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The Confederation of British Industry (CBI) Scotland welcomes the opportunity to respond to the 
inquiry into the funding of capital investment projects.  As user, funder and provider of public 
services, business has a genuine stake in public service reform.  Scottish firms contribute an 
annual £2.4bn in corporation tax alone and are concerned about whether the Scottish Government 
and local authorities are delivering efficient and effective public services in return. 
 
Public spending has increased significantly in Scotland since devolution started – by 2011 the 
money available to Scotland will have doubled from its 1999 levels. The UK Government’s October 
2007 Comprehensive Spending Review announced further increases in public spend for Scotland 
but at a slower rate of growth – an average increase of 1.4% in real terms for the next three years. 
The challenge of public service reform in Scotland therefore lies in delivering higher quality, more 
efficient and more user-focused public services from existing investment.   
 
CBI Scotland is committed to strong public services that promote social justice while remaining 
economically efficient and affordable. We believe that the future of public service provision in 
Scotland lies in a mixed economy, with public, private and voluntary providers all making a 
contribution and working in partnership.   
 
The following response suggests that a successful funding method of capital investment has been 
the Private Finance Imitative (PFI), which has shown to deliver greater efficiencies and improved 
service quality across a number of public services.  However, the challenge is to create the right 
environment for the PFI to flourish – the PFI needs strong political will, the right commissioning 
skills and a fair market for suppliers to operate.  The case for the PFI should be articulated in terms 
of benefits to the public, for example, improved learning environments for children and social 
regeneration.  Further consideration about how the public and private sectors can collaborate more 
closely to deliver types of PFI projects is also needed.  
 
The key points of our response are: 
 

• The PFI is delivering real benefits 
• A range of capital investment funding models exist which are flexible to meet the challenge 

of changing citizen needs 
• The PFI needs the right environment to succeed. 

 
The PFI is delivering real benefits 

In the UK, the Private Finance Initiative (PFI) is the most established and widespread public private 
partnership (PPP) model, with more than 500 projects now operational.  It is different to other types 
of PPP as it involves a private sector partner providing an asset – for example, a school or leisure 
centre – and the services associated with that asset – such as building maintenance or cleaning.  
The model is used for a large number of infrastructure projects, and provides strong incentives to 
deliver on time and on budget, while enabling governments to spread the cost of the investment 
over a 25 to 30-year period. 
 
The PFI is improving services and delivering not only efficiency savings but also generating better 
outcomes for citizens.  In particular, there is evidence to suggest the PFI is: 
 

• Bringing together design and service delivery for long-term benefits  
• Providing value for money for taxpayers through whole-life costing and operative efficiency 
• Improving incentives and performance through optimal risk allocation 
• Increasing government transparency and financial accountability. 
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Bringing together design and service delivery for long-term benefits  
Unlike in the past, when buildings were constructed and their upkeep left to others, the PFI means 
service providers are responsible for designing and constructing buildings and then running many 
of the services themselves. This approach achieves value for money and encourages innovation 
and rigorous planning that allows for changing user needs over the course of the contract. 
 
One of the key factors in achieving this value for money in the operational performance of a PFI is 
the integration of facility design, construction and service delivery.  There are three key reasons for 
this: 
 

• Construction is designed to maximise the efficiency of long-term maintenance and value of 
the facility 

• Optimising operating costs and quality over the whole life of a contract has incentivised 
innovation 

• PFIs often include a lifecycle fund to guarantee maintenance is sustained.  
 
Providing competitive savings products and creating jobs: Siemens Business Services 
and National Savings and Investments  

• Improved customer service, faster response times and greater choice of products 
• Value for money for taxpayers and customers (20% efficiency savings) 
• 1,200 additional jobs created in Glasgow, Blackpool and Durham. 

National Savings and Investments (NS&I) is one of the largest savings organisations in the UK. 
They are also a government department and an executive agency of the Chancellor of the 
Exchequer which helps to fund central government borrowing by offering savings products directly 
to the public.  
In 1999, NS&I embarked on a modernisation programme, partnering with Siemens Business 
Services (SBS) to transform the organisation from a product-based business to one that is 
focused around customers. In a pioneering PFI deal, NS&I transferred its 4,100 operational staff 
and assets to SBS for a 15-year contract term. In return, SBS provided cutting-edge IT systems, 
transaction processing and business transformation expertise. The creation of joint goals at all 
levels through both organisations has brought significant customer service improvements and 
cost efficiencies. Customer access was improved with the introduction of phone and internet sales 
and service channels.  
NS&I have received many endorsements for its quality and service since entering into partnership 
with SBS. In 2004, it received its third Charter Mark for Excellence in Public Service. According to 
the National Audit Office, performance since the partnership began has been better than that of 
NS&I in the preceding period. Benefits include new product lines for customers, effective risk 
management by SBS (who bear the financial consequences of failure), and lower running costs 
(£635m over 15 years compared to £793m in-house). Further benefits for end users include faster 
customer response times, improved access and more secure and convenient payment services. 
SBS has also committed to creating at least 1,200 additional jobs at three operational sites 
(Glasgow, Durham and Blackpool) for third party work.  

