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A Study on Improvement Program of PFI (Private Finance
Initiative) Projects of Seoul Metropolitan Government

Jin Kim * Yong-Hoon Kwon * Kyung-Won Jang

The purpose of this study is to survey the current condition of 12 Seoul Metropolitan
Government (SMG)’s PFI (Private Finance Initiative) development projects based upon the
legal system of ‘Act on Public-Private Partnerships in Infrastructure (Act on PPPI),” analyze
the practical problems for SMG to drive and manage them then propose a schematic program
for its PFI management system. The proposed system is expected to contribute to guiding the
SMG bureaus and departments which plan PFIs in the future and enhancing the credibility and
justification of SMG PFI projects.

SMG’s business approaches to PFIs, regulated by Act on PPI, are roughly divided into
two ways : BTO (Build-Transfer-Operate) and BTL (Build-Transfer-Lease). With the former
approach, the project body invested by the private entities (and the CSE (City Sponsored
Entity), if necessary) finances the project cost, builds the object infrastructure, transfers the
ownership of facility to the city on the completion of construction and operates it during a
specific period. The private realizes a reasonable return on its investment by charging a user
fee : thus, this business scheme is applicable to easily pricing infrastructure facilities, e.g. rail,
express way, tunnel, port, etc. In the latter approach, the body finances, builds and transfers
an object infrastructure to SMG, in the same way of BTO’s. The private, however, does not
collect money directly from citizens but recovers a reasonable return on its investment through
regular payments by SMG by the end of the project. This scheme was contrived for the

facilities that citizens are not willing to pay for the use : e.g. sewage, school, library, etc.

Also, PFIs can be grouped by entity : who proposes a target project. A solicited project is
that the city plans an infrastructure project and searches for the proper private investors.
Another way is an unsolicited project. A private entity develops and offers an object project
then the city accepts that. Usually, PFI projects are strictly defined as the objects of ACT on
PPPI thus necessary for SMG to ask PIMAC (Public & Private Infrastructure Investment
Management Center), an affiliated organization of MOSF (Ministry of Strategy and Finance),
to review the project feasibility : which confirms the justification of project. One thing to note
is that the project, of which cost is more than the hurdle (KRW 200 billion for BTO and
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KRW 100 billion for BTL) designated by the Act, must be mandatorily reviewed by PIMAC
and approved by the National Assembly.

All 12 projects driven by SMG are based on the BTO scheme with 30 years of operation
period. Except 2 solicited projects of which minimum revenues are guaranteed by SMG, it
heavily depends on unsolicited way of project development. Among 12 projects, 5 projects are
tunnels and express ways while others belong to urban mass transit (either heavy or light).
Also, only 5 projects were approved by SMC (Seoul Metropolitan Council) for SMG to sign
project agreements with private entities. The result to review those 5 agreements suggests that
SMG follow the standard format of project agreement prepared by PIMAC : the deviance
from standard agreement leads the city to miss important articles or not to defend its interest

in agreement.

This study classifies the prominent problems and issues of SMG PFIs into four categories,
based on project stages (Plan, Action, Execution and Operation), then suggests some policy
implication and improvement methods for its PFI management system. At the first stage, it is
recommendable for SMG to reestablish the general principles of PFI, specifically concerning
the discretion of project scheme between fiscal policy and PFI : i.e. it is not desirable to
propel all the projects in PFI approach. Also, it is necessary for the city to hear the residents’
opinion about projects in the planning step as well as reinforce the feasibility study of a
city-planned project or evaluate the qualification of a plan proposed by a private entity, with
the help of external professional organizations, including PIMAC and S-PIMs (Seoul Public
Investment Management Service).

At the ‘Action’ stage, SMG needs to prepare a manual for the PFI process, for which this
study draws some basic flows. SMG also ought to be flexible to choose a proper time for the
startup of project and adjust original plans to changing policy environment. To maximize the
benefit of the city and citizens in the process of negotiation of the terms and conditions of
project with the private entity, it is considerable to reinforce the negotiation teams inside the
city, let alone request PIMAC and S-PIMs to review the draft. In particular, due to the
political sensitivity of user fee level, the city should focus on the ways to decide and raise

the level including the legal method to arbitrate the mutual conflict just in case.

To assist the city officials who want to monitor the fulfillment of project agreement at the
stage of Execution, this study arranges a sample checklist based upon the Standard BTO
Project Agreement provided by PIMAC. It focuses on the project body’s timely financing of
project cost and fulfilling its duty in agreement as well as SMG’s methods to monitor the
construction process and perceive any potential project risk in advance. We advise that SMG

strengthen the PFI management system, desirably by a division of responsibility.
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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 PFIs be evaluated after completion,

regarding not only project performance and impact but its operation condition.

Finally, the city established a new organization, S-PIMs, to fully devote to screening
public investment as well as PFIs, evaluating project feasibility and accumulating relevant
research data to assist decision makers. Though, its legal status is still vague : that is, it is not
backed by any municipal ordinance. The absence of legal background cannot exclude the
potential risk for S-PIMs to spy on any political pressure from the city. Therefore, this study
advises SMG and SMC to consider the legislation of S-PIMs in the city governance.
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