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As we are unable to attend the Scottish Finance Committee on 29th April we are pleased to provide 
some written input, which we hope the Committee will find to be of use in their deliberations. We 
have divided our response into 3 categories. Firstly some comments on the current Scottish PPP 
infrastructure market; secondly some views on proposed delivery models and finally; some 
discussions around the use of PPP in efficient delivery of infrastructure in Scotland. 
 
1. Current Market in Scotland   

Scotland has, for more than a decade, been at the forefront of PPP delivery with around 113 
projects closed at a total capital value of c£5 billion. These projects have been bid, constructed, 
delivered and funded by the UK's leading PPP players who have set up substantial locally based 
supply chains to facilitate this. The current situation means however, that there is, in effect, no 
Scottish market to speak of. 
 
There is little doubt that the current lack of clarity over infrastructure delivery in Scotland has 
caused a number of the major PPP players to view Scotland as a place where it will be increasingly 
difficult to do business. Some have already stated they will not seek to bid any more projects here 
and are looking elsewhere for opportunities in other parts of the UK where PPP is still being used 
successfully and Ireland, Europe and North America, where there are growing opportunities.  
 
Unless the Scottish Government is able to deliver a pipeline of projects over a 3-4 year period, it is 
difficult to see any significant interest being shown in infrastructure delivery in Scotland by major 
PPP players. Procurement methods such as competitive dialogue have increased the upfront costs 
of bidding PPP projects, which means it is vital to have a pipeline against which to bid and spread 
the cost over several projects. Irrespective of the delivery model being used, bidders need certainty 
over future business opportunities if they are to build the supply chains which underpin their 
business. This is missing in Scotland at present. 
 
The Scottish Government has stated that it considers PPP equity returns to be excessive. It is clear 
that the projects, on which this assertion is based, are those that were amongst the first PFI 
projects to close in Scotland when the market was embryonic and the risks pertaining to both 
construction and operation of PPP projects were not fully understood. The current PPP market is 
significantly different. It is now a mature sector, which has attracted increased levels of liquidity and 
numerous bidders and investors who, in order to remain competitive in bidding projects, reduced 
their return target levels accordingly. In addition, the public sector took a greater share of any 
equity upside by adjusting the re-financing gain to the 50/50 level we see today. The current market 
therefore sees much reduced opportunity for equity investors and debt providers to earn returns 
that could be considered as "excessive".  
 
2. Delivery Models 

NPDO 
We understand that the Scottish Government sees NPDO as the procurement method which will 
prevent "excessive" equity returns being earned by investors. However, it is less clear, when allied 
to a lack of meaningful bidding opportunities, whether this model will attract sufficient numbers of 
potential bidder/investors to ensure that there will be competition in bidding projects. From an 
investor's perspective, the quid pro quo for assuming certain project risks is the ability to run the 
project more efficiently and to benefit from exercising more effective risk and operational 
management. Removing this can act as a disincentive to both the SPV management and potential 
future investors. This may further reduce the number of players willing to bid on NPDO based 
projects. 
 
We should mention that there is a view that senior debt funders are indifferent to whether a project 
uses NPDO or traditional PPP procurement models. We would disagree to an extent. Whilst debt 
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terms and structures may well be similar, we do take a keen interest in our Borrower's business 
and examine closely how he runs and manages his operations going forward. If he is 
disincentivised, this would clearly be a matter of concern for us.  
 
SFT  
We have little detail, at present, as to what this body will look like, how it will be funded, how it will 
be resourced and specifically what powers it will have. Without this, it is difficult to be specific as to 
whether or not SFT will be able to play a key role in delivering infrastructure projects in Scotland. 
There is reference to SFT being able to raise funding more cheaply than is available to institutions 
such as ourselves. As a private entity, this would mean that SFT would need to obtain a credit 
rating of around AAA, but there is no discussion as to how this could be achieved. Moreover, the 
current liquidity crisis underlines how volatile credit markets can be and how difficult it is to maintain 
acceptable ratings. With no detail on how SFT would be capitalised, structured, governed and 
crucially, managed, it is not possible to comment specifically on the financial viability of SFT at this 
stage. There is however a clear danger that SFT could prove to be a more expensive method of 
delivery than we already have and that would be to the benefit of no-one. Given the aspirational 
nature of SFT and limited detail currently available, we feel there is little value in providing any 
further comment on this other than to say that we will be happy to do so once the Scottish 
Government has more clearly developed plans for SFT and how it will operate. 
 
3. Efficient Delivery 

The experience gained over the last 15 years or so has seen PPP play an important role in the 
delivery of public services. In the UK as a whole it has been responsible for around 10% of 
Government capex and in Scotland around a quarter. A number of reviews of the role and 
performance of PPP projects has been undertaken by both Audit Scotland and the NAO. These 
bodies have made numerous recommendations and suggestions which have largely been acted 
upon and are now embedded within standard PPP procurement procedures. They have also 
commented favourably on key areas such as efficient deliverability, service provision, management 
of change and the contribution PPP has made to the improvement in public services. PPP has, 
since its inception, been one of the funding options for the public sector to consider alongside more 
traditional procurement methods. It is clear that it is better suited to larger, more expensive public 
sector projects where cost certainty, in both delivery and operation and quality of service standards 
are key. The way in which PPP developers, builders, operators, advisors and funders have evolved 
over the last 15 years has ensured that best practice and value for money have been at the 
forefront of project delivery and continue to do so. We would certainly argue that PPP has been 
one of the main factors that has led to improved public services in Scotland and that it should 
continue to play a key role alongside the other forms of public procurement. 
 
In conclusion, we would like to comment on the too often politically motivated charges levelled at 
the PPP industry by the present Scottish Government that 1) PPP is simply privatisation and 2) all 
it does is line the pockets of private financiers. Both of these assertions are not only unfounded, but 
do nothing to move the debate beyond political dogma to a more genuine attempt to provide the 
people of Scotland with a public sector procurement model that is best value.  
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