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FINANCE COMMITTEE
AGENDA
21st Meeting, 2001 (Session 1)
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The Committee will meet at 10.00 am in Committee Room 1 to consider the following
agenda items:
1.

PFI/PPP Inquiry (in private): The Committee will consider its lines of
questioning for agenda item 2.

2.

PFI/PPP Inquiry: The Committee will take evidence from—
Professor Michael Mumford, The Management School, University of
Lancaster;
Matthew Farrow, Head of Policy, CBI Scotland;
Amanda McIntyre, Head of Modernising Government, CBI

3.

Items in private: The Committee will decide whether to take agenda item 4 in
private, and whether to consider lines of questioning for future evidence taking
sessions in relation to its PFI/PPP inquiry in private.

4.

Adviser on the Budget Process: The Committee will consider potential
candidates for appointment as adviser to the Committee on the Budget
Process.
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PFI and Public Private Partnerships –
CBI response to The Scottish Parliament’s inquiry
1. CBI Scotland welcomes the Finance Committee’s Inquiry into PFI/PPP and is pleased to
give evidence. We are mindful of the need to improve the quality of public services and
the need to secure better value for money from public expenditure. We believe that
PPP/PFI has a key role to play in meeting these objectives.
2. In July 2000 HM Treasury figures reveal that in Scotland some 52 projects with a capital
value of £1.63 billion (average project £31m) had been signed. The PFI mechanism by
placing risks where they can be managed is ensuring a greater level of programme and
budget certainty to the public sector and is delivering value for money. For example, the
A74/M6 DBFO project for the then Scottish Office having a capital value of £120 million
achieved a £36 million financial saving and a 9 month time saving against the public
sector comparator. In health, Scotland is already successful in attracting private
investment to carry out the large-scale rebuilding that is needed. NHS private finance
deals with a combined capital value of £66.3 million are up and running, contracts have
been signed on projects worth around £440 million and a further £95 million worth of
deals are in the pipeline.
3. The PFI is now a well established and proven method of procuring public services:
•

PFI/PPPs, used appropriately, provide better value for money and, superior service
performance than the conventional capital procurement alternative. PPPs also help
to improve Government planning and in the development of competitive businesses.

•

PFI/PPPs is a key part of the solution to radically improving public services,
especially in the areas of education, transport (including public transport) and health.

•

Key success factors for the effective delivery of PFI/PPPs include political
commitment, selection of the right projects, appropriate skills and good
Departmental preparation.

•

The expertise developed in this form of procurement in Scotland is creating valuable
export opportunities for Scottish Firms.

4. Despite the many benefits of PFI/PPP, it is a matter of concern to the CBI that the
initiative is still viewed in a generally negative vein by the public at large. We believe
that it is important to address this issue through public review and debate. The submission
has been structured around the general questions set out in the Inquiry’s call for evidence.
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5. To deliver the necessary investment to address Scotland’s infrastructure deficit the
Parliament will need to seek appropriate and innovative solutions which deliver better
value for money (including superior service performance) than traditional forms of
procurement. Public Private Partnerships (PPP) have the potential to deliver:1
•

Better value for money through whole life costing, innovation, incentives for making
public capital work harder and for better asset design. There is significant scope for net
savings2

•

Guaranteed high quality service provision over the lifetime of the project

•

Better Government planning by reducing the political and fiscal risk to Government
capital programmes which in the past have been subject to annual variations and where
traditional procurement routes have led to cost overruns and ‘goldplated’ infrastructure
but lacking adequate ongoing maintenance

•

Competitive businesses with export potential by creating innovative team/joint venture
solutions on complete ‘design-build-finance-operate’ packages:

6. The Private Finance Initiative is not just about the private sector financing capital projects
in return for an income stream. It makes use of private sector skills and management to
deliver a “capital and services package solution”. Expertly used on appropriate projects,
PFI can beat conventional procurement on value for money by a substantial margin.
Sources of savings include
•

giving public sector customers and private sector suppliers both the scope and
incentive to achieve best value for money over the lifetime of the project

•

commercial skills, management and innovation.

