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Introduction 

Based in Scotland, Canmore Partnership Limited (“Canmore”) is a specialist promoter of public use 
infrastructure projects across the UK. This paper builds upon our earlier responses to the SNP’s 
invitation to give our views on the future role of the private sector in providing public use 
infrastructure in Scotland, responding in particular to “The Scottish Futures Trust: a better deal with 
Scottish Futures Bonds” (August 2006) and “Let Scotland Flourish 2007”. It also reflects much of 
the evidence which we gave to the Finance Committee’s previous enquiry. We offer this revised 
paper as a contribution towards building a broad-based political and public consensus on the future 
role of the private sector in Scottish Infrastructure Partnerships. 
 
Scotland now has a mixed economy of public use infrastructure provision. Broadly this falls into 
three categories: 
 

(a) services paid for by users and provided by the public sector (eg water and sewerage); 
(b) services paid for by the public sector on behalf of users and provided by the private 
sector (eg elements of health provision such as GPs); and 
(c) services provided by the private sector to users who pay for them directly within a public 
sector regulatory framework (eg electricity, gas and telecommunications).   
 

Canmore’s main focus, and so the focus of our contribution to this debate, is on providing public 
use infrastructure in which the public sector continues to provide the core service (eg hospitals, 
colleges and schools). As such our model falls short of the full privatisation historically implicit in 
category (c) and is more akin to the support role played by the private sector in category (b).    
 
The historical perspective 

Many of Scotland’s current infrastructure problems are the direct result of insufficient investment 
and inadequate regulation. Working together, the public and private sectors can address these 
issues.  
 
The introduction to the SNP’s August 2006 policy paper refers to Scotland’s  “engineering miracles” 
– the Caledonian Canal and the Forth Rail Bridge – one procured by the public sector and one 
initially procured by the private sector. Fifty years ago it was indeed the public sector Hydro Board 
which commissioned Scotland’s hydro-electric dams, although it was also the public sector which 
later was responsible for a number of safety failures in Scotland’s nuclear power plants.  
 
Debate on the role of the private sector is often derailed by dogmatic and selective historical 
references and inaccurate anecdotes.  We need first to learn the lessons of the past if we are to 
harness all Scotland’s potential. We start from the proposition that there is nothing inherently good 
or bad about the provision of public use infrastructure or wider public services by either the private 
or public sectors. We suggest that the optimum delivery model is that which works best, whether it 
be public, private or a mixture of both. What works best should be judged primarily in terms of 
overall value for money, not just cost but also quality. Provided that a true value for money solution 
results, we should not grudge the making of profit by the private sector as a consequence. 
 
“The problem with PFI/PPP” 

Below we first discuss the possible role of Scottish Futures Bonds and then discuss some of the 
other separate but linked issues raised. We shall probably never know the real motivations of the 
Conservative Government when PFI was launched. Was it really an accounting device intended to 
remove much needed investment from the public accounts? If so, both public and private sector 
auditors have made it increasingly difficult for the Government not to acknowledge its PFI 
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obligations. Or was it, at least to some significant degree, a logical successor to privatisation which 
mirrored the contracting out of support functions similar to the out-sourcing procurement strategies 
employed by many companies in support of their businesses? 
 
A number of criticisms have been made about PFI/PPP, including the following: 
 

• excessive borrowing costs and “unnecessary private profit”; 
 
• poor project prioritization; 

 
• poor project preparation, briefing and design; 

 
• low service levels, reduced facilities and poorer quality; 

 
• inflexibility; and  

 
• excessive charges for direct services (eg telephones, parking, community use etc). 
 

These criticisms reflect a widespread public discomfort and lack of understanding about the private 
sector’s role. Whether we agree with the criticisms or not, we must acknowledge that such 
discomfort and misunderstanding exist and seek to answers the underlying criticisms and 
concerns. 
  
The SNP’s proposed solution is the Scottish Futures Trust which will both prioritise projects and 
reduce their costs through the issuing of Scottish Futures Bonds. In our original response to the 
SNP we expressed our surprise at the apparent suggestion that this Trust, rather than Scotland’s 
elected government, should prioritise projects “through a public market testing of ideas”. That 
suggestion appeared to reflect the Conservative Government’s assertions in the early days of PFI 
that the market should decide upon which public use infrastructure projects should proceed. The 
SNP’s paper suggested that: “If someone wants to invest in a Scotland-wide wireless internet 
network or urgent water and sewerage infrastructure modernization……they should be able to do 
so by putting forward a proposal through the Trust.” Unless the core obstruction to progress for 
such projects is funding - and we suggest that is not the primary obstruction for either of these 
illustrations - then how will the Trust help? Will the Trust then have the power to over-ride the 
relevant planning authorities and utility regulators?  
 
We do not say that changes are not required, but it is as yet unclear exactly what changes are 
being proposed. Is the Trust to be at heart a national investment bank, or is it also to take on roles 
from national and local government, and if this wider role is the objective, then how and to whom 
will it be held accountable?  
 