 
Providing value for money for taxpayers through whole-life costing and operative efficiency 
Under most PFIs, a consortium or single organisation is involved in both the design and 
construction of the asset and the running of associated soft services, a term used to describe 
services such as cleaning or catering. This integrated ‘whole-life approach’ has significant 
advantages in terms of planning and value for money. Due to a consortium’s ongoing involvement, 
decisions about design and construction are based on long-term service delivery considerations 
over the length of the contract. There is no such incentive if the associated soft services remain 
separate. Under traditional procurement, the specifications of design are often affected by short-
term political and funding demands to the detriment of long-term operational efficiency.  
 
In response to a HM Treasury consultation on soft services and value for money guidance, the CBI 
provided evidence on the best practice built up by private providers to suggest that the history of 
soft service inclusion so far indicates the following lessons: 
 

• Integration offers the best hope for delivering a step change in soft services performance 
• Integration of soft services can be used to increase contract flexibility 
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• PFI providers are formally considering soft services at design stage and applying lessons 
from the operation of previous projects 

• Outcome based contracts allow PFI providers to deliver more effective management of soft 
services. 

 
The nature of the procurement process and the way the contract is drafted means the design stage 
must take into account that user needs will change over the length of the contract. Although this is 
true of any asset procurement, the fact that maintenance and operational delivery (where soft 
services are included) are considered alongside the asset design and construction in a PFI means 
it is more likely to successfully capture long-term needs. 
 
According to the Treasury, PFI should only be used when it represents value for money; indeed, all 
PFI proposals are subject to rigorous assessments. Value for money does not mean the lowest 
cost option, and is defined as “…the optimum combination of whole-of-life costs and quality (or 
fitness for purpose) of the good or service to meet the user’s requirement.” (HM Treasury 2006). 
 
Before the earlier PFI schemes were agreed on, contracting authorities assessed value for money 
by comparing the proposal with a similar – but hypothetical – publicly procured proposal. This 
model is called the Public Sector Comparator (PSC). There is ample evidence to show that in the 
vast majority of cases, value for money was achieved when PFI schemes were compared with the 
PSC. This applies especially to the health and education sectors. Between 1999 and 2002, 
average savings in the health sector were around £2.5m per project, but in one PFI hospital (South 
Tees) savings were as high as £39.5m. In education, school PFI projects between 1999 and 2003 
achieved an average efficiency saving of 4.1% compared to the PSC but in a number of projects 
savings were 5-10%. A Treasury taskforce report found that among a sample of 29 projects (from 
all sectors) for which a PSC was available, the average saving was closer to 17%.  
 
Despite generally positive results for the PFI, the PSC does not reveal the whole story. It does not 
take into account factors that are more difficult to measure, such as managerial dynamism and 
potential for future innovation. Contracting authorities are now encouraged by the government to 
apply a broader assessment of value for money. The National Audit Office (2006) has set out a 
new framework to assess whether a PFI proposal represents value for money based on the belief 
that this depends as much – if not more – on getting the required operational performance as on 
getting the best deal.   
 
Improving NHS patient experiences: Wishaw General Hospital and Summit Healthcare 

• Flagship health contract has performed well in the delivery of eight contracted services  
• Three gold awards for safety standards and scores above 90% in quality audits  
• Proven high standards of service and customer satisfaction. 

