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Introduction 

Barclays Private Equity (“BPE”) accepted an invitation to attend, and provide evidence to, a hearing 
of the Finance Committee (the “Committee”) of the Scottish Parliament on 29 April 2008. The 
hearing considered various methods and views of funding public capital investment projects using 
private finance.  At the request of the Committee, BPE agreed to provide supplementary written 
evidence.  
 
The PFI Model 

Delivery of privately financed projects under he Private Finance Initiative (“PFI”) in the UK 
commenced in the early 1990’s and gained significant momentum post 1996. A common model 
has been used to structure many of these projects, referred to in this written evidence as the “PFI 
Model”, which has the following key characteristics: 
 

- Responsibility for design, construction/refurbishment, maintenance and financing of a well 
defined capital project for public sector use;  

- Long term contract between a public sector counterparty and a private sector entity (the 
“SPV”) structured  to undertake the project and provide the asset/service, with payment by 
reference to availability, and service performance, of the capital project; 

- Maintenance responsibilities include long term responsibility for routine maintenance and 
periodic asset renewal and replacement relating to the capital project, the latter referred to 
as ‘life cycle’ responsibility. In many cases, maintenance extends to the provision of 
support services associated with the use of the capital asset by the public sector; 

- Substantial risk and obligations of the SPV passed down contractually to sub-contractors 
(such as construction companies and facilities managers) 

 
The SPV is typically the sole private sector counterparty for the contract and is also the vehicle 
through which the project is financed. Because substantial risk is passed down through sub-
contract, substantially the majority of the finance (90% to 95%) for the project is provided through 
long term debt.  
 
There has been criticism regarding the difficulties and inefficiency of using private sector capital 
and harnessing private sector management capability in PFI projects. Much of this criticism has 
focused on early projects using the PFI Model. As the PFI, and the broader infrastructure, markets 
have developed, the impact of greater competition and greater appreciation/understanding of risk, 
by reference to actual outcomes, has resulted in substantial reduction in the pricing of many of the 
cost elements of projects (including finance, construction, insurance, lifecycle etc), with 
corresponding improvement in value for money for the public sector from later projects using the 
PFI Model. 
 
Nevertheless, there are some structural difficulties which the PFI Model presents for the public 
sector. These are commented on below: 
 

- The PFI Model is often criticised for being inflexible. Whilst there is often some misplaced 
expectation on how flexible a PFI project should be (how flexible is a traditionally procured 
and funded project?), there is undoubtedly an issue in securing relatively simple changes 
in a project which is substantially debt funded, and where the sole source of repayment 
relates to a single facility. Lenders, having assessed a risk profile against which to lend at 
the outset, have little interest in considering and accepting a change to these 
arrangements. The high cost of, and time taken, to implement variations in such schemes 
bears this out. 
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- In the PFI Model, the locus between the public and private sectors is the asset/project, and 
the services being provided in relation to it. The private sector is not engaged in any way 
through the PFI contract with broader issues facing the public sector, and vice versa. This 
is not to say that all public/private sector relationships in PFI projects are necessarily 
restricted to the asset/service defined in the PFI contract, but a broader relationship, which 
allows/encourages the private sector to help the public sector in a more dynamic and 
responsive fashion only develops on an informal basis outside the confines of the 
contractual arrangements. 

- The PFI Model has been used to deliver substantial and complex facilities. The costs 
involved in each project are substantial and, in relation to the winning project, is recovered 
through the SPV and its charges to the public sector in relation to that project. Public sector 
costs will be borne direct by the public sector during the procurement. Many of these costs 
represent know how that is not effectively recycled by either the pubic sector or the private 
sector, because the SPV serves one function – to meet the obligations of one PFI project. 

 
These limitations have been recognised for sometime, and new styles of Public Private 
Partnerships have been developed to help overcome them. In the section below, the generic 
features of what is termed in this response as a Strategic Development Partnership are described, 
together with some examples of the application of the principles to Public Private Partnerships from 
which the public sector is benefiting in England and elsewhere worldwide. 
 
Strategic Development Partnerships 

Key features of a viable Strategic Development Partnership are: 
 

- A defined role for the private sector which is not focused on a single project (be that a 
single asset or group of assets defined at the outset), but a broader long term responsibility 
such as, for example, the upgrading and maintenance of primary care estate in a defined 
region. 

- Active involvement of the public sector at both shareholder and strategic partnering level. 
Involvement of the public sector at executive level in clearly defined roles, is a possibility. 

