perceptions comprising managers of financiers, construction companies,

local governments, state governments and federal governments, in relation to factors

that prevented the use of PPP arrangements in Malaysia revealed that among the top

five major barrier factors are; Lack of government guideline and procedure on PPP;

Lengthy delays in negotiation; Higher charge to the direct users; Lengthy delays

because of political debate; Confusion over government objectives and evaluation

criteria.

Although these factors are also presented to the respondents for this study but not the

main choice as a barrier factor to the implementation of PFI in LAs in Malaysia. This

can be explained as, although many researchers have identified different lists of critical

factors for PFI projects based on other literature surveys or through empirical studies,

but "critical" levels of identified factors vary in different places , different

geographical and administrative settings (Li et al,. 2005; Muhammad et al., 2016).

There are also numerous studies analyzing Critical Success Factors (CSFs) related to

PFI projects over the last two decades that have been conducted in various countries

including Malaysia. However most studies on CSFs apply the factors already available

based on previous studies. This is definitely not providing a real list of CSFs for PFI

in specific cases and areas. According to Ismail (2014), the different projects or sectors

may have different unique of factors that leading to the adoption of the PFI. Janssen

et al. (2016) also commented on this situation, which, according to him, the result at

national level does not appear at local level, which is the federal government and the
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local government is require a different approach, and not all research results at the

national level can be apply at the local level.

The factors raised by Janssen et al. (2016) as LAs need to 'adjust the way of work',

and 'PFI type projects are considered complicated and complex', seen similarities with

the findings in this study. Factors related to PFI's experience and knowledge are also

an obstacle to PFI's adopted in LAs in Malaysia. There are several studies that have

revealed this issue. Rashid et al (2016) stressed that knowledge levels were low due to

the minimum experience of government officials or those involved in PFI

procurement, as well as lack of references in the PFI procurement scheme.

Kwawu et al. (2010) in a study on the PFI project in Nigeria, emphasizing that lack of

knowledge and customer experience have the effect and constraints on the

implementation of PFI, where the success of the PFI project relies on effective

communication, experience, expertise and skills of all parties involved in this

project. Ismail (2014) also stressed the same on the implementation of PFI in Malaysia

where he said there were constraints on experience, knowledge and awareness on

many agencies involved, and the absence of a specific framework for implementing

PFI projects in Malaysia also contributed to the least use this method as a procurement

strategy in most government agencies.

Based on the findings of the study also revealed that the implementation of the PFI

project was complicated and incompatible with the work methods in the LAs. This is

understandable based on the flow of implementation processes in Malaysia where

eleven processes need to be approved before the PFI project can be implemented. In
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addition to the way work, the lack of experience, exposure and knowledge of key

players in the LAs is also seen as relevant to the reasons why the PFI method is less

applicable in the LAs.

5.3 Summary of the Chapter

The findings of this study have been successful in achieving the objectives which have

been outlined. This study shows that PBT in Malaysia are less involved in private

public partnership projects, especially in large-scale projects such as providing major

public infrastructure facilities. PBT are also seen to have limited experience,

knowledge and awareness in methods involving Private Public Partnership. The most

common method used by the PBT in Malaysia for the provision of infrastructure

project development is from Public Sector Delivery methods, followed by Traditional

Public Contracts. The PFI method is one of the least used by PBT. In addition, the

main factors influence the use of PFIs in PBT are related to level of bureaucracy in the

decision making process, as well as level of commitment of the organization to earlier

negotiated terms. In addition, it is found that the main obstacle to PFI's adopted in PBT

in Malaysia is related to the way of working in PFI scheme does not fit the working

methods of PBT. The findings of this study are expected to contribute to information

pertaining to the area of local government procurement, particularly in addressing the

constraints of financial resources at the local level. This is important because the role

of the PBT in general is to ensure the well-being and sustainability of the community

by carrying out the task of planning, implementing, controlling good planning and

providing services effectively. It is important to ensure that all PBT planning and

services can be offered with the most effective benefits to the community at a

minimum cost.
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CHAPTER SIX

RECOMENDATIONS AND CONCLUSION

6.1 Recommendations on Procurement Strategies for Local Authorities

6.1.1 The Involvement of Public Private Partnership Methods in the Local
Authorities Procurement Strategy

PBT now faces many challenges in carrying out their roles and functions especially in

the rapid development of social, economic and political. The ability to address the

problems and challenges of preparedness for sustainability is different for each PBT.

PBT with leadership capabilities, financial resources, strategic and systematic

planning, and community support will be better prepared for the challenges. On the

other hand, poor governance institutions, and lack of financial resources will face

problems, especially in carrying out more effective functions and roles to the

communities it represents.

LAs are also seen as challenging as self-financing organizations, where LAs need to

be active and creative in diversifying their sources of income. Limited financial

resources are the main obstacle to the LAs, which is the situation that is being faced

by LAs in Malaysia. This situation has been widely discussed in many studies. Without

adequate financial resources, it is difficult for LAs to fulfil its obligation as a service

provider, which at the same needs to support the socio-economic growth of its

governing area. Therefore, effective procurement strategy is essential to strengthening

PBT’s financial resources.
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SECTION 39 of the Local Government Act 1976 (Act 171) has outlined PBT financial

resources in Malaysia. Section 39 has been in existence for more than 40 years, since

the Act 171 has been enforced. From the allocation of financial resources outlined it is

clear that the private investment is seen to be less applied at the PBT level.

Procurement methods involving Public Private Partnership models are less applicable

at the local level although at the national level there is a policy that has been

introduced, and has demonstrated success in its implementation.

In line with the Government's approach based on the New Economic Model in the

10MP and 11MP, the Government intends to encourage the private sector to invest in

public development projects, by reducing the allocation of Government spending on

public development projects by converting to private financing through the PFI

method, Among the measures taken is the Government has also set up a Facilitating

Fund under the 10MP to support development projects undertaken by the private sector

as one of the ways of encouraging the Government through the partnership of the

public and private sectors.

This approach should also be implemented at the local government level. Private sector

involvement needs to be encouraged so that these measures will benefit professionally

from expertise and innovation, aside from financial resources. Nevertheless, it is found

that one of the biggest challenges in promoting private sector involvement in local

infrastructure development is due to unclear procedures and frameworks. For example,

at the federal level, there is still no special framework for the implementation of PFIs

in government agencies although this model has been introduced since 2009 in the

9MP.
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Therefore, this study proposes that besides establishing a specific framework, the

government should initiate more seminars, conventions and publish guidelines on

project implementation using the PFI method. This will help disseminate information

and be a reference to PFI's methods and procedures to be implemented. There is

feedback from the parties concerned with the implementation of PFIs in Malaysia

stating that they are not clear due to the necessary procedures, particularly in relation

to bidding, financing, measurement of performance and evaluation mechanisms which

are very important in the implementation of a PFI project.

6.1.2 Public-Private Business Partnership Environment for Local Authorities
Sustainability

The public-private partnership method has now become a major feature of any public

project - from the development of ideas to actual execution. The impact of these public-

private partnerships has shaped the expert bodies which have led to more efficient,

accurate and profitable implementation. In certain circumstances it can benefit the

public sector, the private sector and society in general, where each of these components

will play a more active role in the future, and will be able to solve the problems arising

in the area it represents.

Private Public Partnership scheme is seen as an alternative to the method of full

privatization, where public and private sector companies take on common initiatives

and responsibilities in ensuring sustainability of the organizations involved. Through

effective and equitable sharing, the advantages of both sectors will be beneficial. The

private sector, for example, will benefit from dynamics, access to financing,

technological know-how, management efficiency and entrepreneurial spirit, and this
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can be combined with social responsibility, environmental awareness, local knowledge

and employment generation by the public sector.

The success of this Public Private Business Partnership (PPBP) can be achieved in the

event of support and encouragement, especially from federal, state and local

governments. Support and encouragement can be in various ways in terms of local

planning, incentives, procedure, innovation, and expertise. In addition, a conducive

environment for businesses such as laws and regulations, manufacturing and

contracting environment, and provision of infrastructure, special incentives from

government, and research, education, training, and business support services will also

helping in realizing a private public business can be achieved. Communities will also

play a role in providing feedback on each development plan in their area, as well as

being active participated in the business environment.

The above discussion is in line with current trends to emphasize the provision of public

infrastructure and more effective service to public in general, business environment to

private companies and the sustainability of the LAs itself in playing its functions and

responsibilities. This connection can be explained based on the three ‘legs’ that support

it as described in Figure 6.1. Active involvement and the participation of all three

components are crucial to the success of any PBT initiative.
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Figure 6. 1: The ‘Leg’ for Supporting LAs Sustainable Development

In the context of implementing PFIs as a Public Private Business Partnership (PPBP)

strategy in LAs:

- The experience has shown that PFI schemes will not only reduce government

allocation to public infrastructure but also to generate good in income. Therefore,

the PFI scheme should be made as part of the proposed financial package model

for LAs procurement. The PFI's method will also encourages LAs to explore

innovative financing methods, such as the need for contributions from private

sector companies, thereby overcoming the problem of limiting borrowings from

financial institutions.

- Incentives from governments are also factors that can help improve the adoption

of this PFI method. Promoting participation from the private sector can be
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achieved by making them feel less controlled to exploit their market forces. This

will further promote private sector innovation which will provide innovative

solutions to achieve public sector objectives.

- In preparing a temporary plan, particularly in addressing financial constraints,

the LAs should promote a business partnership approach with Private Sector

Companies and other private service providers. This move will reduce the

financial burden of LAs in meeting the taxpayer's need to obtain a more efficient

and effective service delivery.

