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The Purpose of This Paper 

To highlight, from Keppie Design’s vast experience of public building procurement, lessons that 
have been learned, and to feed these into deliberations that the Scottish Parliament is having on 
new and improved methods of procurement.  With problems in progressing English PFI hospital 
projects in recent years, and with new governments in Edinburgh and Belfast questioning past 
performance, there is a danger that the current renewal of public sector infrastructure will stall at a 
time when the job is little more than halfway done.  The paper concludes by providing a case study 
using a procurement method called Open Book Partnering, whose protocols have been formed 
from best practice, tried and tested methods over the last 10 years. 
 
Keppie Design 

Keppie is an architectural practice founded in Glasgow over 150 years ago in which Charles 
Rennie Mackintosh was a partner for 24 years.  It currently has a 260 strong team of designers in 
five bases in Scotland, one in Belfast and one in Manchester.  Its workload has always contained a 
mixture of private and public sector projects, the latter including new schools after the 1872 
Education Act, new schools and hospitals in the 1960s and early 1970s, and it has been fully 
involved in the largest UK programme of public sector premises renewal ever, that has taken place 
during the last 12 years.  This experience includes over £4 billion worth of healthcare projects, 
advising both public and private sector organisations, and the design of over 50 schools. 
 
Evolving Procurement Methods 

A large number of procurement methods have been used in different situations at different times, 
each with its own characteristics.  For large projects, the last 12 years have been dominated by 
Public Private Partnerships which have been adapted over the years into initiatives such as PFI 
(major hospitals and bundled schools projects with private funding), Local Improvement Finance 
Trusts (English primary healthcare with private funding but some public equity), Primary 
Community Care Infrastructure (Northern Ireland primary healthcare with either public or private 
finance), ProCure 21 (smaller healthcare buildings with public funding) and Building Schools for the 
Future (English schools projects, often with private finance). 
 
Seeking Improved Procurement Methods 

There are those in Keppie who can remember the construction of hospitals and schools in the 
1960s and 70s, where low cost solutions were sought, ongoing maintenance was ignored, and high 
public spending had disastrous consequences on the economy.  We are replacing these buildings 
today, and while progress has been made over the last 12 years, the task is far from complete.  In 
seeking to contribute to the debate, the following sections indicate where various attributes of 
modern procurement methods have been beneficial, or where they have been deficient and require 
improvement. 
 
Lessons Learned and Often Applied 

1. Lowest cost solutions are less sustainable in the longer term than value for money ones. 
2. Placing the responsibility for design and construction with a single party leads to more 

efficient delivery and less chance of defects. 
3. To properly maintain buildings so they will remain valuable and serviceable assets for 30 

years and more, the ratio of 30-year maintenance cost to initial capital spend should be 
about 5 to 1 (inclusive of inflation). 

4. Procurement methods that combine design, construction and maintenance of assets not 
only ensure that money is ring fenced for maintenance, but allow ‘spend to save’ measures 
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to be incorporated into the design, and ensure that maintenance regimes are compatible 
with materials and systems specified by the designers. 

5. Where maintenance is built into long term contracts, the facility must be available for 
periodic open-book, value for money reviews. 

6. Planned maintenance is better value for money than responsive maintenance, the latter 
resulting in poorer services and more downtime. 

7. The biggest costs in running schools or hospitals are those associated with the staff and 
equipment, which in hospitals can be as much as 200 times the capital cost of premises 
over a 30-year period.  The costs of good design, construction and maintenance of 
buildings are small in comparison but reap large benefits and efficiencies for staff and their 
operating systems. 

8. Proper maintenance regimes cost more, but the UK has gradually realised, for a number of 
reasons, that increased investment in public services is good value for money, and the 
percentage of GDP spent in healthcare services has now risen almost to that of other 
major European countries.  

9. Where a large programme of public infrastructure is planned, some investment has to be 
off balance sheet and treated as services rather than capital spend, in order to keep the 
Public Sector Borrowing Requirement within prescribed European Community limits. 