In 1998, under the first wave of health PFIs, NHS Lanarkshire (NHSL) signed a contract with a 
Summit Healthcare (the consortium) to design, build, finance and operate a new District General 
Hospital at Wishaw. This new flagship hospital now provides 633 inpatient beds, 56 day care beds, 
an emergency care unit and a state-of-the-art MRI scanner. Wishaw also has Scotland’s second 
largest maternity unit delivering 5,500 babies a year.  
Serco has been contracted to provide an integrated facilities management solution delivering eight 
services namely estates, catering, domestics, portering, linen, switchboard, security and 
residences. The investment in new technology in areas of Computer Aided Facilities Management 
(CAFM) has contributed significantly to consistently good service delivery. Effective joint 
performance management has enabled targeting on areas where service improvement is required. 
For example, ward staff are encouraged to have their say on cleanliness during monitoring checks. 
Cleaning standards, staff commitment and training at Serco have been independently judged by 
the British Institute of Cleaning Science to be excellent, maintaining an upper quartile position in 
Scottish cleanliness tables. Joint service delivery teams have broken down inter-organisational 
barriers and created a focus on delivering the needs of service users as a first priority. This 
‘operational partnering’ approach means managers plan jointly better ways to deliver the service. 
Where contractual service levels fall short of what is actually needed, decisions are made locally 
through joint working to improve service design and delivery to meet the needs of users.  
Demonstrating the excellent standards being achieved, Serco has received three Royal Society for 
the Prevention of Accidents (RoSPA) Gold awards for safety standards, and scores above 90% in 
Quality Safety Audits (QSAs). Most importantly, however, users have benefited from the seamless 
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service provided by Serco and NHS staff, who collaborate effectively through a common culture of 
focusing on the needs of patients. Giving testimony to the success of its facilities management 
operation at Wishaw, Serco and its partners received the Premises and Facilities Management 
(PFM) award in 2003.  
 
Improving incentives and performance through optimal risk allocation 
An underlying principle of PPPs is that risk is borne by the partner best placed to manage it. The 
transfer of some types of risk to the private sector, such as construction time and cost overruns, 
was one of the original drivers behind the introduction of the PFI. This has meant that as PPPs 
have evolved, the public and private sectors have both gained considerable experience in 
identifying risk factors, valuing them in a contract and managing them over the duration of the 
contract.  
 
Optimal risk allocation creates incentives to ensure projects are delivered on time and on budget. 
The public sector has a history of cost overruns and delays, both in the procurement stage and in 
actual delivery. In PFI projects, once a contract has been signed, project delays and cost overruns 
are transferred to the consortium, which is only paid once the facility is up and running to the 
required standard. So with their own money at risk, consortia are incentivised to reduce these risks. 
It is clear this incentive is working, as only 30% of non-PFI projects surveyed were delivered on 
time compared with 80% of PFI projects, and only 28% of non-PFI contracts remained on budget 
compared with 80% of PFI projects (HM Treasury 2003). In addition, all new PFI prisons have been 
delivered on time or earlier than scheduled compared with construction overruns under traditional 
procurement averaging 13%. No PFI prison has cost the government more than budgeted. Seven 
traditionally procured prisons finished in the early 1990s overran their budgets by 18%.  
 
Increasing government transparency and financial accountability  
The introduction of private capital has increased the transparency of public finances, as the flow of 
money between the partners has to be recorded and accounted for. Conventional procurement 
does not need to take project risk into account as the risk of the loan is underwritten by the 
taxpayer, and this is reflected in the lower price of government borrowing. But PPPs are more likely 
to achieve value for money to the taxpayer over the long term because the cost of borrowing more 
accurately incorporates the value of the project risk and reflects the whole-life cost of the project.  
 
The rigorous borrowing regime for private sector partners means that the costs and risks of a 
capital investment and service provision must be made explicit in the contract procurement phase. 
This has increased the transparency of funding public services when compared with conventional 
procurement methods. 
 
Edinburgh City Council and Amey Business Services successfully improving staff relations 

Amey plc is a business support services company employing some 7,500 people at more than 150 
locations across the UK. In 2000, Amey secured a PFI contract to design, build, and operate 
services in 17 Edinburgh schools. Amey Business Services operates the facilities management 
side of the contract and provides a broad range of services including janitorial, cleaning, catering, 
building and grounds maintenance, security, waste disposal and disaster management. One 
hundred and fifty cleaning, catering and janitorial staff were transferred under TUPE to Amey 
Business Services when the contract began August 2002. New catering staff were also employed.  
 
Of those staff who transferred in 2002, 81% continue to work on the Edinburgh Schools Project. 
Other key evidence has emerged: 
 
• To date, Amey has met and exceeded all its performance targets  
• Absence has fallen from 5-7% to 3-5% 
• Employee turnover has fallen from 35% to 25% 
• Manual employees have been provided with new development and promotion opportunities  
• Employees’ contribution is recognised through performance appraisals and an employee 

recognition scheme  
• Both management and unions report that employee relations are healthy and positive 
• Employee information and consultation takes place through a range of approaches, including a 

company newsletter and a communications forum 
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• Terms and conditions are unchanged for transferred employees. Sick pay and annual leave 
are slightly less generous for employees recruited after the transfer, but these are being 
reviewed by the company. A new voluntary benefits scheme is available to everyone. 