- Most PFI projects are still seen in the early phase of the introduction of LAs in

Malaysia, and the success has not been demonstrated in terms of project success

and payment of the facilities being built. The Government will be in a better

position to retain PFI in the procurement method if PPP Unit or UKAS can

manage the implementation framework and competitive tender procedures for

unsolicited proposal practice.

- Incentives from governments are also factors that can help improve the adoption

of this PFI method. Promoting participation from the private sector can be

achieved by making them feel less controlled to exploit their market forces. This

will further promote private sector innovation which will provide innovative

solutions to achieve public sector objectives.

- A research is required to focus on the working methods of LAs in Malaysia, and

consider how PFI can be fix with them.
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The formulation of the framework in the issues raised is important to look at the factors

that are considered 'critical' faced by the LAs in Malaysia, especially issues related to

the constraints of financial resources. As such, the creation of this Public-Private

Business Partnership is aimed at providing a business environment for the

sustainability of LAs and the private sector, while at the same time giving a benefit to

the communities it represents as end-users.

6.1.3 PFI Procurement Adopted in Local Authorities in Malaysia

A set of ideas is proposed to understand the adoption of the PFI approach as an

effective implementation strategy from the perspective of an organization's

capabilities, and the factors affecting its implementation. In developing the idea, the

framework develop by Nurdin et al. (2014) has been referred, in which the Nurdin et

al. (2013) framework was develop based on the theory of Culture and Organisation

Effectiveness by Denison & Mirsha (1995). The set of idea presented is shown in the

figure 6.2, which is the idea of PFI is considered as an effective strategic planning for

LAs procurement, and have demonstrate significant relationship to LAs sustainability.

The set of idea that show in the figure that presented can be explain based the 6

propositions.
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Figure 6. 2: The Set of idea of PFI Implement for LAs Sustainability

The set of idea  illustrated as shown in Figure 6.2 is to understand that the PFI's have

significance relationship as an effective strategy in PBT procurement, in which

demonstrates the relationship between the level of experience, PFI understanding,

awareness, and identifying factors with organizational capabilities, especially from the
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the strategies proposed for sustainability in PBT procurement. The set of idea that

show in the figure 6.2 can be explain based the 6 propositions, which are:

Preposition 1: There is a relationship between PPBP and the implementation of

effective strategies in the procurement of LAs.

Preposition 2: There is relationship between LAs capabilities and effective

implementation of procurement strategies.

Preposition 3: Organizational, financial, technical, risk management and project

type capabilities are important factors in PPBP in ensuring effective

implementation of procurement strategies.

Preposition 4: The PFI is one of the strategic PPBP that must be considered by the

LAs as the procurement strategy.

Preposition 5: The implementation of PFI's has a relationship with the capability of

a local authority, whether it’s financial, technical, risk management,

and project type is in place, in ensuring the effectiveness of its

implementation.

Preposition 6: The adoption of PFI, and the effective of implementation will

support the LAs sustainability.

6.1.4 PFI Implementation Process in Local Authorities

For that, it has suggested seven (7) processes need to be done to ensure more effective

in implementation. These seven (7) processes are:

i. First, give a clear definition or meaning of the fundamental concepts of the PFI

project in the context of local government. This step is to guide and attract the

private sector to invest in LAs. It will also increase exposure, knowledge and

awareness either to LAs, the private sector and the general public of the

procedures and advantages of adopting the PFI, particularly in terms of funds,
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expertise, and novation which will eventually be able to provide facilities and

public services that are better to the community.

ii. Secondly, doing research and research on the implementation of PFI projects at

the local government level based on experience from other countries, especially

on the factors affecting the success of the project as well as the challenges and

obstacles to be encountered, so that the LAs can make careful planning and

preparation if you want to get involved in PFI projects.

iii. Thirdly, form a standard framework for PFI implementation. The framework is

also a legal framework, evaluation framework, implementation procedure,

bidding procedure, performance indicators index, risk management, as well as

country strategy through government policy introduced.

iv. Fourth, identify the appropriate PFI model or model to be implemented in the

Local Authority. This can be achieved by Developing a complete model or

procedure framework for reference;

v. Fifth, by providing knowledge, and exposure to PBT on PFI project methods by

holding seminars, conventions, workshops and so on. Training system also

should be provided to enhance the capacity and expertise of civil servants

involved in PFI projects;

vi. Sixth, establishing a responsible control unit for all PFI projects at the PBT level.

The unit is responsible for Monitoring and regulating all PFI project processes

at PBT i.e. from the beginning to the end of the Contract, and also necessary to

develop a performance measurement system for PFI projects at the PBT level

vii. The seventh, follow the appropriate steps in the current implementation based

on the actual concept of PFI. The use of public funds is something that is contrary

to the original concept of the PFI method.
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By following the appropriate listing level, a stable PFI flow process can be met. The

proposed flow process is shown in Figure 6.3.

Figure 6. 3: PFI Implementation Process in Local Authorities
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It is proposed to develop a framework and regulations, particularly at the local level in

order to provide guidelines and a clear implementation roadmap. Among the

frameworks and regulations that should be given priority is;

i. Establishment of regulations to define PFI and empowers using it to procure

public infrastructure project.

ii. Establishment of high level PFI committee. Members of the committee should

be drawn from public and private sector as well as representatives of the key

user-group.

iii. Establishment of a robust, detailed and transparent framework on the concept

and method of procurement of PFI projects, especially in project identification,

initiation, implementation process, monitoring procedure and performance

auditing.

6.1.5 Other Suggestions

It is proposed that previous practice such as the direct negotiation project involving

Private Public Private Partnership project either through the PPP / PFI method will

need to be reviewed. The Open Tender method is more transparent than the Direct

Negotiation practices practiced by most government agencies before. This is because

the Direct Negotiation method can be invoked by the practice of "corruption" and

"cronyism" which will ultimately burden the government and taxpayers. The PFI

project needs to be implemented extensively in the public sector, but it needs to follow

different formats and mechanisms than currently practiced. Forums should be held to

gather individuals from the financial sector and various industries to share their input

on how to improve the use of PFI model more effectively and at the same time can

improve the economy of country.
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Additionally, other areas of revenue need to be explored in diversifying of PBT

procurement methods. In the SECTION 39 of the Local Government Act 1976 (Act

171) is stated the main provision that outlines the financial resources of the LAs in

Malaysia. Under the title of Revenue for LAs, states that the source of a LAs revenue

consists of;

i. All taxes, ratings, rentals, fees for licenses, charges and charges that must

be submitted to LAs under Act 171 and other written laws;

ii. All charges and profits from any of the trades, services undertakings by the

LAs;

iii. All benefits from investment and income from any property of LAs, and;

iv. All other outcomes from the Federal Government, the State Government

or any statutory body as well as from any other sources, such as grants,

donations, endowments or otherwise.

LAs in Malaysia are familiar with their financial resources mentioned in clauses (i)

and (ii). However, when the LAs assesses the groups (iii) and (iv), LAs agree that

investment and endowment fields are areas that have not been seriously yet planned.

Thus, it is therefore recommended that PBT focus on how to increase private

investment and in the field of endowment.

While this research focuses on local issues, it is hoped that recommendation and

suggestion of this study will encourage policymakers at the federal level to address the

issues highlighted. The PFI framework may be instantly formulated so that this method

has a comprehensive guide.
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6.2 Conclusion

Private Public Partnership has become one of the key thrusts of the 10MP, along with

the Economic Transformation Program which aims to drive the country into a high-

income nation by 2020. In Malaysia, construction of public infrastructure projects such

as highways, ports, airports, flood tunnels, and government offices, among others,

have been made through the PPP / PFI approach. Private sector involvement through

the introduction of public-private partnership development methods is seen as one of

the key strategies for achieving economic diversification. Therefore, the right Public-

Private Partnership model should be adopted in order for the state to achieve a balance

of public and private interests. The public sector, including local authority

organizations, should know how to get the most benefit possible from the appropriate

approach.

Thus, it is seen as critical for the public sector including PBT to choose the right model

in their procurement system. With proper selection will bring a balance between public

and private interests to be achieved. The PFI model is seen basically to be considered

by the PBT for long-term concession agreements with the private sector based on the

capability and adequacy of the PBT itself, mainly on the financial, technical,

management and so on.

The summary of the study can be explained as since the introduction of the

privatization program from 1983 to PFI in 2006, a numbers of public infrastructure

development projects have been successfully implemented nationwide. The PFI

approach introduced by the Government in RM9 has been adopted as an alternative

procurement method for the public sector in the development and maintenance of other
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infrastructures and facilities, thereby benefiting the private sector's innovation and

efficiency. Implementation of the PFI project is also a Government move to ensure

the management of more efficient Government asset procurement based on the value

of money towards the government spending program. The involvement of PBT and

private agencies should be encouraged and enhanced to ensure the public sector can

achieve the best quality infrastructure and services to the communities it represents.

This study are seen benefited to the PBT because the PFI implementation analysis

enables PBT to evaluate itself based on the partnership process to improve and make

it a more effective strategy. This study will also provide information and insights to

other LAs to consider PFI's approach as a procurement strategy, and be able to handle

PFI's strategy in service delivery. This study is also important for debate on PFI as a

new procurement strategy for the public sector, especially PBT, and thus contributes

to the knowledge and theoretical development of PFIs in the LAs. Furthermore, this

study is important to the government in the formulation of PFI policy in the LAs in

Malaysia

People are now growing with abundance of information and more focusing on their

environment, and will question the various issues, which are directly related to their

life activities. People are also seen getting involved and being partners with PBT, as

well as are more open to contributing for local planning ideas to create a more orderly,

comfortable and friendly environment. Therefore, it is important for efficient and

effective planning not only to provide facilities for the local community, but in terms

of planning and purpose the facility should also be based on the features and

accessibility, integration, components of control, and acceptance level with socio-
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economic status, socio-cultural and socio-political, which are seen to be parallel in

meeting the goals of the LA’s sustainability.