10. In service contracts the private sector supplier does not start obtaining money from the 
public sector until the buildings are complete and the service is available, and therefore 
projects are almost always delivered on time. 

11. In service contracts, the outturn cost is known before the project starts on site, giving 
greater cost certainty and better public sector budget predictions. 

12. Where such whole life, whole facility services involve the use of privately sourced money, 
the supply of this money will be more expensive, and for value for money to be 
demonstrated, efficiencies gained by private sector involvement, and risks transferred to it, 
must be clearly demonstrated. 

13. Where a large programme of public infrastructure is planned, central government must 
control the release of projects to the market such that the suppliers can respond effectively.  
Swamping the market will lead to a small number of more expensive tenders, or even 
single bidder situations. 

14. A consistent flow of projects will allow private sector suppliers to invest in their people and 
systems, and engage with the public sector to apply lessons learned in a constant spiral of 
improved performance. 

15. Private sector suppliers must make fair profits in order to service the public sector well. 
16. Where private funding is applied, the borrowing rates will be higher at the risky early stages 

of a project, but refinancing after the project is up and running will allow lower rates and 
savings to be made.  Contracts now ensure that these are properly shared between the 
public and private sector partners. 

17. A whole life, whole facility service contract will ensure that premises will be in good working 
order after 30 years, and contracts now allow the public sector to take back the asset after 
this time, at no cost to it. 

18. The public sector used to rely on standard design solutions that it believed were cost 
efficient, but they proved insensitive to individual user requirements.  Solutions now contain 
some standard elements where it is sensible not to reinvent the wheel, but are generally 
better tailored to individual circumstances. 

 
Lessons Not Always Applied 

1. The cost of bidding whole life, whole facility contracts is very expensive, and the private 
sector will pass on the cost of these bids (including unsuccessful ones) to the public sector 
in increased service charges.  It is in the public sector’s interests to simplify bidding 
processes. 

2. When PPP was first introduced, public sector organisations were encouraged not to be 
overly prescriptive about their requirements so that the private sector could be as 
innovative as possible with their proposals.  This has led to some solutions that have not 
been sufficiently responsive to the needs of the public sector organisations. 

3. The work done by the public sector prior to going to the market will determine whether it 
gets the facilities it needs, to the quality it desires, at the cost it can afford.  Funds require 
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to be made available by central government for authorities to carry out adequate 
preparatory work. 

4. Doctors and teachers do not appreciate the consequences of their requirements, in terms 
of functionality and cost, until they start to see design solutions.  Exemplar Designs 
prepared by the public sector prior to going to the market, which also set the minimum 
quality standards for bidders to achieve, are only part of standard public procurement 
policy in Northern Ireland, not the whole UK. 

5. Multiple bidders have limited time to discuss their proposals with client representatives, 
sometimes leading to insensitive solutions that have to change later, with cost and time 
implications.  Responding to multiple bidders is also expensive for the public sector body.  
Public sector Exemplar Designs focus stakeholders’ requirements and transmit them to 
bidders.  They also flush out issues that would otherwise only become apparent at bidding 
stage. 

6. Public sector bodies do not often commission large projects.  Where they do not obtain 
appropriate external expertise or hire it in-house, the private sector partners gain the upper 
hand and poor deals result. 

7. Good design solutions improve staff morale and have been demonstrated to contribute to 
better learning outcomes in schools and quicker recovery times in hospitals.  Despite this, 
design has often not been high enough up the agenda, and the application of 
comparatively small sums in the likes of art in healthcare, has not been widespread.  
Northern Ireland apportions up to 1% of construction cost to artwork in community health 
buildings. 

8. While there are change procedures built into long term contracts, there is little evidence to 
prove how well these work in practice.  Regular alteration to meet changing practice is a 
feature of major hospital sites and is a problematic issue, no matter the procurement route. 