 
Under the new performance management system introduced two years after the start of the 
contract, objectives were established for each team and linked to key performance indicators 
representing local areas as well as the individual school. Appraisals are now conducted annually. 
Managers feel the system had a considerable impact, in particular because employees are now 
more aware of what is required of them, and also see development opportunities within the 
company. One manager commented: 
 
“It’s made a huge difference to the company – we now know strengths and development needs of 
staff. Staff are our business so it’s led to a stronger focus on staff development. Staff are now so 
keen, so enthusiastic to learn – we have four janitors now working on another contract – and we 
couldn’t have recruited better externally.”   
 
A range of capital investment funding models exist which are flexible to meet the challenge 
of changing citizen needs 

Alongside the PFI, new PFI-type models are emerging in response to changing user needs. For 
example, strategic partnership models have recently been developed which provide umbrella 
organisations to procure smaller PFI or PFI-type projects alongside other projects requiring a 
different method of procurement – such as investment in information technology systems (an area 
considered unsuited by HM Treasury to PFI procurement).  
 
The two main examples of this model are Local Improvement Finance Trusts (LIFTs) in the health 
sector and the Local Education Partnerships (LEPs) in Building Schools for the Future (BSF) 
programme rolled out across England. Both programmes provide a long-term strategic framework 
for planning and delivering investment. The individual projects undertaken under LIFT and BSF are 
structured in similar ways to PFI projects, and some of the companies entering into LIFT 
agreements are also involved in the PFI. The key differences between these two models and a 
typical PFI model is that they are joint ventures, taking strategic planning and procurement 
decisions that were previously the sole responsibility of the public sector. This allows private sector 
partners to contribute project planning and design expertise at an earlier stage. The LIFT and BSF 
programmes are also supported by a national programme management organisation, and by 
central co-ordinating bodies, Partnerships for Health and Partnerships for Schools, which assist 
with procurement and knowledge transfer across projects.  
 
Another type of model is the Non-Profit Distributing Trust (NPDT) or Organisation (NPDO). NPDOs 
are a special purpose vehicle established to deliver a specific public service.  They are 
independent and are responsible for mobilising the finance required for the public investment 
programme. They do not need to generate a return for shareholders but they do need to generate a 
surplus to pay off any loans incurred to help fund the capital programme. In other words, ‘non-profit’ 
does not mean non-surplus and the model is already in use in Scotland. The Argyll and Bute 
Schools Project – which reached financial close in October 2005 – was the first NPDO model in 
Scotland. More recently, the Falkirk Schools NPDO project reached financial close in May 2007. 
The Falkirk Schools Gateway Consortium was the preferred bidder for this £100m project which is 
funded using a NPDO special purpose vehicle. 
 
In NPDOs, a share of the profit goes to a dedicated charity that will reinvest the money into the 
public service being provided. The Scottish Financial Partnerships Unit (a government 
organisation) notes that surpluses in NPDOs are applied according to agreed priorities in the order 
of management incentives; build-up reserves; additional scope of services pre-defined under the 
contract and finally donations to the charity.   
 
The more important question regarding NPDOs/NPDTs is whether these vehicles can actually 
produce real incentives for high quality services and value for money. There is uncertainty as to 
how they will raise capital and whether they are robust enough to deal with taking on significant 
risk. Lastly, we may question whether NPDOs/NPDTs are flexible enough to deal with changing 

 



The Confederation of British Industry Scotland 

needs without removing long term cost transparency, and how they will ensure there is continuous 
service improvement. 
 
The PFI needs the right environment to succeed 

The CBI believes there are three drivers for PPPs to succeed: 
 

• Sustained political will – to guarantee long-term improvements in public services the 
market needs confidence to invest 

• Appropriate commissioning skills – to ensure services commissioned for outcomes achieve 
the best results for citizens 

• A level playing field – to ensure the best provider is selected for the service. 
 
Sustained political will – to guarantee long-term improvements in public services the market needs 
confidence to invest 
There must be political buy-in for the PFI to make progress, and political stability is key to their 
continued success. Scottish Government support will give both private sector bidders and 
contracting authorities greater confidence in seeking innovations and service delivery solutions. 
 
There is a danger that if the Scottish Government does not more actively champion the benefits of 
the PFI, it will increasingly be seen as a means for a private sector partner to provide assets rather 
than assets and accompanying services. This constrains innovation and flexibility in the 
development of future PFI projects and wider public service reform.  
 
The decision – at a very late stage – not to proceed with using private sector expertise in running 
HM Prison Low Moss near Bishopbriggs, was very disappointing.  This damages market 
confidence which can undermine the benefits of competition, such as innovation and value for 
money. 
 