Hence, the partnership strategy between the LAs and the private sector by selecting

the most effective method will benefit especially to the people as end users, and the

implementation of the PFI procurement viewed advantageous especially from the

perspective of innovation, VFM, transfer of risk, specification-based output, long-term

nature of the contract (including the overall cost of living), performance measurement

and incentives, management skills of the private sector, cost efficiency as well as

encouraging competition among the private companies.

6.2.1 Limitation of Study

This study is not without limitations. This study is concerned with the use of PFI as a

procurement method in LAs in Malaysia. The limitation to this study is the selection

of small samples. Of the total LAs in Malaysia of 155 (this includes modified local

government), only 80 LAs were selected as samples with 240 questionnaires

distributed. However, only 38 LAs containing 99 questionnaires were returned to the

researcher. This small sample size will affect the accuracy of the study findings. The

small sample size is due to the limitations of distance, time and cost, not all in Malaysia

involved in the study. In addition, for each selected LAs, only targets 3 respondents

from the relevant departments or sections. Since departments or sections are not

specified when submitting research questions there is a limit to obtaining information

from departments or section that are directly involved with the research topic. This can

be seen from the responses of respondents from departments or section that are not

directly involved with the implementation of the PFI project.
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The implementation of the PFI project involves the cooperation of various parties such

as SPV consortium created specifically for each project, financial financiers,

construction contractors, facility management operators, as well as the public sector

(related ministries/ agencies). Therefore the views of the parties concerned are

necessary to assist in understanding issues in the topic of study as well as more accurate

information. However, this study only focuses only on LAs staff involved in project

implementation. This is a constraint in this study especially to get more accurate

information.

This study focuses only on the scope of experience, knowledge, and awareness of PFI

procurement methods, as well as identifying the most commonly used methods of LAs

in the development of public infrastructure projects as well as influencing factors and

obstacles to the implementation of PFIs in LAs. However, the questions raised are

based on previous studies from other countries. This does not give a real picture of the

problem to be studied based on the actual situation of the area. Relate on this limitation,

Ismail in (2013; 2014) and Ismail and Haris (2014) has stressed the need for future

study to investigate the reasons for adopting PFI in a specific project or specific sector.

This due to different projects or sectors may have different unique of factors that

leading to the adoption of the PFI. Besides, according to Ismail (2014) future studies

regard to the PFI implementation in Malaysia should be able to consider using

qualitative instruments instead of quantitative, which have more access to resources

that detailed and more extensive information.

In addition, the use of postal questionnaire forms by post also has weaknesses

especially in relation to reliability of information. Another disadvantage is from the
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point of respondent's actions when receiving a letter sent by mail. The letter is likely

to be neglected or not considered important and does not require immediate response.

In addition, time constraints can limit respondents to fully resolve questions raised.

There is also the probability that questions are not understood by respondents. Thus

the answer given is disputable the effect of an unintelligible question.

6.2.2 Recommendation for Future Study

The adoption of the PFI method by the local government requires a different approach

to the national level, and not all national level research and thought-outs can be applied

to the local government level. Considering how PFIs can be used in PBT, especially

as a method of procurement, future research should focus on the process of how the

PBT provides experience, knowledge and awareness to the staff that responsible for

the implementation of the method of PFI project, and how the implementation process

of PFI practiced by PBT in Malaysia. Further studies can also be done by focusing on

specific PFI projects in PBT, such as flood mitigation projects, waste disposal and

other infrastructure projects by conducting research on the issues and problems that

arise in the effort to complete the project. It is also suggested that future research, as

well as questionnaire methods, interview methods for key players in the

implementation of the PFI project in Malaysia should also be carried out where this

will provide more in-depth and accurate information. It is recommended that future

studies use interview methods by interviewing officers involved in the implementation

of PFI projects at the federal level such as UKAS, the National Economic Planning

Unit (EPU) and the Public Works Department (JKR) for more detailed and accurate

information.
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APPENDIX 1
Respondent Code:

School of Government . Universiti Utara Malaysia, Sintok 06010 UUM, Kedah.

Tel: +604-928 7901 | +604-928 7906 | Fax: +604-928 7914 | Website: www.sog.uum.edu.my

Researcher: MARYADI BIN HASAN (Matric Number: 900771)

Tel: 012-2813902/ Email: meedy.hasan@gmail.com

Topik: Guna pakai Inisiatif Kewangan Swasta ataupun Kaedah Private
Finance Initiative (PFI) oleh Pihak Berkuasa Tempatan di Malaysia

Tinjauan soal selidik untuk Pihak Berkuasa Tempatan (PBT)

Pengesahan/Cop dari PBT : _________________________________________
Tarikh : _________________________________________

Tuan,

Soal selidik ini adalah untuk mengumpulkan maklumat berkenaan dengan kaedah kerjasama PBT
dengan sektor swasta bagi projek pembangunan mereka. Secara khusus, objektif kajian ini adalah
untuk memeriksa persepsi PBT di Malaysia terhadap penggunaan kaedah perolehan menggunakan
Inisiatif Kewangan Swasta / Kerjasama Awam-Swasta.

Terima kasih kerana menjadi salah seorang responden untuk penyelidikan ini. Maklumat yang
diperolehi adalah untuk tujuan penyelidikan bagi memenuhi keperluan penganugerahan Doktor
Falsafah. Perincian peribadi responden tidak akan didedahkan.

MAKLUMAN KEPADA RESPONDEN





Bahagian A: Profil Responden

1. Nama Pihak Berkuasa Tempatan (PBT): _______________________________________

2. Jenis PBT :

Dewan Bandaraya Majlis Bandaraya

Majlis Pembandaran Majlis Daerah

3. Nama Responden_________________________________________________________

4. Jawatan Terkini:__________________________________________________________

5. Jabatan/Seksyen:__________________________________________________________

6. Bilangan Tahun Bekerja di PBT:___________________________________________

7. Kelayakan Akedemik: _____________________________________________________

8. Nombor Telifon/e-mail: ____________________________________________________

Bahagian B: Inisiatif Kewangan Swasta/Kerjasama Awam-Swasta di PBT

9. Organisasi anda (PBT) pernah menyertai Projek menggunakan kaedah Inisiatif

Kewangan Swasta / Kerjasama Awam-Swasta?

Ya Tidak

10. Bagaimanakah anda menilai pengalaman peribadi anda dalam pembangunan projek

perolehan menggunakan kaedah Inisiatif Kewangan Swasta / Perkongsian Awam-

Swasta?

Lemah Sederhana Memuaskan

Baik Cemerlang





Bahagian C:

Sila tandakan (/) dalam kotak yang menunjukkan pendapat anda kepada soalan berkenaan dengan
Pengetahuan dan kesedaran terhadap kaedah Inisiatif Kewangan Swasta (PFI). Skor yang lebih
besar mencerminkan penilaian skala yang lebih tinggi.

SKALA:  1 - LEMAH, 2 - SEDERHANA, 3 - MEMUASKAN, 4 - BAIK, 5 - CEMERLANG

No. Atribut
Skala Penilaian

1 2 3 4 5
Asas Perolehan PFI / PPP

12 Memahami Projek PFI/PPP
13 Memahami prosedur projek PFI/PPP
14 Memahami perbezaan antara perolehan PPP/PFI berbanding perolehan

tradisional
15 Memahami ciri-ciri perolehan PPP/PFI
16 Memahami definisi PPP/PFI

17 Memahami rangka kerja dasar PPP/PFI
18 Memahami rangka kerja undang-undang  PPP/PFI

Proses Perolehan PFI / PPP di Peringkat Perancangan dan Tahap Reka Bentuk
19 Memahami Kitaran Proses PFI/PPP (Process cycle of PPP/PFI)
20 Memahami Proses Kelulusan
21 Kajian Kelayakan sesuatu projek sebelum dijalankan (Outline Business Case)
22 Memahami Output Spesifikasi projek PPP/PFI
23 Memahami Kenyataan keperluan (Statement of need)
24 Kertas Cadangan projek PFI/PPP
25 Mengetahui Pihak berkuasa  ataupun agensi kerajaan yang terlibat

Pelaksanaan Proses Perolehan PFI / PPP di Peringkat Operasi
26 Projek PPP/PFI merupakan salah satu Sumber pendapatan bagi PBT
27 Memahami Kaedah kawalan kualiti dan prestasi terhadap projek PPP/PFI
28 Memahami Sistem Penuh PPP/PFI (PPP/PFI Full System)
29 Mengetahui Pemilik Modal (Equity Owner)
30 Mengetahui Tempoh Konsesi projek PPP/PFI
31 Mengetahui Mekanisme Pembayaran
32 Memahami Process pemindahan atau proses Tukar Tangan (Transfer process or

hand over stage Proses)
33 Proses audit projek PFI/PPP



Bahagian D:

Sila tandakan (/) dalam kotak yang paling tepat menunjukkan pendapat anda tentang persoalan;
sejauh mana faktor-faktor berikut mempengaruhi Inisiatif Kewangan Swasta (PFI) untuk Projek
Pembangunan di PBT, menurut penilaian skala dari 1 ke 5.