9. Due to commercial confidentiality issues, there has been little specific information to gauge 
how much profit the private sector was making from individual PPP deals, and there is a 
suspicion that it may have been excessive, especially in early deals.  However, bids have 
been priced competitively, and market levels of profits by builders, service providers and 
equity investors are now generally known. 

 
Current Developments in Procurement Methodology 

The biggest threat to PFI is currently Competitive Dialogue.  From 2003 to 2006 in England, a 
number of large hospital projects floundered as bids were submitted that were unaffordable, and in 
their frustration to advance projects that were already behind programme, many Trusts selected a 
Preferred Bidder while a number of fundamental issues were outstanding.  The public sector body 
knew that only a private sector partner could solve their problems and was keen to start negotiating 
with a single party as quickly as possible.  This led to the suspicion by central government that the 
single bidder was exploiting the situation, and the affordability and delay problems sometimes got 
worse rather than better. The European Community’s concern was that a single bidder situation 
might lead to corruption between private sector bidders and public sector representatives. 
 
It should be noted that affordability and delay problems have been less prevalent in Scotland, 
where central Government has had a closer relationship with local Boards.  On projects like 
Ayrshire Maternity Hospital and Forth Valley Hospital the bids have been well defined prior to 
selection of Preferred Bidder, and the period from Preferred Bidder announcement to Financial 
Close have been faster than any in England for the size of these projects. 
 
The UK introduced Competitive Dialogue in late 2006.  This has the effect of requiring more 
information from bidders before a Preferred Bidder is selected.  From the small number of projects 
advanced so far, it appears that bidder costs are rising from around 1% of capital cost to about 2%.  
With two of the three bidders losing their bid costs, but having to charge this to the public sector in 
bids they win, the result will be poorer value for money for the public sector; or bidders in a busy 
marketplace will simply not turn up for Competitive Dialogue. 
 
Some Scottish Authorities are considering a Non Profit Distributing form of PPP.  While having the 
admirable objective of diverting excess private sector profits to public sector charities, it does so by 
removing the equity and excluding dividends.  There are therefore various questions being asked 
of it. 
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• If there is no equity to protect, in whose financial interests is it for the facility to be kept in 

good working order for the next 30 years?  The public sector does not traditionally invest 
satisfactorily in maintenance. 

• If the public sector directors endeavour to divert as much money as possible to local 
charities, would this lead to a reduction in maintenance cost allocation, heralding a return 
to public buildings becoming prematurely decrepit? 

• If there is no equity in the project, where is the incentive to carry out ‘spend-to-save’ 
measures in the initial construction to ensure a long term, sustainable solution? 

• Would private investors be interested if there is no equity to earn dividends on?  There is a 
misconception that the beneficiaries of PPP investments are wealthy individuals, but these 
long term, relatively stable investments are ideal for pension funds.  Unison’s pension fund 
invests heavily in PFI. 

• Would private investors be interested if a public sector director could insist on carrying out 
a refunding exercise at short notice, providing uncertainty as to how long each private 
sector investment will be? 

 
Details are also awaited on the proposed Scottish Futures Trust.  This is believed to involve bond 
funding, a method often found better value in PPP projects over £100m in capital value because, 
while bond financing is often more competitive than bank borrowing, the fees required to ensure 
the bond is rated as investment grade are high. 
 
Towards an Ideal Procurement Route 

In the vast amount of public sector infrastructure renewal over the last 12 years, a number of 
alternative procurement routes have been tried in various parts of the UK.  If we could take the best 
bits from all of these, and have the flexibility of approach to suit the individual project, we would 
obtain the best results.  A results-focussed approach would be different from that adopted in many 
procurement methods, which have been dominated by the accountancy or legal/contractual 
framework set up to control them.  The best interests of the children in schools or the patients in 
hospitals are often lost by the time a complicated procurement process has been pursued. 
 