- Selection of private sector partner based on necessary resources, skills and know-how to 
sustain a long term partnership, rather than focused on a delivery of single capital project. 

- Ongoing robust value for money measures/processes, such as flexible supply chain 
management, benchmarking, transparency of procurement and pricing. 

- Flexibility regarding the procurement approach and risk transfer envisaged for each project 
in order to optimise value for money on a continuing basis. 

 
Examples of such partnerships established in England include Local Improvement Finance Trusts 
(“LIFT”s) to support the development of  primary care estate, Local Education Partnerships 
(“LEP”s) for the development of secondary schools, and similar partnerships being established to 
manage, upgrade and develop local authority and university estates. 
 
LIFTs are the longest standing such arrangements. They involve the selection of a private sector 
partner to enter a long term partnership with one or more Primary Care Trusts (“PCT”s) to develop 
and upgrade primary care estate across the region covered by the PCTs. Each project developed 
is financed through a non-recourse arrangement. This may be on a project by project basis, but 
more often involves a funding vehicle for a number of projects with a common lender. The equity 
provider will be the LIFT vehicle which includes both public and private sector shareholders. 
 
The differentiating features of the better performing LIFTs are: 
 

- Genuine commitment of both public and private sector to the development of the 
relationship (evidenced mainly by commitment  and empowerment of appropriate 
resources) and clear definition of  what the relationship is including defined period (which 
has to be long term), a clearly defined geographical area and purpose, and clear 
rights/obligations (exclusivity, first refusal, ongoing value for money tests)  

- Core skills based on the development and management of primary care facilities, rather 
than construction capability – these skills include site acquisition, efficient construction 
procurement, obtaining planning permission, financing such schemes efficiently, and 
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ongoing asset management capability (either as a direct service provider or manager of an 
FM subcontractor) 

- Experience of working with and/or for PCTs, particularly to appreciate the issues facing 
PCTs in healthcare delivery and to contribute to viable estates strategies which can meet 
the challenges facing PCTs. The more successful LIFTs actively involve mixed private and 
public sector teams in developing strategic development plans against which the LIFT will 
operate. At a project level, tasks in the past undertaken by the public sector such as 
business case development and options appraisal will be done jointly. 

- Flexibility of approach to delivery in order to optimise value for money. For a number of 
small facilities, an example would be packaging for tender under one construction contract, 
and/or a much simpler performance payment regime, so as to minimise cost of 
procurement/funding. 

 
Some LIFTs have reached critical mass and are demonstrating increasing efficiencies through the 
following: 
 

- very competitive marginal pricing of management overhead and FM charges; 
- balancing the efficiency of competing finance against the economies of arranging a master 

facility to finance capital expenditure on a number of projects; 
- competitive procurement of construction either on a project by project basis or, for small 

projects, a package of facilities; 
- transparent pricing for development services bought in by the LIFT; 
- added value strategies to exploit private sector market demand, for example, optimising 

premia associated with pharmacy tenancies on a large primary care facility site which can 
be rolled in to part fund the cost of the development, and  maximising value from 
management /disposal of surplus sites; 

- ability to overcome sub-optimal solutions caused by constraints on availability of capital in 
the public sector; and 

- spreading of initial development costs over a number of projects and capturing know how 
and expertise within the LIFT entity. 

 
Looking forward, for mature LIFTs with critical mass, one can expect much greater flexibility in the 
ongoing arrangements with the public sector such as shorter term contracts for use of the facilities 
being developed, with potentially greater risk being assumed by the LIFT with regard to residual 
value and ongoing use of the facilities. 
 
Joint participation in execution, setting the strategic direction for the partnership and at shareholder 
level enables the following: 
 

- A clear understanding amongst the public and private sector of the different 
responsibilities and issues in each role; 

- Much greater engagement/appreciation of the broader issues facing the public sector in 
particular, and how these change from time to time which will reflect in changes in the 
strategy for the partnership; and 

- Joint sharing of gains generated from such activities; 
 
It is recognised that these ideas have been embraced in the thinking behind HUB in Scotland. 
However, since the inception of the HUB concept, the further development of such partnerships in 
England is providing more evidence as to how such arrangements can overcome the limitations of 
the PFI Model. 
 
BPE would be happy to discuss its experience of such partnerships with the Finance Committee in 
more detail. 
 
Nigel Middleton 
Managing Director – Infrastructure, Barclays Private Equity 
23 May 2008 
 

 