Skala:  1 - LEMAH, 2 - SEDERHANA,    3 - MEMUASKAN,      4 - BAIK,     5 - CEMERLANG

Atribut Skala Penilaian
1 2 3 4 5

Keupayaan Organisasi
34 Komitmen peringkat tertinggi dalam organisasi sektor awam
35 Tahap kolaborasi dan komitmen di kalangan sektor awam dan agensi

kerajaan yang terlibat
36 Bersifat Terbuka/terus terang dan  komunikasi fleksibel semasa rundingan
37 Tahap birokrasi dalam proses membuat keputusan
38 Tahap komitmen organisasi kepada terma rundingan sebelumnya
39 Keupayaan untuk menerima dan menyerap risiko
40 Keupayaan untuk membantu mendapatkan kebenaran perolehan tanah /

kebenaran perancangan.
41 Sikap terhadap kos, misalnya. keinginan untuk mengurangkan kos.
Keupayaan Teknikal
42 Keupayaan untuk memberi kepekaan secara berkesan terhadap pendapat

umum mengenai projek.
43 Keupayaan untuk memanfaatkan pengetahuan dan kepakaran PPP/PFI dari

tempat lain/organisasi lain.
44 Adanya unit PPP/PFI yang ditubuhkan untuk menyalurkan

maklumat/bantuan
45 Tahap reputasi yang dinikmati oleh organisasi dalam projek-projek

PPP/PFI sebelum ini.
46 Keupayaan untuk mengadakan parameter projek dengan berkesan
47 Mempunyai Kepakaran dalaman yang kukuh terhadap perolehan projek

infrastruktur
48 Tahap-tahap kerja persediaan/dokumentasi untuk projek PPP/PFI
49 Keupayaan untuk mewujudkan kreteria yang jelas terhadap penilaian

projek
50 Mempunyai pengalaman sebelumnya dalam perolehan infrastruktur

menggunakan kaedah kerjasama awam- swasta
51 Menggunakan dokumen pembidaan yang standard
52 Pengalaman sebelumnya dalam perolehan projek PPP/PFI
Keupayaan Kewangan
53 Keupayaan membayar anggaran kadar  tol / tarif yang dicadangkan
54 Keupayaan untuk menerima sokongan / jaminan kewangan daripada

kerajaan pusat
55 Keupayaan untuk menawarkan konsesi cukai dan / atau rejim cukai yang

fleksibel
56 Keupayaan untuk mengumpul dana melalui bon
57 Keupayaan untuk menyediakan pembiayaan modal ekuiti (Ability to

provide equity finance)
Penglibatan Risiko



58 Tahap risiko di peringkat pengurusan
59 Tahap risiko kewangan
60 Tahap/Aspek risiko politik
61 Tahap/Aspek risiko pembinaan (constructional Risk)
62 Halangan undang-undang/perundangan
63 Risiko masa dan kos
64 Risiko Struktur konsortium
65 Risiko Sosial
66 Tekanan dari Superior/Force Majeure (Superior Force)
67 Risiko Budaya/tradisi
68 Risiko Rakan Kongsi
69 Risiko Implikasi Ekonomi
70 Risiko Pertukaran Wang Asing/Inflasi
Sifat Projek
71 Saiz Projek
72 Kerumitan Projek
73 Ketidakpastian perancangan pembangunan baru
74 Tempoh bayaran balik projek
75 Permintaan daripada penaja dan rakan kongsi projek
76 Berpontensi untuk tidak dapat menentukan masa projek siap (Potentials that

undermine project complete time)
77 Projek berpotensi untuk melibihi kos yang diperuntukkan (cost over-runs)
78 Prestasi Projek

Bahagian E

Sila tandakan (/) dalam kotak yang menunjukkan pendapat anda kepada soalan mengenal pasti halangan kepada
PBT daripada menggunakan Inisiatif Kewangan Swasta (PFI) dalam pembangunan projek infrastruktur,
menurut penarafan skala dari 1 ke 5.

Skala: 1 – TIDAK SIGNIFIKAN, 2 – SEDIKIT SIGNIFIKAN, 3 - SIGNIFIKAN,

4 – SANGAT SIGNIFIKAN, 5 – SANGAT KETARA SIGNIFIKAN

No. Halangan yang dikenalpasti Skala Penilaian
1 2 3 4 5

79 PBT tidak biasa dengan skim projek PPP/PFI
80 PBT perlu menyesuaikan kaedah kerja mereka sekiranya ingin menggunapakai

projek skim PPP/PFI

81 Pemakaian skim PPP/PFI akan meyebabkan kakitangan yang berkaitan
terbeban dengan kerja yang berlebihan.

82 Kontrak PPP/PFI dilihat rumit hasil daripada pengalaman sebelum ini, ataupun
daripada pengalaman PBT yang pernah terlibat.

83 PBT dilihat gugup untuk bekerjasama dengan kontraktor besar yang
kemungkinan besar akan menguasai sepenuhnya perjalanan projek.

84 PBT bimbang akan terjebak projek bermasalah disebabkan kelalaian/masalah
syarikat swasta yang dilantik.

85 PBT dihalang mengadakan kontrak untuk projek-projek yang menggunakan
skim PPP/PFI, yang mana akan mengambil sebagian besar kewangan mereka
kerana jangka masa kontrak yang panjang.



86 PBT perlu mengupah kepakaran luar untuk menyokong perolehan dan
pengurusan projek PPP/PFI.

87 Kos pelaburan permulaan untuk projek PPP/PFI jauh lebih besar berbanding
alternatif sektor awam yang lain.

88 Dalam skim projek PPP/PFI, jumlah keseluruhan kos tidak sepadan dengan kos
pelaburan sebenar untuk aset PBT.

89 Ada berkemungkin bahawa penyediaan kontrak PPP/PFI belum selesai dalam
tempoh pelantikan ahli majlis dewan eksekutif (ahli majlis PBT).

90 Dengan skim PPP/PFI, ahli politik tempatan mungkin tidak dapat melihat hasil
dalam tempoh pekhidmtan mereka kerana tempoh kontrak PPP/PFI yang
panjang.

91 Ahli Politik tempatan percaya projek PPP/PFI tidak dapat menyediakan
kemungkinan yang mencukupi untuk mengawal projek-projek pembangunan
tempatan.

92 Mesej negatif mengenai projek PPP/PFI
93 PBT mendapati bahawa skim PPP/PFI memerlukan terlalu banyak usaha untuk

kaedah yang mungkin hanya digunakan sekali sahaja

94 PBT percaya skim PPP/PFI tidak dapat memberikan kelonggaran yang
diperlukan oleh projek pembangunan tempatan;

95 PBT percaya bahawa mereka mempunyai kurang pengaruh dalam
penyelenggaraan projek PPP/PFI;

96 Jika projek adalah PPP/PFI, ada kemungkinan terdapat persaingan yang sengit
dalam memperolehi tender projek di PBT;

97 Jika projek adalah skim PPP/PFI kontraktor tempatan mungkin sukar untuk
terlibat dalam projek PBT.

98 Dalam skim PPP/PFI, peruntukan kos belanjawan projek tidak mencukupi
untuk tawaran syarikat swasta tempatan.

99 Pendekatan PPP / PFI dianggap terlalu berisiko untuk PBT
100 PBT tidak pasti jika mereka mampu mematuhi obligasi pembayaran dalam

jangka masa perjanjian kontrak PPP/PFI

101 Prosedur Dialog Kompetitif (Competitive Dialogue Procedure) bagi projek
PPP/PFI dilihat sebagai kompleks oleh PBT.

102 Kemungkinan inisiatif untuk projek PPP/PFI dibatalkan oleh lembaga
eksekutif baru sebelum keputusan rasmi/formal diambil.

103 Sebagai konsesi, projek mungkin tidak dapat diselesaikan dalam tempoh masa
yang tersedia;

104 PBT mempunyai kepercayaan yang tidak mencukupi daripada sektor swasta;

105 Skim  projek PPP / PFI dilihat sebagai kompleks oleh PBT
106 PBT percaya bahawa projek pembangunan mereka akan menjadi terlalu mahal

apabila menggunakan skim PPP / PFI;

107 PBT percaya bahawa projek pembangunan mereka akan mencapai nilai yang
tidak memadai sekiranya menggunakan skim PPP/PFI.

108 PBT tidak memerlukan pembiayaan daripada sektor swasta
109 Cara bekerja dalam skim PPP/PFI tidak sesuai dengan kaedah kerja PBT



110 PBT tidak perlu menggunakan kaedah kontrak selain yang digunapakai
sekarang.

111 Kemungkinan untuk memohon skim PPP/PFI tidak dipertimbangkan oleh
PBT.

112 Kurang pengetahuan dan pengalaman mengenai PPP/PFI di PBT.
113 PBT berpendapat bahawa skim projek PPP/PFI hanya sesuai untuk projek

berskala besar sahaja.

114 PBT berpendapat bahawa kaedah kontrak yang mereka gunakan sekarang
berfungsi dengan baik untuk projek pembangunan mereka.

Halangan-halagan lain dan skala penilaian sekiranya ada (Sila nyatakan);

i. ________________________________
ii. ________________________________

iii. ________________________________



Appendix 2 

Note: 

Background of the Introductions of PFI in Malaysia 

The Malaysia Incorporated Policy was introduced in 1981 to encourage cooperation 
between the public and private sectors whereby both sectors act and operate within a 
"Malaysian Company". Through this policy both parties depend on each other; where 
the private sector upholds the commercial and economic activities, while the public 
sector draws up major policies, identify the direction and provides the specialised 
supporting services which are conducive to the success of businesses. 

In line with the Government's new approach based on the new economic model in the 
Tenth Malaysia Plan, the Government intends to stimulate its effort in encouraging the 
private sector to invest in development projects. As such, the Government's allocation 
for development projects will be reduced and it can then shift its attention to projects 
that will be implemented and funded by the private sector whether through Privatisation 
and Public Private Partnerships (PPP), or through direct investment of the private sector 
in country's development programme. The Government has also set up a facilitation 
fund under the Tenth Malaysia Plan in order to support development projects 
implemented by the private sector as the Government's contribution through the 
cooperation of the public and private sectors. 