At Newham Hospital in south London, two projects have been carried out in recent years, one with 
a traditional form of PFI and the other with ProCure 21, an open book form of public private 
partnership used on a number of hospital projects in England.  The PFI design is no doubt an 
efficient healthcare facility, but its lacks the quality of the other, suggesting that commercial corners 
have been cut and the views of the clinical staff and patient representatives have been given 
minimal regard during a complicated competitive bid process.  On the ProCure 21 scheme, the 
same public and private sector people, but working to a different procurement regime, have 
collaborated throughout the process within the affordability limits set at the beginning, using open 
book methods for obtaining package contractors and suppliers.  They have provided the best 
possible solution for the price.  The result is remarkable.  The building is palpably the creation of 
the people who work there, to the benefit of the patients they treat. 
 
Where We Might Go - An Open Book Partnering Model 

In an Open Book Partnering Model, the private partner is selected as early as possible, providing 
advice throughout the project on project management, design, construction, procurement, asset 
management and funding.  The public sector construction and procurement environment over the 
last 12 years has created a number of private sector UK organisations with world class, holistic 
procurement skills. 
 
In an Open Book Partnering project, the private sector partner is chosen primarily on qualitative 
merit.  Most private sector clients would do the same.  It is important that the public sector obtains 
the best advice available for the enormous whole life, whole service investment it is intending to 
make, and that this advice comes from people with a demonstrable ability to deliver in tandem with 
the public sector.  It is up front about ensuring that the private sector partner has a reasonable level 
of profit for providing the desired service.  Otherwise it will not deliver.  
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The private partner’s first task is to confirm or challenge the public sector’s business case, so that 
both parties can set a realistic budget within which design options can be developed.  The open 
book nature of the process ensures public scrutiny of the process.  In the early days of PPP, when 
new procedures were often being advanced by trial and error, such scrutiny would not have been 
possible, but both the private and public sector sides are now more mature and the issues are 
better understood. 
 
As the design is advanced, the budget will be market tested, the private partner eventually 
guaranteeing the capital cost on the basis of a series of open book tenders with major suppliers 
and subcontractors.  To this is added whole life costs from facilities management companies, and 
funding arrangements from financial institutions.  The Open Book Partnering method allows 
flexibility to pursue some elements of a large project with public money where appropriate, for 
example multi-storey car parks, while others will have private funding, decisions such as this being 
made jointly by the public and private sector partners, and not imposed by one or other party. 
 
At each stage the public sector partner has the ability to choose a better quality product or design 
as long as any cost increases are balanced within the overall budget.  Inevitable public sector 
changes, for whatever reason, will be carefully managed in a similar way.  The optimal, affordable 
solution for the public sector is arrived at.  While the private sector partner will receive payments to 
progress the design, a major element of his financial package will be delivery within the cost and 
time set at the beginning of the project.  This will provide an incentive to help manage the public 
sector decision making process, which is the biggest source of cost and budget overruns.  Such a 
facility was not present in the Scottish Parliament Building project, the management contractor 
actually benefiting from delays and cost increases. 
 
The elements of this form of procurement have been tested in ProCure 21 and Local Improvement 
Finance Trusts in England, some projects in Northern Ireland, and a few projects in Scotland 
because of particular circumstances, for example at Victoria Hospital in Kirkcaldy and at a health 
and community facility in Coatbridge.  Hub will be a similar initiative in Scotland to LIFT.  LIFT 
projects have an element of private funding, and ProCure 21 was originally intended to have the 
possibility of a funding competition, on an open book basis.  The Open Book Partnering Model 
would have this, leaving the decision as to whether to use private funding for some elements of the 
project until part way through the design process, when value for money decisions can be better 
made. 
 
The objectives would be those originally intended for Public Private Partnerships: 
 

• each party contributing its own strengths, 
• each allocated the risks it is best able to manage, 
• with negotiations carried out in an open and honest fashion, 
• towards achieving the best quality, best value, whole life facilities, 
• for the benefit of staff and the public, 
• all this so that our country can prosper. 

