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A Study on Management System of Private Finance Initiative
Projects in Seoul Metropolitan Government

Jin Kim - Se-Koo Rhee * Chang-Yoon Park

PFI(Private Finance Initiative) development projects managed by Seoul Metropolitan
Government(SMG) can be categorized, on the grounds of depending laws, into two types: the
one is PFIs driven by ‘Act on Public-Private Partnerships in Infrastructure(Act on PPPI)’ (PPP
PFIs) and the other covers PFIs based upon relevant laws to the types and characteristics of
facilities(RL PFIs). Since PPP PFIs are progressed in accordance with the standards and
guidelines systemized by the MOSF(Ministry of Strategy and Finance), their procedure is
clear and their management is relatively integrated. On the contrary, RL PFI projects are
physically regulated by respective facility laws while their approaches are legitimated by ‘Act
on Public Property and Commodity Management(Act on PPCM)’. This endogenous feature of
two-track regulation upon RL PFIs has entailed the problem of a consistent application of law
and the absence of a single administrative body’s effective management: which have increased
the need for a city-level integrated system to stipulate the standard procedure and management
of RL PFI projects.

This study aims at surveying the current condition of RL PFI projects planned or propelled
by SMG, analyzing the practical problems to manage RL PFIs integrately on the city level
and proposing a schematic program for SMG’s unified management system of RL PFIs. The
proposed management system is expected to contribute to guiding the bureaus and
departments in SMG which plan RL PFIs in the near future and enhancing the credibility and
efficiency for SMG to drive PFI projects. Also, the study suggests some methods to monitor
the project body’s performance as well as evaluate the effect of PFIs based upon the ex-post

project information, as to improve SMG’s future PFI projects.

SMG’s business approaches to RL PFIs, regulated by Act on PPCM, are roughly divided
into two ways: BTO(Build-Transfer-Operate) scheme and land lease. With the former
approach, the project body invested by the private entities(and the city, if necessary) finances
the project cost, builds the object infrastructure, transfers the ownership of facility to the city
and operates it during a specific period. Usually, project site is a city-owned property thus all

the project body can possess is the right to operate the facility during the project period. In



the latter scheme, the body finances the project cost and builds the object infrastructure in the
same way. It does not, however, transfer the ownership of facility but sustains it by the end
of the project. Instead, it signs a land lease agreement for the city land and pays the land rent
from the start of construction to the end of project. Also, RL PFIs can be grouped by entity:
who proposes a target project. One way is that the city plans a project and requests the private
consortiums’ proposals while another is that a private entity offers a PFI project and the city
accepts that. Usually, PFI projects are not defined as the objects of ACT on PPPI thus
difficult for SMG to ask PIMAC(Public & Private Infrastructure Investment Management
Center), an affiliated organization of MOSF, to review the project feasibility, which makes it
problematic to confirm the validity of project. Also, the project size and/or budget size
granted by the central government is under the hurdle of preliminary feasibility study,

mandatorily requested to PIMAC.
In the beginning of 2010, the number of RL PFIs driven by SMG was 10 but two projects

were suspended or discontinued thus the current number of projects is 8 at the end of October,
2010. The facilities of RL PFIs have the feature of infrastructure to improve the citizens’
quality of life but are not defined in ACT on PPPI. So the bureaus and departments to plan
RL PFIs feel difficulty to find an external organization to confirm the feasibility of city plan
or evaluate the proposal offered by the private entity. Unlike PPP PFIs, SMG has yet to
prepare the project manual for officials, which makes the officials with limited expertise and
knowhow regarding PFI perceive the practical problems in the process. In some cases, they
find legal issues, the vagueness of grounds of administrative activities. For example, they
want to know if SMG can allow the public permission for project facility, transfer of its
ownership and site use for its construction and operation. Also, in the stage of action, they
may find difficulty to trust an institution of public confidence with the review of action plan,
the selection of best proposal offered by private consortiums and the negotiation of project
conditions with the private counterpart. After signing a project agreement with the project
body, usually an SPC(Special Purpose Company), SMG needs to monitor the body’s contract

performance which requires SMG prepare a checklist in turn.

Dividing the whole project period into four stages(Plan, Action, Execution and Operation),
this study designs an integrated management system for SMG to plan, execute, monitor and
evaluate a RL PFI project. In the first stage, it is recommendable for SMG to request an
outside professional institute, including PIMAC and SDI(Seoul Development Institute), to
review the feasibility of a city-planned project or evaluate the qualification of a plan proposed
by a private entity. The study also proposes that the projects more than one hundred billion
Won or assisted by the city budget should be reviewed by the Committee of City Budget
Planning(CCBP) in SMG.
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In the ‘Action’ stage, SMG needs to prepare a manual for the PFI process, for which this
study draws some basic flow charts. It also recommends that SMG ask external entities to
evaluate the private’s project proposals, negotiate the terms and conditions of project for the
benefit of the city and review the fitness of project agreement. Even in this stage, it seems

rational that CCBP scrutinizes the projects, sizable or demanding the city budget.

To assist the city officials who want to monitor the fulfillment of project agreement in the
stage of Execution, this study arranges a sample checklist based upon the Standard BTO
Project Agreement provided by MOSF. It focused on the project body’s timely financing
project cost and fulfilling its duty on agreement as well as SMG’s methods to monitor the

construction process and perceive any potential risk in advance.

In the last stage of Operation after the completion of infrastructure construction, the
officials in charge of the project need to evaluate the achievement of planned goals, cost and
facility size as well as the effect of project, citizens’ benefits and the absorption of market
demand. Moreover, it is necessary to monitor the operation of facility and check the financial
status of project body. The study suggests that all the RL PFIs be evaluated after three year
of completion, regarding not only project performance and impact but its operation condition.
It seems more desirable that all the projects with the size more than one hundred billion Won
or funded by the city budget should be reevaluated in every five year after first evaluation,

with only respect to its operation performance.

Finally, this study, to support the review and evaluation processes, suggests that the city
need to consider to establish a new organization to fully devote to screening public investment
as well as PFIs, evaluating project feasibility and accumulating relevant research data to assist
decision makers. The importance and necessity of the organization has also been stressed by
the previous studies of SDI.
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