3PU is the core agency that has been given the responsibility to coordinate the 
Privatisation and the Public-Private Partnership (PPP) projects which have made an 
impact to the country's economy, and which can be given injection from the facilitation 
fund. 

The Privatisation Policy was launched in 1983 to support the Malaysia Incorporated 
Policy towards increasing the private sector's role in the country's economic 
development. The main objective of this policy is to lessen the financial and 
administrative burden of the Government, improve skills and production, accelerate 
economic growth, reduce the size and involvement of the public sector in the economy, 
and to assist in reaching the country's economic policy's goal. 

In line with the implementation of the policy, a Privatisation Section (in the earlier days 
known as the Privatisation Special Task Force) was formed by the Government and was 



put under the Economic Planning Unit of the Prime Mister's Department (EPU, PMD) 
which acts as the secretariat to the Privatisation Committee, which in turn is made up of 
various agencies working towards finalising and confirming the proposals on 
privatization for the Ministers' Council's approval. 

In 1985 the Government produced a Guideline on Privatisation which detailed out the 
objective of the policy, method of privatization, as well as the implementation 
mechanism. And in 1991 the Government produced a Master Plan on Privatisation to 
explain the policy and strategy for privatization. 

Amongst the achievements in the implementation of the national privatization policy 
are: 

Provided infrastructure facilities of world class stature such as the North - 
South Highway, the development of the Light Rail Transit (LRT), the 
Tanjung Pelepas Port and the development of the Kuala Lumpw 
International Airport (KLIA) projects; . . 

11. Created local conglomerate companies which are successful and competitive 
such as the Tenaga Nasional Berhad (National Electricity Board) and 
Telekom Malaysia Berhad; 

iii. Provided employment opportunities in the private sector apart h m  
producing a professional work force, especially amongst the Bumiputra; and 

iv. Energised the country's capital market through capital investments of the 
private sector in privatised Government projects. 

Since the introduction of the privatization programme from 1983 to April 2009, about 
500 privatised projects have been implemented throughout the country. The 
Government has benefited through savings in the form of capital expenditure amounting 
RM161 billion and annual management expenditure (operations) amounting to RM7.79 
billion (or an estimated RM25 billion in a 25 year period). The burden of the 
Government's administrative expenditure was successfully reduced following the 
privatisation of 58 Government agencies which involved the transfer of 113,440 
government employees to the private sector. This savings has enabled the Government 
to redistribute its limited development resource to more needy sectors such as the 
education, health and poverty eradication programme. 

Under the Ninth Malaysia Plan (9th MP), the Private Finance Initiative (PFI) approach 
was introduced by the Government as an alternative procurement method for the public 



sector in the development and maintenance of inhstructures and other facilities, which 
in turn benefits the innovation and efficiency of the private sector management. 
Implementation of the PFI projects is also the Government's first step to ensure a more 
efficient Government's asset acquisition management based on the value for money 
towards the Government's expenditure programme. 

On 22nd April 2009, YBhg. Tan Sri Mohd Sidek bin Haji Hassan, the Chief Secretary to 
the Government, announced the establishment of a new unit under the Prime Minister's 
Department known as Privatisation and Private Finance Initiative Unit - PFI (currently 
known as Public Private Partnership - UKAS) in line with the economic transformation 
effort towards being more competitive. YBhg. Tan Sri Dr. Ali bin Hamsa was appointed 
as the first Director General of UKAS. 

PPP Unit or Unit Kerjasama Awam Swasta (UKAS) 

UKAS is the central agency assigned by the Government of Malaysia to facilitate and 
coordinate Public Private Partnership (PPP) procurement in the country. UKAS was 
established as an initiative and continuous commitment by the Government to facilitate 
and ensure success of the national PPP programme. It is the core agency responsible for 
coordinating and supervising the national PPP implementation (Public-Private 
Partnership Unit, 2009). PPP project proposals are prepared by ministries or agencies 
and submitted to UKAS for consideration and approval of the Cabinet Ministers (Public 
Private Partnership Unit, 2009). UKAS has evolved from a small task force to monitor 
the implementation of privatisation, to a bigger role and additional authority. The task 
force was upgraded into a new government agency under the prerogative of the Prime 
Minister's Department. If the yardstick of success is measured by delivering 
infrastructure to the people, credit is due to the agency for its achievements. From its 
initiation until 2010, 1,679 km of highways were completed through the privatisation 
programme. This network of highways connects most of the cities and rural areas in 
Malaysia, supporting the domestic economic activities and being seen as a positive gain 
in socioeconomic terms in the rural areas. 

There are neither new legal frameworks nor specific legislation for PPP in Malaysia. 
UKAS operates using the organisation's own guideline, the Privatisation Masterplan, 
and other major national policies. UKAS published the Guideline on Public Private 
Partnership in 2009. The intention was to produce clear guidelines on the principles 
adopted, criteria for project development, justification, and selection criteria for projects 
(Public-Private Partnership Unit, 2009). However, the guidelines are very general in 
nature and do not have an established mechanism for dealing with unsolicited proposal. 
UKAS also maintains a website which has more information than their Guideline. 
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PENGENALAN 

Kerajaan telah memperkenalkan pendekatan lnisiatif Pembiayaan Swasta (Private 
Finance Initiatives) - PFI - dalam Rancangan Malaysia Ke-Sembilan (RMKe-9) yang 
merupakan satu alternatif baru di bawah rangka kerjasama awam-swasta (Public 
Private Partnership - PPP) bagi pelaksanaan projek-projek pembangunan. Pendekatan 
ini mencerminkan hasrat Kerajaan untuk mempergiatkan penglibatan pihak swasta 
dalam ekonomi seterusnya menggalakkan lagi pertumbuhan pelaburan dalam negara. 

2. Tujuan dokumen ini ialah untuk memberi penjelasan kepada agensi mengenai 
prinsip-prinsip asas dan prosedur PPP yang telah dirangka oleh Kerajaan sebagai 
panduan melaksanakan pendekatan ini. Dalam hubungan ini, dokumen ini 
mengandungi maklumat mengenai perkara-perkara berikut: 

I. rangka konsep PPP 
ii. prinsip pembayaran 
iii. kriteria penilaian projek 
iv. struktur pelaksanaan projek 
v. prosedur pemprosesan dan pelaksanaan 
vi. panduan penyediaan business case projek 

3. Garis panduan ini adalah tertakiuk kepada andaian seperti berikut: 

i) pihak yang menandatangani kontrak PPP dengan pihak Kerajaan adalah 
special purpose vehicle (SPV) manakala subkontraktor/komponen SPV 
akan menyediakan perkhidmatan bagi pihak SPV tersebut; 

ii) projek melibatkan pembangunan, pembinaan dan pengoperasian secara 
bersepadu; dan 

iii) projek dibiayai melalui limited recourse debt dan ekuiti 

Bagi projek yang tidak memenuhi andaian umum seperti di para 3 di atas, agensi 
perlulah merujuk kepada Unit Kerjasama Awam-Swasta, Jabatan Perdana Menteri 
(UKAS, JPM). 



RANGKA KONSEP 

4. PPP merupakan satu bentuk kerjasama di antara sektor awam-swasta di mana 
satu stand alone business d~wujudkan, dibiayai dan diuruskan oleh sektor swasta 
sebagai satu pakej yang meliputi pembinaan, pengurusan, penyenggaraan, pembaikan 
dan penggantian aset sektor awam meliputi bangunan, infrastruktur, peralatan dan 
kemudahan. Pendekatan ini telah diguna pakai secara rneluas di lebih 120 buah negara 
termasuk Australia, Kesatuan Eropah (EU), United Kingdom dan Singapura dalam 
pelbagai sektor seperti kesihatan, pendidikan, pentadbiran, pengangkutan dan 
pertahanan. 

5. Konsep pelaksanaan PPP di bawah seliaan UKAS, JPM adalah satu lagi kaedah 
perolehan Kerajaan berasaskan kepada prinsip sesuatu kemudahan awam dibina, 
diselenggara dan dibiayai sepenuhnya oleh pihak swasta tanpa sokongan dan 
sumbangan kewangan oleh Kerajaan. Dalam hubungan ini, implikasi kewangan kepada 
Kerajaan adalah berbentuk bayaran sewalperkhidmatan sepanjang tempoh konsesi. 
Pindahan hak milik aset selepas tempoh konsesi adalah merupakan suatu pilihan dan 
bukan pra-syarat atau kemestian. 

6. Pendekatan ini adalah berbeza daripada kaedah bina-pajak-selenggara-pindah 
(build-lease-maintain-transfer) atau kaedah bayaran tertangguh (deferred payment) 
disebabkan melalui kaedah PPP, penekanan lebih diberikan kepada pencapaian value 
for money menerusi: 

I. agihan risiko yang optimum di antara pihak Kerajaan dan syarikat; 

ii. kos keseluruhan jangka hayat aset (whole life cycle castings); 

iii. inovasi dalam rekaan, pembinaan dan penyenggaraan; 

iv. penekanan kepada output (output driven); dan 

v. prestasi penyampaian perkhidmatan. 

Secara khususnya agihan risiko adalah aspek yang membezakan PPP daripada 
perolehan konvensional dan penswastaan. Perbezaan antara pendekatan PPP dengan 
perolehan konvensional dan penswastaan adalah seperti di Lampiran 1. 

7. Pelaksanaan PPP di Malaysia bertujuan menggalakkan perkongsian pintar 
antara sektor awam dan swasta dalam menyumbang ke arah pertumbuhan ekonomi 
dalam jangka masa panjang. 