Scottish Futures Bonds 

It is in our view a mistake to concentrate debate solely or even primarily upon funding mechanisms; 
private provision of public use infrastructure should embrace much wider issues. When risk 
adjustment is included in the equation, private finance is actually much less expensive when 
compared to “Treasury” funding than is often stated. PPP funders take a real, not theoretical, risk 
on project failure on top of the simple state or semi-state borrower covenant risk. However, we 
welcome a debate on funding mechanisms as part of a wider debate.  
 
It is also unclear exactly what is proposed in respect of Scottish Futures Bonds. We understand 
that income from these bonds would be free of corporate and personal tax. First, we queried 
whether Westminster would permit such a scheme which would in effect boost expenditure in 
Scotland at the cost of UK revenues, and so we assumed that it would require fiscal autonomy for 
Scotland. Press reports of the Treasury’s position suggest that we were correct in our 
understanding. In any case, calculation of the relative benefits of tax-exempt bonds must include 
the resulting loss of tax revenue; the SNP’s paper appears to ignore this element in its calculations.  
 
We understand that the proposed Scottish Futures Trust would issue these bonds. That role has 
been compared inter alia to the issuing of bonds by even relatively small states and provinces in 
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the USA and Canada. However, we question whether the market will, at least initially, consider that 
a free-standing trust has a covenant equivalent to a government entity. This argument goes to the 
very heart of whether Holyrood would eventually rescue a failing Scottish Futures Trust (thus 
jeopardizing its off-balance sheet status?), whereas it is generally assumed that governments, 
even local governments, “cannot go bust”. 
 
In summary we question the ability of a new organisation to raise funds and disburse them as 
cheaply and effectively as has to date been suggested. Experience shows that, whatever their 
shortcomings, private sector banks and investors are generally better at assessing risks and 
funding projects than quangos and national investment banks. Private sector institutions can be 
effective delivery channels for government facilities (eg ISAs, loan guarantee schemes etc). We 
therefore suggest that consideration could be given to whether Scottish Futures Bonds could and 
should be issued by the private sector, perhaps initially as a refinancing mechanism for existing 
public use infrastructure projects or as a co-financing mechanism for new projects similar to that of 
the European Investment Bank.   
 
It is also important to accept that projects can and do go wrong sometimes; that is what risk 
transfer to private providers means. In those circumstances it is investors and lenders who are 
usually required to provide expertise and additional funding to rescue them. Critics of PPP/PFI tend 
to focus on projects where investors are thought to have made excessive profit, often without 
consideration of whether, despite that profit, those projects still were judged to have been better 
value for money than conventional direct procurement. This judgement is also usually made 
without consideration of losses sustained on other projects. A recent study published by KPMG 
suggests that 17% of PFI contracts are unprofitable and 38% are less profitable than expected (ie 
55% of PFI projects generate returns lower than expectations).  This is a very different picture from 
that normally painted by critics.  
 
It is generally agreed that windfall profits resulting from refinancing are unacceptable; measures 
are now in place to prevent this happening. Some authorities have attempted to avoid charges of 
permitting “excessive profits” from operations by introducing the variant not-profit-distributing “NPD” 
model of PPP procurement. Critics of that model observe that, compared to “traditional” PFI, it does 
not deliver enhanced value for money (ie its caps investors’ returns but does not actually cost less) 
and may leave the public sector more at risk if projects go wrong. Why then is it better? Does it 
simply meet a political imperative of reducing what may be seen as excess profit? We suggest that 
a candid review of the relative value for money and risk transfer of those NPD projects now signed 
would be helpful in taking this debate forward based on facts and not merely assertions. 
 
Building upon what works 

Whatever the faults and shortcomings, much good has come from the delivery of public use 
infrastructure and services by the private sector. Although there is undoubtedly a high degree of 
public concern about the PFI/PPP model, we query whether much of this may derive from 
misconceptions about what this model has actually delivered. The KPMG study cited above also 
concluded that 85% of operational PFI projects were delivering “good” or “very good” performance. 
We contend that the public are much less concerned about who provides services than who pays 
for them, their quality and their cost. Any rational and pragmatic review of public infrastructure 
provision must acknowledge that reality. We need to identify what has gone well and do more of it, 
identifying and spreading best practice. 
 
Whether or not “soft” services (eg cleaning, catering etc) should be included in projects is even now 
sometimes justified, usually incorrectly, by reference to balance sheet treatment. It is now clear, 
and has been for some time, that auditors should disregard any such services which can be 
separately terminated when considering balance sheet treatment. Moreover, the provision of 
facilities on a Design, Build and Maintain basis ensures sufficient risk transfer for projects to be 
regarded as “off balance sheet”.  
 
We argue that the presumption should be that additional “soft” services should be provided as part 
of a package by the private sector facilities provider only if that is consistent with the procuring 
authority’s overall procurement policy (ie how these soft services are procured in similar facilities by 
that authority) and, of course, only if private provision is value for money. Canmore has led the way 
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in combining private sector provided “hard” services (ie the buildings and their maintenance) with 
“soft” services provided by or for our public sector clients – our one-stop integrated helpdesks at 
the New Victoria and Stobhill Hospitals in Glasgow is a practical example of this approach. 
 