 
A Case Study – A Major Hospital Project 

Procurement methods cannot be viewed in isolation, but must be considered in relation to the type 
of project on which they might be applied.  Where projects are bundled together, for example a 
group of schools or primary care centres, there are established models for an open book or 
framework method of procurement, in which one or two buildings are tendered and used to form 
the basis of further negotiations for the full package of work.  This case study therefore considers 
the application of an Open Book Partnering approach on single, large hospital projects. 
 
There are still a number of locations where pre-NHS and poor 1960s and 70s buildings are being 
used to deliver 21st century healthcare, buildings which are not fit for purpose. In England there is a 
view that perhaps no more large projects are required after Bristol, which is currently at bid stage.  
However, with outdated hospitals like Bradford Royal Infirmary still in existence, and the problems 
of many hospitals in the London area unresolved, this must be questioned.  In Northern Ireland 
there is a programme of major hospital projects resulting from years of political vacuum when little 
happened.  This programme has been slowed down by affordability concerns, and the experience 
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of Competitive Dialogue on the first project launched at Enniskillen.  In Scotland, the South 
Glasgow Hospital is looking to carry out a major redevelopment programme, currently thought to be 
between £600m and £800m in value.  Aberdeen Royal Infirmary needs to spend in excess of 
£300m to bring it up to the standard of modern hospitals in Edinburgh, Lanarkshire and soon Forth 
Valley.  Two major mental health projects are planned in Scotland and many of the buildings in the 
Glasgow Royal Infirmary are not fit for purpose.  The need for large hospital developments is still 
there, and requires to be addressed urgently, before the world class private sector delivery 
mechanism that provided the 100 hospitals in 10 years turns its attention elsewhere and is lost. 
 
This Open Book Partnering case study considers a major hospital project of perhaps £300m to 
£500m in value.  The former is the current value of Forth Valley Hospital.  There are four 
procurement routes that might be considered. (There is no information available at present on the 
Scottish Futures Trust to test this approach.) 
 

A. Public Funding – Design and Construction Separate 
 
This was the method used in the 1960s and 70s, where the hospital commissioned a full design 
and then obtained a price for construction.  The problems with this method are well documented.  
Ninewells Hospital and Aberdeen Royal Infirmary took 15 and 16 years to design and build 
respectively, compared to the Royal Infirmary of Edinburgh’s 7 years under PFI.  At the Queen 
Mother’s Hospital at Yorkhill in Glasgow, where, after many years of dispute, defects could not be 
apportioned to either the designer or the builder, the Health Board ended up paying more for 
repairs than the hospital cost in the first place.  This procurement route is no longer used for large 
projects. 
 

B. Public Funding – Integrating Design and Build 
 
In this method, the contractor is responsible for providing both the design and construction.  To 
ensure that the hospital gets the design it wishes, it often commissions an Exemplar Design to 
illustrate its requirements.  This was the approach used on the recent Beatson Centre at Gartnavel 
in Glasgow, where the contractors were encouraged to stick closely to the Exemplar Design, and 
the project was delivered on time and to budget.  Possible problems with this method are: 
 

a. the contractor and his designers do not have the opportunity to explore other, 
perhaps better value for money solutions;  

b. contractors may not wish to take on the risks of the public sector Exemplar Design 
as they are difficult to quantify (this is more likely the larger the project and the 
larger this risk); 

c. there is no incentive for the contractor to include ‘spend-to-save’ measures, or 
seriously consider ongoing maintenance issues, concentrating on cheapest capital 
cost to win the work; 

d. there is every incentive for the contractor to capitalise on inevitable client changes, 
and since he has to demonstrate delays caused by changes to justify additional 
costs, it is in his interest to exaggerate delays (this is more likely on larger and 
more complicated projects); 

e. since maintenance of the building is not part of the package and remains with the 
public sector, funds will not be allocated to adequately maintain the public asset in 
the future. 

 
A large amount of design work is required during the bid period to be definitive on costs.  Even with 
a public sector Exemplar Design, this could take more than a year.  Abortive bid costs would deter 
potential bidders. 
 