PRlNSlP PEMBAYARAN 

8. Prinsip pembayaran adalah berdasarkan prestasi penyampaian perkhidmatan 
syarikat yang mana Kerajaan akan hanya membuat bayaran sekiranya sesuatu 
perkhidmatan yang disampaikan itu menepati tahap perkhidrnatan yang telah 
dipersetujui (pre-agreed senice level) atau Petunjuk Prestasi Utama (Key Performance 
Indicator- KPI) yang telah ditetapkan. Bayaran kepada pihak syarikat merangkumi kos 
pembangunan dan penyenggaraan, pulangan ke atas ekuiti dan kos pembiayaan. 
Sekiranya kerosakan berlaku sehingga menghalang penggunaan asetlbangunan, 
syarikat perlu menyediakan tempat yang menyamai atau melebihi kualiti aseffbangunan 
sedia ada dan mernbiayai kos yang berkaitan. Kegagalan mematuhi KPI boleh 
menyebabkan syarikat dikenakan penalti yang mana pada asasnya penalti tersebut 
secara tidak langsung merupakan satu bentuk mekanisme kawal selia dan pemantauan 
bagi pelaksanaan projek PPP. 

9. Kaedah pembayaran bagi projek PPP adalah seperti berikut: 

i. Perolehan Aset Yanq Melibatkan Pindah Milik 
Perolehan aset secara PPP digunapakai apabila sesuatu projek itu 
melibatkan pindah milik aset kepada pihak Kerajaan sebagai contoh 
projek-projek pembinaan fizikal. Dalam keadaan ini, bentuk bayaran 
daripada Kerajaan akan terbahagi kepada dua iaitu availability payment 
sebagai bayaran berkala bagi kemudahan yang disediakan dan 
maintenance payment sebagai bayaran bagi kos penyenggaraan. Jumlah 
bayaran bagi availability payment akan dibayar sepenuhnya apabila 
kemudahan yang dibina dapat digunakan dalam good working order. 

ii. Perolehan Aset Yanu Tidak Melibatkan Pindah Milik 
Bagi projek PPP yang tidak melibatkan pindah milik aset di akhir tempoh 
konsesi, bayaran tidak boleh dipecahkan mengikut bahagian-bahagian 
tertentu. Sebaliknya, keseluruhan bayaran sewalpajakan akan 
menghadapi risiko tersebut sekiranya tahap perkhidmatan dan 
penyelenggaraan tidak memenuhi tahap KPI. 



10. Bagi membolehkan Kementerianlagensi mengenal pasti dan memilih cadangan 
projek atau perkhidmatan yang sesuai dilaksana secara PPP, antara lain, kriteria- 
kriteria berikut digunakan sebagai panduan: 

I. Jenis Keqiatan atau Proiek: 

(i) cadangan projek menepati pernyataan keperluan (statement of 
needs) dan keutamaan Kerajaan untuk sesuatu tempoh rancangan 
tertentu; 

(ii) cadangan projek melibatkan pembinaan aset yang mempunyai 
jangka hayat ekonomi yang panjang dan memerlukan 
penyelenggaraan yang berterusan sekurang-kurangnya 20 tahun; 

(iii) cadangan projek menggabungkan pembinaan dan penyelenggaraan 
aset untuk sepanjang tempoh konsesi. Perlu dipastikan juga bahawa 
penggabungan ini mempunyai manfaat skala ekonomi (economies of 
scale) yang dapat dinikmati bukan sahaja oleh pihak syarikat tetap~ 
juga pihak Kerajaan sebagai pembeli perkhidmatan; 

(iv) spesifikasi output dapat dikenalpasti bagi membolehkan pengagihan 
risiko yang optima antara pihak-pihak yang terlibat; 

(v) cadangan projek tidak melibatkan: 

jenis dan kandungan teknologi yang belum stabil atau berubah- 
ubah daiam jangka masa pendek. Sebagai contoh peralatan 
perubatan berteknologi tinggi serta projek-projek ICT; 
komponen I peralatan I perkhidmatan yang biasanya melibatkan 
kaedah outsourcing 

(vi) cadangan projek tidak melibatkan penyampaian perkhidmatan di 
mana kawalan pengurusan seharian dan akauntabiliti perlu terus 
kekal di pihak Kerajaan. Sebagai contoh khidmat klinikal di hospital; 

(vii) cadangan projek perlu mempunyai daya maju di mana Kerajaan 
mengambil peranan sebagai pembeli perkhidmatan dan caj yang 



dikenakan adalah setanding dengan harga pasaran atau sekurang- 
kurangnya menunjukkan penjimatan; 

(viii) projek yang menjana third party revenue yang boleh dikongsi dengan 
Kerajaan; dan 

(ix) projek yang memerlukan pelaksanaan segera tidak sesuai 
dilaksanakan mengikut pendekatan PPP. 

II. Kelavakan Svarikat dan Peneraiu 

(i) peneraju utama SPV bagi projek PPP perlu mempunyai kedudukan 
kewangan yang mantap serta mempunyai sumber kepakaran 
pengurusan dan teknikal yang berkaitan; 

(ii) nilai modal berbayar syarikat SPV terbabit adalah sekurang- 
kurangnya 10% daripada nilai projek; 

(iii) syarikat SPV perlu mernbuktikan ia mempunyai keupayaan bukan 
sahaja untuk membina aset dan rnengurus risiko tetapi juga 
menyelenggara aset tersebut; dan 

(iv) syarikat SPV perlu mempamerkan tahap inovasi yang sesuai yang 
dapat menyurnbang kepada kualiti perkhidmatan yang disediakan 
serta memberi nilai ekonomik kepada pembeli perkhidmatan. 

Ill. Lain-lain Kriteria 

(i) Moratorium Terhadap Pegangan Ekuiti Dalam Syarikat SPV: Pernilik 
ekuiti di dalam syarikat yang ditubuhkan bagi melaksanakan PPP 
perlu mengekalkan pegangan ekuitl mereka sekurang-kurangnya 
lima tahun selepas aset terlibat mula beroperasi. Perubahan 
pernilikan dan struktur pegangan ekuiti selepas 5 tahun perlu 
rnendapat kelulusan UKAS, JPM; dan 

(ii) Penyertaan syarikat asing dalam projek PPP adalah dibenarkan 
sekiranya kemahiran yang diperlukan bagi meningkatkan kecekapan 
tidak terdapat dalam negara dan sekiranya modal tempatan tidak 
mencukupi. 



STRUKTUR PELAKSANAAN PROJEK 

11. Struktur pelaksanaan projek PPP akan rnelibatkan beberapa pihak yang 
berkepentingan seperti berikut: 

Syarikat kontraktor pernbinaan 
Syarikat pengurusan fasiliti 

* lnstitusi pernbiaya kewangan projek 
4 Lain-lain pelabur 

Pengguna 

Raiah 1: Struktur Pelaksanaan Proiek PPP 

Operasi Pembiayaan 

Pelaksanaan di 
bawah kontrak 



PERANAN AGENSI PELAKSANA 

12. Agensi pelaksana perlu terlibat sepenuhnya dan secara aktif dari awal peringkat 
perancangan projek bag1 memastikan pelaksanaan serta pemantauan projek dapat 
berjalan dengan berkesan. Agensi pelaksana juga terlibat sepenuhnya dalam 
perundingan teknikal dan kewangan serta syarat dan terma perjanjian konsesi. Bagi 
memastikan syarikat konsesi mematuhi syarat dan terma perjanjian serta piawaian, 
kualiti dan masa perkhidmatan seperti ditetapkan melalui KPI, agensi berkenaan perlu 
mewujudkan satu unit khas yang bertanggungjawab mengawal selia dan memantau 
pelaksanaan dan penyelenggaraan projek secara berterusan. Bagi memastikan 
keupayaan agensi pelaksana mengawal selia dan memantau pelaksanaan projek, 
usaha perlu diambil bagi meningkatkan pengetahuan, kemahiran dan pengalaman 
tenaga kerja yang terlibat dengan projek yang akan dilaksanakan. 

13. Peranan agensi pelaksana dibahagikan kepada beberapa peringkat seperti 
berikut: 

(i) Perinakat Perancanqan 
Di peringkat awal, pihak Kementerianlagensi perlu memastikan keperluan 
projek sebenar dan skoplspesifikasi output yang dikehendaki seterusnya 
mengkaji anggaran serta implikasi bayaran yang akan dibuat kepada 
pihak syarikat sepanjang tempoh konsesi. Sebaik sahaja perkara-perkara 
tersebut telah dikenalpasti, cadangan projek yang berkenaan bolehlah 
diajukan kepada UKAS, JPM untuk penilaian lanjut seterusnya proses 
bagi mendapatkan kelulusan secara prinsip daripada Jemaah Menteri. 
Sebaik sahaja mendapat kelulusan prinsip, agensi bolehlah melaksanakan 
proses tender. 
Sebagai satu mekanisme kawalan, permohonan peruntukan 
pembangunan bagi pelaksanaan cadangan projek-projek secara 
konvensional akan dikurangkan sekiranya lebih banyak projek-projek 
Kementerianlagensi sesuai dilaksanakan secara PPP. Dalam erti kata 
lain, projek yang pada awalnya dicadang dilaksana melalui 
peruntukan pembangunan menjadi trade off  kepada projek PPP yang 
dicadangkan. 

(ii) Proses Tender 

Bagi tujuan mengelakkan kekeliruan dan pertindihan fungsi dalam 
pelaksanaan tender untuk projek-projek PPP, skop dan bidang tugas 
Lembaga Tender dan Perolehan sedia ada di peringkat agensi perlu 



diperluaskan merangkumi tender bagi projek-projek PPP. Lernbaga 
berkenaan bertanggungjawab melaksanakan semua proses pernbidaan 
dan rnemperakukan tiga (3) syarikat yang telah disenarai pendek kepada 
Jawatankuasa PPP di UKAS, JPM untuk pertirnbangan dan pemilihan 
syarikat terbaik. Jawatankuasa PPP di UKAS, JPM, yang turut dianggotai 
oleh agensi pelaksana bertanggungjawab terhadap proses rundingan 
syarat dan terma perjanjian dengan syarikat yang terpilih. 