•

allocating risks where they are best managed

7. High calibre management of risk is essential. At a basic level, there needs to be stronger
support in practice for optimum risk transfer to the private sector. In addition there is a
need to explore the allocation of any particular risk between the parties, rather 100% to
one or the other.

1

PPPs cover a wide range of potential activities and mechanisms, ranging from privatisations through joint
ventures to contractual partnerships including PFI deals and strategic outsourcing of services. Characteristics
they have in common include a strategic nature, risk sharing and the considerable operational freedom given to
the private sector.
2
Under the arrangements that currently apply, the Arthur Andersen/London School of Economics study showed
that private finance initiative solutions are beating their public sector by 17 per cent on average.
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8. Better value for money, including the guarantee of high quality service provision, must be
the reason for choosing PFI over conventional capital procurement. PFI should not be
applied where it does not work. Shifting Government expenditure from capital to current
spending is a consequence of PFI - neither good nor bad in itself in fiscal terms
(particularly once resource accounting improves transparency) – but with implications for
the Government’s budgeting process.
9. The PFI can reduce the financial and political vulnerability of capital provision. Decades
of under-investment have resulted from the need to constrain public borrowing and from
political decisions favouring up-front budget savings at the expense of longer-term
considerations. While resource accounting will provide better data for Government
budgeting, it will not guarantee adequate capital provision. The PFI can be conducive to
boosting investment by:
•

replacing “lumpy” public capital spending with a steady stream of service payments

•

encouraging a service-driven approach to investment decisions, which increases the
incentive for timely capital spending, which benefits service quality and cost

•

protecting expenditure on maintenance, which has been particularly vulnerable
historically, leading to a serious and costly backlog in the maintenance of national
assets.

10. Long-term PFI contracts are sometimes criticised for constraining flexibility of
Government/Scottish Executive decision making, by removing options that might exist
under conventional procurement. For example, critics have argued that the PFI has led to
declining numbers of beds in hospitals. The number of beds to be provided via the PFI
hospital building programme has not been determined by private finance. However the
latest wave of PFI deals will create between 2000 and 3000 more beds than currently
exist.
11. In practice PFI projects can offer the opportunity of more flexibility. Most contracts
include provision for the benchmarking/market testing of services at agreed intervals
during the lifetime of the contract, thus ensuring ongoing value for money to the public
sector from the delivery of key services with mechanisms in place for the sharing of any
benefits that may arise. Rather than rejecting PFI on these grounds, the
Government/Executive needs to manage the benefits and the risks that arise from longterm partnerships. Furthermore it is now accepted practice to build into PFI/PPP projects
mechanisms designed to ensure that the public sector benefits from refinancing gains. 3
12. Critics of PFI do not always take into account that long-term commitments also arise from
a decision to build any facility conventionally. For example, hospitals built thirty years
ago have required operational budgets ever since - to meet wage bills, contract payments
and running expenses. Meanwhile, maintenance costs have arisen which may or may not
have been met. An assessment of the existing education estate, with decaying buildings
and inadequate maintenance, reveals that traditional procurement has not worked to the
benefit of many users. Under PFI, these forward commitments are set – and therefore
anticipated– further in advance. The capital costs are wrapped up with operational costs
in the total service payments made to the PFI provider. Risks of cost overrun and delay
typically lie with the private sector, not the taxpayer. It is up to the
Government/Executive to use this information in its planning: aligning projects so far as
possible with long term need and affordability; building flexibility into contracts to handle
uncertainties over future demand; setting appropriate contract lengths.
3

The Treasury issued guidance last year advising departments to ensure there is a 50:50 share of such gains

13. PFI can provide many additional benefits that arise from the improved management and
innovation that can be introduced by the private sector. For example Glasgow City
Council have signed a with 3ED to manage a need for significant capital investment,
falling pupil rolls, surplus capacity within many schools, high levels of absenteeism, and
low levels of attainment. The contract with 3ED will lead to eleven new secondary
schools, eight schools extended, ten refurbished and one new primary school. All will be
equipped with cutting-edge technology for pupils, a fully equipped library, and networked
learning centre.
14. There will be investment of £220m in year one and a further £200m over the contract life.
The cost is supported by revenue funding from the Scottish Executive of £14m a year,
with the effect that there is no additional cost over the budget previously in respect of
secondary schools (following the re-investment from the closed schools to realign the
school roll with overall accommodation). Benefits include:
•

