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This note outlines Quayle Munro’s position in PFI in Scotland and makes some observations based 
on our experience of running PFI projects in the operational phase.   
 
Jo Elliot has been a director of Quayle Munro since 1988, was chief executive 2002 – 2007 and is 
now deputy chief executive of the Group. In total, he has been a director of some 25 project 
companies, although these responsibilities are now shared with other colleagues at QM.  Over half 
of these are in Scotland. 
 
Background to Quayle Munro 

Quayle Munro is an Edinburgh based investment banking group which has made a speciality of PFI 
since the inception of the initiative.  Following recent acquisitions it now also includes a substantial, 
London-based corporate finance practice. QM has worked extensively on the public and the private 
side of transactions, mostly in the health and education sectors.  
 
A significant milestone was in providing financial advice to the successful bidder for the first Falkirk 
Schools project in 1998, which was the first local authority scheme in Scotland and the first bundled 
schools scheme in the UK.  Quayle Munro took a shareholding in the project company in its own 
name, and its connection with the project was maintained through the construction commissioning 
and early operational phases as Jo Elliot served as a director on the SPV board and QM had the 
responsibility for financial management of the SPV.   
 
A similar pattern was followed on later projects where QM had a private sector responsibility, 
covering financial modelling and capital raising during the bid phase; investment either on its own 
account or through its managed fund, The PFI Infrastructure Company PLC (PFI Co); financial 
management of the SPV; and representing the interests of shareholders on the SPV board.   
 
 
Operation of PFI project companies (Special Purpose Vehicles or SPVs) 

SPVs have both differences and similarities to normal trading companies.  The difference is that 
SPVs have most of their revenues and costs contractually pre-determined for the whole of the 
project lifetime – the revenue being the unitary charge from the public authority as adjusted 
periodically for inflation; and the costs being the costs of servicing debt and paying the 
subcontractors.  As a reflection of this high degree of certainty, SPVs can be financed mostly with 
debt, the cheapest form of financing.  In all these respects, a project company differs from its 
commercial equivalent, where trading uncertainties are very much greater, projections beyond a 
few years are almost meaningless and the funding mix requires substantial equity.   
 
Nevertheless, there are instructive similarities between PFI project companies and normal trading 
companies.   
 
The first is that project companies are still at the mercy of events.  In practice, construction 
contracts do not always go smoothly and there may be delays or quality issues.  Fire, storm and 
flood are hazards.  The job of the SPV board is to manage the company’s affairs firstly, to ensure 
continuity of service to the public authority, through continued availability of the premises at the 
prescribed standard; and secondly to enforce the terms of the contractual matrix which is designed 
to pass down most risks to the SPV’s subcontractors. 
 
Secondly, the SPV retains the front line responsibility for the quality and the cost of maintenance of 
the PFI facilities.  The maintenance responsibility is passed down subcontractors but the SPV 
board has to monitor performance and make sure that robust systems are in place to flag up any 
deviation.  The payment mechanism, providing for deductions for poor standards in favour of the 
Council is one such mechanism.  The financial responsibility for lifecycle maintenance is often 
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retained by the SPV and periodic advice taken by the SPV and by its lenders is designed to ensure 
that premises are kept up the contractual standard right up to the end of the concession.   
 
Thirdly, like any normal company, an SPV must manage its insurances, making sure that it retains 
adequate cover at economic premia. 
 
Quayle Munro’s experience is that most of its PFI projects operate smoothly for most of the time.  
The point of maximum stress is at commissioning, where responsibility for the building is handed 
over from the construction contractor to the facilities manager, and simultaneously the client moves 
in.  Typically, snagging works and external works still have to be completed.  The PFI structure is 
designed to pass the entire responsibility for managing this interface from the public authority to the 
PFI project company.  The system general works well, in that the SPV has very real financial 
incentives to sort out any issues without delay.   
 
More generally, this general smooth running of projects does not mean that the job done by the 
SPV is easy; it is rather a reflection of the work which it puts in, with this subcontractors, in 
forestalling problems and curing them when they do arise. 
 
Contract Variations 

Service delivery by PFI  project companies is based around the output specification in the Project 
Agreement.  If the public authority’s requirements change, the output specification must be 
changed, typically involving works to alter the building.  A sensible SPV will deal with such change 
requests in the spirit of a supplier seeking to give good service to its customer.  The majority of 
change requests are relatively trivial and uncontroversial but the tight contractual PFI framework 
makes sure that nothing is done without considering the short and longer term implications for 
maintenance of the building and service delivery within it. 
 
It must be recognised, however, that PFI procurement best suits service provision which will remain 
relatively stable over the 25/30 year project lifetime.  The structure is not well suited to situations 
where major capital expenditure is required as the costs of procuring finance on an incremental 
basis and of the legal work in amending the project documentation may be disproportionate. 
 
Portfolio Benefits 

Over 700 PFI projects have now reached financial close in the UK, and a number of investors have 
built up substantial portfolios through secondary purchases from the original project promoters.  
This gives them access to useful benefits of scale, both for the owners and for the public 
authorities.  Both sides benefit from this broadening and deepening of expertise, as lessons 
learned in one project can be applied in others – particularly in heading off problems before they 
arise.  The larger portfolio owners have built up their own expertise in such specialisms as 
insurance and lifecycle maintenance.  The trend is for the management of PFI projects to be seen 
as a sub-set of the much larger business of out-sourced property management, which delivers well-
recognised benefits across many parts of the private sector as well as the public sector. 
 
Conclusions 

Over the last 10 years PFI has become a seasoned structure for the efficient procurement of public 
assets using private sector money and management.  Much attention focuses on these two 
aspects during the planning and construction phase, where the advantages of PFI in controlling 
and implementing ambitious and widely delegated procurement programmes (such as the Scottish 
Schools) are well established.  Less noticed perhaps are the benefits of PFI’s single point 
responsibility in assuring a uniformly high standard of building maintenance and service delivery 
through the entire contract life. 
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