Kementerianlagensi pelaksana perlu mematuhi peraturan dan tatacara 
perolehan seperti mana yang terkandung dalam Arahan Perbendaharaanl 
Pekeliling PerbendaharaanlSurat Pekeliling Perbendaharaan Tatacara 
Penyediaan, Penilaian dan Penerimaan Tender yang sedang 
berkuatkuasa. Semua kos yang berkaitan penyediaan dokumen 
pernbidaan, taklimat dan penjelasan lanjut berhubung penawaran bidaan 
hendaklah ditanggung sendiri oleh syarikat yang terbabit. 

(iii) Semasa Pembinaan 

Bagi memastikan projek berjalan dengan iancar bahagian yang berkaitan 
di Kementerianlagensi perlu memantau pelaksanaan projek dari masa ke 
rnasa. Dalam hubungan ini, Kementerianlagensi perlu memastikan kerja- 
kerja fizikal yang dilaksanakan memenuhi spesifikasi output dan konsep 
reka bentuk terperinci, pematuhan kepada peraturan dan undang-undang 
yang berkaitan serta jadual pelaksanaan kerja yang ditetapkan. Dalam 
hubungan ini, Seksyen Standard dan Kos, Unit Perancang Ekonomi, 
Jabatan Perdana Menteri akan rnenjadi lead agency dalam menentukan 
spesifikasi output sesuatu projek PPP yang dicadangkan. 

(iv) Semasa Konsesi 

Kementerianlagensi melalui satu unit khas adalah dikehendaki memantau 
prestasi perkhidmatan selaras dengan KPI yang ditetapkan serta 
pernatuhan kepada syarat dan terma kontrak seterusnya membuat 
pernbayaran sewajarnya kepada pihak syarikat. 

(v) Sebelum tarnat konsesi 

Dalarn masa 24 bulan sebelum tamat tempoh konsesi, 
Kernenterianlagensi perlu melaksanakan kerja-kerja pengauditan aset 
bagi memastikan aset yang akan dipindahmilik kepada Kerajaan berada 
dalamYkeadaan good working order. 



ASPEKPERUNDANGAN 

14. KementerianIAgensi hendaklah merujuk kepada Jabatan Peguam Negara atau 
Bahagian Undang-undang di Kementerianlagensi masing-masing berkenaan klausa- 
klausa standard perjanjian konsesi yang mana kebanyakan klausa standard tersebut 
adalah berdasarkan format perjanjian PPP, bergantung kepada kaedah yang terpakai. 
Di samping itu, aspek-aspek perundangan berkaitan pemilikan, penjualan atau pajakan 
tanah oleh Kerajaan juga perlu ditel~ti dan diambil kira dalam menilai sesuatu cadangan 
projek PPP. Terma dan syarat-syarat perjanjian PPP hendaklah mengambilkira prinsip- 
prinsip asas PPP. 



PROSEDUR PEMPROSESAN DAN PELAKSANAAN 

15. Carta aliran kerja pemprosesan dan pelaksanaan projek PPP adalah seperti 
berikut: 

Jadual 1: Carta Aliran Proses Bagi Projek-Projek PPP 
i 

Pengeluaran surat pekeliling berkaitan sesuatu 
Rancangan kepada semua Kernenterianlagensi 

Kementerianlagens~ mengemukakan cadangan projek 

Ditolak dan 
dipertimbang UKAS, JPM meneliti dan memilih cadangan projek- 

Tidak projek sesuai dilaksanakan secara PPP dan 
menerusi 
kaedah mengemukakannya kepada Jemaah Menteri bagi 

penswastaanl kelulusan secara prinsip 

konvensionall 
KementerianlAgensi menyediakan dokumen 
bidaan dan mempelawa bidaan 

KementerianlAgensi mengemukakan senarai 3 
syarikat yang telah disenarai pendek kepada 
UKAS. JPM 

Jawatankuasa PPP membuat penilaian dan 
perakuan berdasarkan senarai syarikat yang 
dikemukakan 

Tidak Memorandum dibawa ke peringkat Jemaah 
Tolak Menteri untuk kelulusan secara prinsip 

Rundingan terma dan syarat-syarat 
perjanjian 

Tidak Memorandum dibawa ke penngkat Jemaah 
Tolak Menteri untuk kelulusan 

Tandatangan pe janjian 

Peiaksanaan projek 



PAMDUAN PENYEDIAAN RANGKA KERJA PROJEK PPP 

16. Rangka Kerja (Business Case) Projek PPP ialah dokumen yang rnenerangkan 
mengenai projek secara terperinci untuk penilaian UKAS, JPM yang mengandungi 
perkara-perkara berikut: 

i. Tajuk yang ringkas dan dapat menerangkan perkara projek. 

ii. Pengenalan mengandungi penerangan ringkas mengenai latar belakang 
projek dan penyataan masalah. 

iii. Objektif yang menjelaskan dengan terperinci tujuan projek. 

iv. Justifikasi yang mengandungi penjelasan mengenai keperluan projek 
serta pilihan kaedah dan proses perolehan yang terbaik bagi melaksanakan 
projek. la juga merangkurni penerangan secara ringkas ke atas pernilihan 
skop projek dan kesesuaian tapak projek. 

v. Keterangan projek yang mengandungi perkara-perkara berikut: 

a) Spesifikasi Output dan Key Performance Indicator, 

b) Syarat dan terma utarna perjanjian; 
c) Mekanisme Pembayaran; 

d) Matriks Agihan Risiko - Merangka matriks risiko yang rnerangkurni 
kategori risiko yang dijangka akan dihadapi oleh sektor awam dalam 
pelaksanaan projek serta rnengenal pasti risiko secara spesifik; 

e) ternpoh masa yang dijangka untuk melaksanakan projek serta aktiviti- 
aktiviti utama yang terlibat. 

vi. Cadangan Kewangan Projek termasuk anggaran kos 
pernbangunanlpenyenggaraan, kaedahlkos pembiayaan serta anggaran 
pendapatan sampingan (third party revenue). 

17. Format dan cara rnenyediakan Rangka Kerja Projek PPP: 

i. Format muka hadapan Rangka Kerja PPP ialah mengikut contoh di 
Lampiran 2 dan Format Rangka Kerja PPP ialah mengikut contoh 
Lampiran 3. 

ii. Lampiran kepada Rangka Kerja PPP, seperti spesifikasi output dan 
pengagihan risiko hendaklah disediakan oleh kementerian atau agensi 
yang rnenyediakan Rangka Kerja PPP. 



iii. Taraf Rangka Kerja PPP dan larnpiran-lampirannya dari peringkat draf, 
adalah SULIT dan oleh itu hendaklah dipastikan kawalan dan 
keselamatannya mengikut ARAHAN KESELAMATAN Kerajaan. 

iv. Ukuran kertas ialah A4 dan ditaip rnengikut jarak (spacing) satu (single) 
dengan menggunakan komputer. Saiz font yang seragarn iaitu Arial saiz 
12 hendaklah digunakan dalam penyediaan Rangka Kerja PPP. 

v. lstilah teknikal atau perkataan yang mungkin menimbulkan 
kekeliruan hendaklah dijelaskan sewajarnya. lstilah itu boleh dijelaskan 
dengan mewujudkan lampiran mengenai PENJELASAN ISTILAH. 

vi. Hendaklah ditandatangani oleh Ketua Jabatan sebelum dikemukakan 
kepada UKAS, JPM. 

18. Pihak swasta adalah dipelawa untuk mengernukakan cadangan projek PPP 
rnelalui Kementerianlagensi yang berkaitan. Sebarang pertanyaan hendaklah diajukan 
kepada: 

Ketua Pengarah 
Unit Ke jasama Awam-Swasta 
Jabatan Perdana Menteri 
Aras 14, Blok Menara 
Lot 2G6, Presint 2 
No 18, Persiaran Perdana 
62652 PUTRAJAYA 

No Tel 03-8880 594715935 
No Faks 03-8880 5900 



LAMPIRAN 1 

PERBEZAAN PENDEKATAN KONVENSIONAL, PPP DAN PENSWASTAAN 

the main purchaser of the 



CONTOH FORMAT MUKA HADAPAN 
RANGKA KERJA PROJEK PPP 

SULlT 

SULlT 

KERAJAAN MALAYSIA 

RANGKA KERJA PROJEK PPP 

PROJEK : 

"PEMBANGUNAN KAMPUS ..."*I 

JANUARI 2009 *2 

(KEMENTERIAN PENGAJIAN TlNGGl MALAYSIA) '3 

Catatan : 

*' Catatkan tajuk projek dengan huruf besar menggunakan Arial16. 
*2  Catatkan bulan dan tarikh Rangka Kerja Projek PPP ditandatangani. 
*) Catatkan nama kementerian atau agensi yang berkenaan 



CONTOH FORMAT 
RANGKA KERJA PROJEK PPP 

SULK 

PEMBANGUNAN KAMPUS ...*I 

1. PENGENALAN \ 
Latar Belakang Projek 

Skop Projek 

Penyataan Masalah 

2. OBJEKTIF 

3. JUSTlFlKASl 

4. KETERANGAN PROJEK 

Spesifikasi Output 
Mekanisme Pembayaran 
Matriks Agihan Risiko 
Tempoh Masa Pelaksanaan 

5. PENlLAlAN CADANGAN KEWANGAN PROJEK 

Opsyen PPP 

Value for Money 

Kernampuan 

I 

\ 
*2 

t.t. *3 

Ketua Setiausaha 
Kementerian Pengajian ~ i n g ~ i * ~  

Tarikh : 20 Januari 2009*= 

SULlT 



*' Catatkan tajuk projekdalam huruf besar. 
** Jika sesuai, boleh ditambah dengan tajuk-tajukyang lain. 
*3 Tandatangan Ketua Jabatan berkenaan. 
*4 ~ata tkan jawatan Ketua Jabatan dan nama agensi. 
*' Catatkan tarikh Rangka Kerja Projek PPP ditandatangani Ketua Jabatan. 