Investment and building ahead of schedule

•

pupil attendance increasing

•

prospect of improved attainment

•

ICT and e-agenda on-target

15. The Modernising Government initiative (including the systematic review of central and
local government services) potentially provides an excellent framework for identifying
where PFI will add value. Sometimes PFI can wrongly appear to be a separate and even
competing initiative. Service reviews should explicitly embrace any related capital
requirements. Furthermore, PPPs/PFI are key to the delivery of electronic government
targets and again the e-government and PPP/PFI initiatives should be “joined up”.
16. The CBI believes that the Scottish Executive’s priorities should determine where
resources are spent. The nature of the expenditure should then be determined by what
mechanism would achieve best value for money. The Executive must decide on the route
(or combination of routes) which gives the best scope for the private sector to add value
and in all cases adhere to key principles such as whole life value for money and optimum
risk allocation.
17. This approach will help to deliver world class public services in an efficient, effective and
in many cases an innovative manner. At the same time we hope that the risks involved
(e.g. in failure of projects to run) will be reduced through improved communications and
clearer understanding of the issues. These risks can be further reduced by the use of
experienced practitioners on the public sector procurement teams. It cannot be
emphasised strongly enough how important it is to establish clear goals from the start and
the best means to achieve these goals should then be followed and properly manager
without preconceived notions that there is only one form of PPP or PFI that then has to be
implemented.
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18. The concept of "value for money" is central to public procurement policy. Within the
context of PPP/PFI, value for money is generally assessed by comparing the discounted
cost of the public sector comparator with the discounted cost of the private sector bid.
Where the discounted cost of the private sector bid is less than the discounted cost of the
public sector comparator, then value for money is considered to have been achieved. This
financial or monetary comparison is undertaken prior to the award of any PPP/PFI
contract and is documented within the full business case. The public sector comparator is
a risk adjusted costing of the approach that the public sector would take to the delivery of
the service requirements underlying the project.
19. This type of monetary comparison is likely to remain an important feature of the
assessment of value for money in PPP/PFI transactions. However, there are a number of
issues associated with the construction and interpretation of this type of comparison that
need to be addressed. Equally, there are a number of other ways or methods in which
value for money can be assessed. These issues and methods are set out below:
•

the public sector comparator must be based on a realistic assessment of the cost of
providing the required services to the required standard. Often the public sector
comparator appears to be based on the provision of a lower quality of service;

•

the assessment of value for money should take account of those benefits associated
with a PPP/PFI project that cannot be quantified in monetary terms, benefits such as
faster service delivery, better service delivery and increased customer satisfaction.
Often the assessment of value for money focuses too exclusively upon the monetary
comparison between the public sector comparator and the private sector bid;

•

In sectors where there is an established track record of PPP/PFI deals achieving
value for money against public sector comparators, the public sector could rely on
effective competition as being the best and primary value for money test;

•

the monetary assessment of value for money could be undertaken using established
benchmarks rather than a formal public sector comparator, particularly in sectors
such as education where a significant number of PPP/PFI transactions have already
been completed. The benchmarks used could include construction cost per square
metre, life cycle maintenance cost per square metre and cleaning cost per square
metre; and

•

the comparison between the public sector comparator and the private sector bid is
undertaken prior to contract award. However, most PPP/PFI projects involve the
provision of a service for up to 25 years and accordingly, it is important to ensure
that value for money is delivered throughout the project life.