Maintenance and life cycle replacement costs cannot be ignored when judging relative value for 
money. One of the main benefits of the PPP-type provision of public use infrastructure has been 
the whole-life integration of design, building, maintenance and life cycle cots. This correctly 
incentivises developers to invest in quality facilities at the outset, thus also increasing the 
availability of those facilities. At the end of a typical PPP concession the public sector will inherit 
assets which have been properly maintained. Any move to disaggregate the procurement of these 
elements would be a major error. Procurement of all these elements should, in our view, be at the 
core of any PPP-type procurement.  
 
Identifying and addressing failures 

Any failures must be addressed, but first alleged failures must be identified and analysed correctly. 
There is an often repeated assertion that PPP projects result in reduced facilities, lower service 
levels and poorer quality; that is not our experience in those projects where we have been involved. 
Moreover, although not all PPP design has been as good as it might have been - and measures 
are in hand to address this - there is no evidence to suggest that PPP design generally compares 
unfavourably with the designs used in direct, traditional procurement. None of our projects have 
resulted in facilities smaller or less flexible than their public sector comparators (and one London 
hospital actually has more beds). Two of them have won design awards. They all have levels of 
service and quality at least as high as the equivalent direct public provision and the relevant project 
companies are each held accountable for performance through measurable outcomes.  
 
The KPMG study is the most recent to suggest that PPP/PFI projects are actually delivering well: 
85% of operational projects were considered to be “good” or “very good” in terms of operational 
delivery. 
 
As always the public sector needs to provide the right brief if it is to receive the right facilities. 
Arguably PPP-type procurement, by explicitly acknowledging the ongoing costs of initial building 
decisions, makes the initial briefing of facilities (which is crucial if the right facilities are to be 
procured) far more transparent. Critics of PPP often appear to ignore the historic costs of incorrect 
direct investment decisions. If public bodies realise that they will remain responsible for those 
decisions, as is the case in PPP procurement, then that increases the incentive for proper planning 
at the outset. 
 
The SNP’s paper reflected considerable public criticism of excessive charging for patients’ 
telephone calls, parking and community use of PPP facilities “out of hours”. Our view on each of 
these issues is clear: 
 

• Any direct charges to users for monopoly services (eg telephones) must be regulated to 
ensure fair pricing. In this context it is worth noting that some of the most excessive 
charging has been via Patientline which has been contracted to supply patient 
telecommunications in many directly procured and managed NHS hospitals in the UK. 
(Patientline is anyway an example of contracting out a service rather than full PFI 
provision.) 

 
• Re car parking, we understand that NHS Boards in Scotland are now obliged not to profit 

from car parking, whether car parks are provided privately or not. This policy has been 
followed in all our NHS projects.  

 
• Encouraging community use can enhance overall value for money from the investment in 

facilities by increasing their use. However we believe that historically there have often been 
unrealistic expectations of Third Party Revenues in PPP projects. Our policy on such 
provision is that costs must be transparently and fairly reimbursed to the private operator, 
but that charges to third parties for community use should be set by the public sector. 
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Conclusion & recommendations 

In 1995 the Conservative Chancellor of the Exchequer said: “We are changing the role of 
government…to being a provider of private investment opportunities and a purchaser of services, 
not always a direct investor and service provider.” His Labour Shadow, now the Prime Minister, 
said: “We aim to be an enabler…doing rather more steering than rowing.” We argue that this 
fundamental policy shift was correct and has on balance been beneficial to the public. Scotland’s 
challenge is to correct any mistakes made along the way, and to identify and spread best practice 
and so reinvigorate the process of public infrastructure provision by the private sector. Whether 
under current constitutional arrangements or under a different settlement, Scotland must compete 
for the best private service providers, and we should not be afraid to innovate whilst building upon 
progress to date. Accordingly we suggested that an incoming Holyrood administration should 
consider the following action points: 
 

• a national debate on alternative funding models, including the option for tax-exempt 
funding mechanisms issued by either the private or public sector. So we welcome the 
Finance Committee’s initiative; 

 
• the establishment of a public/private forum (either under the auspices of The Scottish 

Executive or possibly under an umbrella Scottish Futures Trust, possibly also involving 
stakeholder representatives from bodies like the Scottish Council for Development and 
Industry or the David Hume Institute) to debate Scotland’s future infrastructure 
requirements and how those requirements can best be met, either directly by the public 
sector or else through a revitalised programme of Scottish Infrastructure Partnerships; and 

 
• when the public sector is a direct service provider of services sometimes provided by the 

private sector under PPP-type arrangements, then that direct public sector provision 
should be measured in a manner similar to private sector providers so that informed 
comparisons of performance can be made, which could inform 

 
• a more transparent, dispassionate and well-informed analysis of public service provision by 

both the public and private sectors. 
 

 