M&sud Pcrnbni~gunun 43 - KEMENTENAN ICESEJAHTEMAN BANDAR, PERUMAHAN DAN P.43 
KERAJAAN TEMPATAN 

Pegmot Pengowol: IZETUA SETIAUSAHA, KERlENTERIAN KESEJAHTERAAN RANDAR, PERUMAHAN 
DAN KERAJAAN TFMPATAN 

Bulira? L Jurnloh Perbelonjoon Anggnron Anggoran Tohun 2017 

(Projek) Tojuk Anggaron Seberlor Dipindo Cora Longrrrng Pi"ioman 
Horga Projrk 2011-2015 2016 

0 1  (2) (3) 14) (5) 16) (7) 
RM R M  RM RM RM 

trlilno Projek Kccil di Kswsan ?.081S'VS,iSI 8.?5?.521 iS~l.200.000 330.130.00U 0 
Pihek Rcrkuas,~ Tcmp:lvon 

Jumlah Kerajnan Ternpatan 2,0S1.895,351 8,253,521 359,200,000 336,130,000 0 

I'cngulusan Sira Pepejal Negaro 

00500 Pengumran Sisa Pepcjal 

Junrlnh Pcllgumssn Sisa 
1.154.236.720 313.163.637 81.455.645 88,470,600 4,950,000 

Pepcjal Ncgara 

04000 P~'uprain Pcnrbasmian 
Kcmlskinan Bandar 

lumlah Kcscjahteraan Bandar 2,618,393,665 123,427.393 11 1,710,000 160,569,400 0 

01402 Kajian dan Penyclidikan 3 16,100,000 65,968,810 4,500,000 40,889.500 
Perurnahan 

01f,00 Progl-a~n Pel-un~xhith Rakyal (r94.445.100 45h.31?.13X 39,750,000 6,800,000 
Uica,o 

01 603 Pmplrili Pc~urnahan Rakyal 97.967.000 35.225.1 10 2,000,000 500.000 
Bcrscpadu 



APPENDIX 5 
Kolnplcks Ksmcnterian Kcwangun 
Prcrinl 2 
Pusat Pcnladbirnn Kerirjnao Perrektnlunn 
61592 PUTRAJAYA 
Tcl. No : 03.86823882 

: 03.88823333 
-r<Itfax : 03.88814224 KCIU~ Seliausaha Perbtndaharaa~~ 
T c l u  

(Secretory Genrrnl to f h r  Trcnruqj 
: FEDTRY M A  30242 

. . . . . ... . . . . - -. -- - . . - . .. 
S/K.KEW/PK/PP/ 1 1001 

000000/ l0 /3  I Jld. 20( 1 ) /,f September 2006 

Semua Kerua Setiausaha Kementerian 
Sernua Ketua jabatan Persekutuan 
Semua Ketua Badan Berkanun Persekutuan 
Semua Setiausaha Kerajaan Negeri 

PANDUAN PEROLEHAN BAG1 PELAKSANAAN PROJEK SECARA 
'PRIVATE FINANCE INlTIATIVE' (PFI) 

Dengan hormatnya, saya merujuk kepada pengumurnan Kerajaan rnengenai 
cadangn pelaksanaan projek-projek dengan rnenggunakan pendekatan PFI. 
Sehubungan itu surat ini benujuan memberikan panduan kepada agensi rnengenai 
tatacara perolehan bagi projek-projek yang dibiayai di bawah PFI. 

Pemilihan dan Pelaksanaan Projek Secara PFI 

2 .  Pemilihan projek yang akan dilaksanakan secara PFI adalah ditenrukan $leh 
Unit Perancang Ekonomi (UPE), JPM. 

3. Seoerti projek-projek yang diblayai di bawah RMK-9 proiek-projek PFI juga 
hendaklah dilakranakan oleh a g e d  teknikal iaitu JKR atau IPS mengikut yang rnana 
berkenaan. Walau bagaimanapun projek ketja yang bemilal tidak melebihi RMS iuta 
boleh dilakjanakan sendiri oleh Agensi tanpa rnerujuk terleblh dahulu kepada 
Jabatan Teknik. Narnun demikian projek kerja tersebut hendaklah diuruskan 
rnengikut prosedur dan peraturan perolehan semasa yang ditetapkan. 

4. ~ r o j e k - ~ h e k  ying telah dilulurkan untuk dilakranakan di bawah PFI boleh 
dipecah kecll kepada beberapa pakej untuk ditender secara berasingan menglkut 
peraturan yang telah ditetapkan di bawah SPP Bil. 1 Tahun 2005. Walau 
bagaimanapun had iling pemntukan yang ditetapkan oleh UPE dan peraturan di 
bawah lawatankuasa Piawai dan Kos hendaklah dipatuhi sepenuhnya. 

' ' 



Surat Kuasa Berbelanja 

5. . Rementerian Kewangan akan mengeluarkan Surat Kuasa Berbelanja kepada 
Kernenterian d e n p n  salinan kepada agensi teknikal sup3y3 projek boleh dilaksanakan 
dengan seberapa seeera. 

Syarat-syarat Perolehan dan Tawaran 

6 .  Sernua peraturan dan prosedur perolehan yang sedia a d a  serta syarat-syarat 
konrrak bagi projek yang dibiayai di bawah p e ~ n t u k a n  RMK-9  adalah juga terpakai 
bagi projek yang dilaksanakan di bawah program PFI. 

7. Sernua projek yang relah diluluskan di bawah program PFI hendaklah 
) 

dilakianakan secara tender. Had nilai dan kuasa Lernbaga Perolehan Agensi untuk 
rnenyetuju terima tender proiek PFI adalah seperti had kuasa yang ditetapkan di 
bawah SPP Bil. 11 Tahun 2001 (Tambahan Kedua Kepada SPP Bil. 2 Tahun 
1999). 

8, Tender yang bemilai RM50 iuta ke bawah hendaklah dipelawa dari kalangan 
konrrakror Buniiputera. Agensi juga dibenar melaksanakan perolehan secara tender 
terhad bagi projek yang bernilai RMlO juta ke bawah di kalangan sekurang- 
kurangnya I0 syarikat Bumiputera Ternpatan. Pemilihan syarikat untuk peiawaan 
render rerhad hendaklah diputuskan oleh Lembaga Perolehan Agensi. Maksud 
Bumiputera Ternpatan ialah syarikat bertaraf Bumiputera d a n  alarnat pendaftaran 
kontraktor di sijil Pusat Khldmat Kontraktor (PKK) dan Lernbaga Pembangunan 
lndurtri Pembinaan Malaysia (CIDB) adalah di negerl di rnana projek berkenaan 
dilaksanakan. m 

Pelantikan Juru perunding 

9. Pelantikan juru perunding dan penetapan kos perunding hendaklah dibuat 
niengikur tawcara yang ditetapkan dalarn SPP Bil. 3 Tahun 1995 dan SPP 15 Tahun 
2001. Pelantikan PMC tidak dibenarkan. 

Bayaran 

10. Kontraktor akan dibayar mengikut kemajuan (proness payment) pelakianaan 
sesuaw projek. Tatacara bayaran adalah berdasarkan peraturan sernasa yang berkuat 
kuasa. Tuntutan bayaran kernajuan oleh kontraktor perlu dirahkan oleh agensi 



pelaksana atau perunding yang diiantik oleh Kenienterian rnengikut mana yang 
'berkenaan. 

11. Bayaran kemajuan pelabanaan projek hendaklah diuruskan oleh agensi 
pelaksana dan dibayar melalui Akaun Amanah Khas Mng akan dikendalikan oleh 
labatan Akauntan Negara (JAN). JAN akan membuat bayaran tents kepada 
kontraktor/subkontraktor. 

Pemantauan Dan Pelaporan Projek 

12. Sistem pernantman dan pelaporan bagi proick di bbwah RMK-9 juga terpakai 
bagi projek di bawah PFI. 

Sekian, terima kasih. 

"BERMIDMAT UNTUK NEGARA" 

Saya yang menurut perintah, 

(Tan Sri luuddin Bln Dali) 
Ketua Setlausaha Perbendaharaan 
Kementerian Kewangan Malaysia 

sk. Ketua Setiausaha Ncgara 
Kerua Audit Negara 
Akauntan Negara Malaysia 
Kerua Pengarah UPE 
Kern Pengarah UPP 
Ketua Pengarah JKR 
Ketua Pengarah JPS 



APPENDIX 6 
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APPENDLY 6: List of PPP / PFI main projects 

Sources: UKAS Oflcial Porlal, Prime Minisrer Deparrmenl 



APPENDIX 7 

Facilitation Fund (Dana Mudah Cara) 

Facilitation Fund are Funds provided by the Government as an incentive for investments 
made by the private sector through the implementation of development projects. 
Facilitation Fund is given in the form of grants, and subject to the policies and decisions 
of the Government from time to time. 

The Government introduced the Facilitation Fund through the Second Stimulus Package 
9th Malaysia Plan (9MP) as Government initiatives to help promote the implementation 
of private sector projects. Under the Tenth Malaysia Plan (low), the Government has 
allocated a sum of RM20 billion for the Facilitation Fund 

Appendix A list of Projects that Receive Facilitation Fund 

Sources: UKAS Oficial Portal, Prime Minister Department 
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