Long-term commitment for the PFI requires the Scottish Government to articulate a clear vision of 
the future of public services. The Scottish Government should consider setting out the benefits of 
the PFI in terms of what they have achieved in terms of public service goals, such as, the number 
of patients treated in a PFI hospital or the benefits of a redeveloped housing estate. Continuous 
development and improvement in the PFI market should also be acknowledged and encouraged.  
 
Appropriate commissioning skills – to ensure services commissioned for outcomes achieve the 
best results for citizens 
Commissioning and procurement skills should be improved to enable the success of new 
partnership models. As the PFI market develops, and more complex partnerships and models 
evolve, there is an increasing need to improve general procurement capability. Improved 
procurement will also reduce bidding costs, which are still typically too high.  In November 2006, 
the CBI published a report, Realising best practice in procurement and contract management, 
which sets out key steps the public and private sectors need to take to ensure commissioning and 
delivery of complex projects achieve a variety of service outcomes. 
 
The recommendations draw on discussions with key figures in the public and private sectors and 
propose steps to ensure: 
 

• Competitive supply markets are managed by skilled professional staff: The first 
step to improving public services is to ensure contracting authorities have the 
capabilities to harness the benefits of the supply market. A comprehensive 
understanding of markets requires a constant process of market engagement, 
including ongoing dialogue with suppliers outside the tendering process. This is 
essential for building trust and certainty in public service markets and encouraging 
innovation in service design. More interaction between the public and private 
sectors will allow the sharing of expertise and lessons learnt. 

• Transparency and rigour in the tendering process: Procurements need to be driven 
by outcomes not processes. Strategic commissioning must ensure rigorous needs 
assessment and clear project specifications. This is the only way to ensure those 
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carrying through procurements have adequate understanding of how the specified 
service will realise the public authority’s policy outcomes. 

• Governance arrangements that are fit for purpose: Partnerships are evolving into 
complex models for flexible contracts which deliver complicated outcomes. Senior-
level leadership is vital for partnerships to succeed, along with robust governance 
mechanisms and excellence in relationship management.  

 
Both the public and private sectors are responsible for improving links and sharing best practice, 
through existing programmes and more informally. CBI Scotland also recommends that the 
Scottish Parliament take the following steps: 
 

• Public bodies should improve the detail of project specifications  
• Quantitative and qualitative evaluation criteria should be published at the start of all 

procurements. Authorities must show evidence that they have used rigorous methods for 
evaluating bids and be prepared to publish the results to bidders and auditors  

• Above a certain threshold, all projects must go through gateway reviews. These reviews 
must trigger external interventions by central or regional procurement teams as appropriate 
and should be widely available 

• All projects should have a named sponsor at the highest level to provide strategic vision 
and a point of accountability 

• All projects should develop an end-to-end project plan at the outset, setting out the 
obligations and dependencies on both sides and stipulating how resourcing challenges will 
be met.   

 
A level playing field – to ensure the best provider is selected for the service 
Whatever the PPP model, procurements need to be driven by outcomes not processes. To deliver 
flexible services meeting end-user needs, procurement processes must be rigorous and consistent 
with a high degree of transparency and trust. In particular, public services markets must work 
effectively for all providers. It is essential that contracting is based on competitive neutrality and 
that the Scottish Government addresses anomalies that may exist in the current competitive 
neutrality policy framework.  
 
For instance, tendering delays are putting off private sector companies from bidding for some PFI 
contracts. Resolving this is crucial, as healthy competition in the PFI market ensures the best 
contractor is selected and therefore value for money and quality service provision is achieved. For 
instance, competition at present in prison management is saving the taxpayer £40m - £60m a year, 
equivalent to the annual cost of operating two or three 800-place local prisons.  
 
CBI Scotland believes that the most important issue for public service users is not who runs the 
service, but whether it can be accessed locally and how best to secure high quality, efficient 
services which are accountable to them. This means that the best provider of services – on a best 
value basis – should be commissioned to deliver services to citizens, communities and businesses. 
To achieve this, the Scottish Government should ensure: 
 

• A level playing field operates between providers so that the best contractor is 
selected, on the basis of value for money and quality service delivery  

• Simplify bidding process and reduce bidding period 
• Develop standardised contracts and payment mechanisms to improve 

procurement process. 
 
The PFI offers the Scottish Government and Scottish local authorities a mechanism for enhancing 
the process of change within our public services.  There are clear areas of pressure within the 
public sector in Scotland which could be assisted by a greater role for the PFI.  The CBI is ready to 
assist the Scottish Government and local authorities to investigate the role the PFI could play in 
enhancing local public services. 

 