20. There are also wider benefits from making good use of PFI/PPPs so as to encourage a
more pluralistic approach to the delivery of public services. Making good use of PFI/PPP
is an important aspect of the public sector’s role as an intelligent client, encouraging
improvements in the competitiveness of the private sector and of public sector in-house
provision. Where public sector supply markets are genuinely contestable, and a
competitive environment is used as a force for good, this acts to sharpen the performance
of in-house providers as well as contractors. These sorts of gains (where the overall
standard improves) will not be captured in an analysis of the differentials in performance
between the PPP/PFI option and the public sector comparator. Yet these gains are
substantial, including in terms of driving wider cultural change across the public sector.
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21. Effective handling of staff issues is key to the success of PPP/PFI and in other forms of
public procurement. The CBI has pushed for guidance at a national level and was
involved in drafting guidance at a local and national level.4 In each case we worked
closely with the trade unions. We had been concerned that staff interests and service
quality both suffered where contracts were too often awarded on lowest possible price, as
opposed to best value for money (i.e. taking quality into account).
22. It is essential to have a clear understanding of what constitutes good practice in the
handling of workforce issues in public sector contracting. There are various elements:
•

Informing and motivating staff through the process, which is inevitably unsettling.

•

Avoiding the use of “market-testing” or “Compulsory Competitive Tendering” style
competitions, where the in-house team is invited to bid against the private sector.
These types of competitions act against staff interests given that it is difficult to
prepare the staff to transfer across to the private provider and for the staff to meet
private bidders when the in-house team is in the competition

•

Ensuring that the goal really is best value for money as opposed to lowest price.
Essentially, “you get what you pay for”: if the public sector client is aiming for a
quality service, is skilled at securing this and is prepared to pay a fair price for it,
then that client will inevitably be selecting a provider who manages the workforce
well. The provider will only be able to deliver the service by managing the
workforce and providing terms and conditions that recruit, retain and motivate the
staff of the necessary calibre to do the work.

•

Taking account of the commercially relevant workforce factors in procurement
decisions (i.e. those issues that genuinely affect the cost and quality of the services
being delivered). The relevant factors will vary from project to project, but in
general terms this means that when inviting firms to bid and when awarding the
contract, it is important to take account of those issues that relate to the service
provider’s ability to deliver the required service. For example, this could entail
ensuring that a construction firm handles health and safety issues well. IT could
mean discussing with bidders the current skills levels of the staff transferring and the
implications for the training costs (and therefore for the bidder’s price) of raising the
skills levels to the required level.

•

Ensuring that TUPE is applied consistently, so that staff generally transfer across on
the initial outsourcing and on the subsequent re-letting of contracts. This is key for
staff security and it offers better value for money, by removing costly risks from the
process.

23. Poor practice in handling the workforce factors in procurement in the past has
undoubtedly had damaging consequences, in terms of poor value for money to the public
sector, staff resistance to a range of policies around contracting out and dissuading firms
from being involved in public sector markets.
24. However, there are numerous examples of staff who have transferred to the private sector
enjoying more favourable working conditions. This includes better organisation and
management, which has led to higher workforce motivation and better performance.
PPP/PFI creates an effective framework for securing these sorts of results. Furthermore in
many contracts there are guarantees of no compulsory redundancies. In general, the staff
4

The Treasury Taskforce Guidance on PFI; the Cabinet Office guidance on Better Quality Services and on
handling staff transfers; and the DETR statutory guidance on Best Value.

issues are more likely to be handled well in these types of strategic partnership deals than
in small-scale short-term contracts. There, the temptation to award on lowest price is
probably stronger (putting pressure on terms and conditions) and there is far less scope for
discussion of long term continuous improvement, investment and training issues.
25. However we also recognise that in certain projects, especially those involving introducing
Information and Communications Technologies, that there will be significant changes in
both the skills set required and in overall level of employment required. However such
changes are inevitable no matter which procurement route is taken or indeed whether the
service is provided in-house. There needs to be greater acceptance politically, and
throughout society, that such changes are required.
26. It is essential to distinguish between taking account of the commercially relevant
workforce issues in procurement (which is essential to achieving value for money) and
attempting to use public procurement to pursue a social policy agenda. This latter idea is
fundamentally flawed. It is counter-productive because if is not a good way of achieving
social policy goals and it jeopardises value for money.
___________________________________________
27. CBI Scotland believes that PFI/PPPs have a key role to play as part of the solution to
helping to address Scotland’s infrastructure deficit and in dramatically improving the
quality of public services. We would be pleased to contribute any further information and
provide oral evidence if required.

