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Capital costs:

The risk of construction-cost inflation 1is
normally taken entirely by the Contractor,
which either passes this on to the construction
sub-contractor or includes a contingency
against this risk. Given the short-term nature
of this risk, the construction contractor
should generally be willing to provide a fixed
price. (The only exception to this may be cases
where there would be an especially long gap
between Financial Close and completion of
construction, or between Financial Close and
start of construction, where it may be better
value for money for the Authority to take (or
share) this risk vrather than expect the
construction sub-contractor (alone) to price
it.)

(Application note—interest-rate and inflation
risks in PFI contracts (2006, HM Treasury ) [Z X
D EER)
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- Maintenance and other facilities management
( “soft FM* ) costs: this element of the Unitary
Charge 1is normally suitable for indexation
against inflation for the |ife of the PFI
Contract. (HHE)

- Lifecycle costs: the treatment is the same as
for soft FM costs, i.e. indexation of part of
the Unitary Charge (H B&)

- Other operating costs: these include the
Contractor’ s own direct operating costs (e. g.
management and corporate overheads), and costs
such as insurance. Operating costs are likely
to be subject to inflation. (HHE)

( Application note—interest-rate and inflation
risks in PFI contracts (2006, HM Treasury ) IZ &
DEMER)
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19.4.1 (f BE) Payments linked to usage can bring
advantages when the Contractor’ s performance
can influence the level of wusage, since
customers can “vote with their feet” on the
availability and quality of the Service; in this
way payment will be Ilinked to performance
through this automatic feedback.

19.4.5 (v B&) Genuine transfer of all usage risk
to the Contractor, making its profit (i.e
revenue less costs) dependent on usage, s
rarely appropriate and should only be
considered in cases where the Contractor can
forecast and influence future usage. Usage risk
transfer may be appropriate where the
Contractor is satisfied with predictions of the
level of demand for the Service, or where
reductions in Authority usage can be offset by
third party revenue. A part of usage risk can
be transferred in some cases, but many Projects
cannot transfer any usage risk, even where
services such as catering facilities are being
provided.

(Application note—interest-rate and inflation
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