While the risk of delays caused by contractor claims for extension of time are less than in Option A, 
they are present.  In such circumstances it is usually several months after construction has 
finished, if not years, before the final capital cost is agreed, and an assessment made of the 
consequent deleterious effects on the local healthcare economy.  On PPP, the cost is guaranteed 
by the private sector partner before construction starts, subject to an agreed change control 
procedure which does not threaten delivery on time. 
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C. Private Funding – Current PPP, Integrating Design, Build, Facilities Management and 
Funding 
 
PPP projects are currently being pursued using Competitive Dialogue.  The bid costs for this are 
huge.  Each unsuccessful bidder could lose 2% of construction cost, on a £500m project perhaps 
£10m.  That is a lot of money to make up from profits on other projects.  The small number of PPP 
bidders capable of carrying out a large hospital project might be more inclined to pursue less risky 
projects such as Building Schools for the Future and the Olympics in England, or foreign work for 
which UK skills built up over the last 15 years are much in demand.  There is also a huge cost to 
the public sector side.  On a large project, the hospital project team and clinical staff must spend 
two or three years negotiating, first with two or three bidders, and then with a Preferred Bidder.  A 
solution to the problems brought about by Competitive Dialogue requires to be found if PPP is to be 
adopted, even with NPDO style variations. 
 

D. Open Book Partnering 
 
The principles of this procurement method have been outlined above. 
 
In the programme comparisons below, timescales are measured in quarters of years.  Cost and 
timescale are linked, delays leading to increased costs and opportunities for more delay events, 
often in an exponential way. 
 
 Activity Option 

A 
Option 
B 

Option 
C 

Option 
D 

1 Select public sector advisory team 1 1 1 1 
2 Pre-bid activities (contract documents, 

specifications, exemplar design in Option B) 
10 3 2 2 

3 Select private sector partner 4 6 6 1 
4 Risk allowance for delay in selecting private 

sector partner 
3 2 2 0 

5 Pre construction activities (full design and 
tender documentation for Option A included in 
Item 2) 

0    

6 Pre construction activities (sufficient contractor 
design in other options, incl. Preferred Bidder 
Period for Option C) 

 6 6 8 

7 Risk allowance for delay in pre construction 
activities 

4 2 3 2 

8 Construction period 12 12 12 12 
9 Risk allowance for delay in construction period 6 4 0 0 
      
 Total Timescale in Quarters 40 36 32 26 
 Total Timescale in Years 10 years 9 years 8 years 6.5 

years 
 
The timescale for Option A was experienced in large hospitals in the 1960s and 70s, and in the 
examples given above at Dundee and Aberdeen, political and economic uncertainty increased the 
delays by 50%.  There is no experience of a large hospital being procured under Option B to 
confirm the assumptions made in the table.  The largest hospitals delivered by this method in 
Scotland have been extensions to Queen Margaret Hospital in Dunfermline, Ninewells Hospital in 
Dundee and Edinburgh Western General Hospital in the 1990s, all less than £60m in value.  
Several hospitals of this size have been delivered under Option C in recent years with similar 
timescales.  The biggest concern to the suitability of this option at present is the ability to attract 
sufficient bidders, because of the cost of Competitive Dialogue.  Option D has less risk of delay, 
although as a new procurement route for this size of building, more work would be required on the 
protocols.  However, the experience of PPP hospitals in Spain and other parts of Europe suggests 
that competitive bidding periods can be reduced to weeks where in the UK they are currently 
months or even years.   
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Finally - Affordability 

An ongoing barrier to any whole life option is the burden of service payments over 30 years in 
relation to Board revenue.  If a Board or Trust cannot even afford to maintain its current building 
stock from the income central government gives it, how can it afford the loan on a major capital 
spend, or commit to a PPP contract that properly contains a maintenance budget?  The will of 
central government to cover such affordability gaps, which has been present for the last 10 years, 
appears to be weakening.  The result could be a return to procurement which ignores future 
planned maintenance, and places the risk and consequences of prematurely disintegrating 
buildings on future generations. 
 

 


