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FINANCE COMMITTEE
AGENDA
24th Meeting, 2001 (Session 1)
Tuesday 20 November 2001
The Committee will meet at 10.00 am in the Debating Chamber 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—
Stuart Riddell, Head of Association of Chartered Certified Accountants
(ACCA) Scotland;
Andy Wynne, Head of Public Sector Technical Issues (ACCA);
Philip Grant, Head of Infrastructure Finance, Bank of Scotland;
Vernon Sore, Policy and Technical Director, Chartered Institute of
Public Finance and Accountancy (CIPFA);
David Dorward, Vice Chair, CIPFA Scottish Branch;
Lynn Brown, Head of Corporate Finance, City of Edinburgh Council
(Member of CIPFA Scottish Branch);
Bill Davidson, Northlink Orkney and Shetland Ferries Ltd.

3.

Resource Accounting and Budgeting Inquiry: The Committee will consider
the Executive’s response to its report.

4.

Witness Expenses: The Committee will consider witness expenses for its
PFI/PPP Inquiry.
David McGill
Acting Clerk to the Committee
Room G.6, Committee Chambers
Tel. 0131 348 5215
Email: david.mcgill@scottish.parliament.uk
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The papers for this meeting are:
Agenda item 1
Paper by Professor Peter Jackson, Adviser to the Committee
on PFI/PPP inquiry

PRIVATE PAPER

Agenda item 2
Paper by ACCA
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Additional paper by ACCA

FI/01/24/1(a)

Paper by Bank of Scotland

FI/01/24/2

Paper by CIPFA

FI/01/24/3

Paper by Bill Davidson
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Agenda item 3
Executive response to RAB Report

FI/01/24/5
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&DOOXP7KRPSVRQ
&OHUNWRWKH)LQDQFH&RPPLWWHH
&RPPLWWHH&KDPEHUV
6FRWWLVK3DUOLDPHQW
(GLQEXUJK
(+63

0D\
'HDU0U7KRPSVRQ
7HFKQLFDODFFRXQWDQF\PDWWHUVDQGRWKHULVVXHVZKLFKDULVHWKURXJK
3),333
7KH$VVRFLDWLRQRI&KDUWHUHG&HUWLILHG$FFRXQWDQWV $&&$ LVSOHDVHGWR
KDYHEHHQLQYLWHGWRSDUWLFLSDWHLQWKHLQTXLU\LQWRWKHWHFKQLFDO
LPSOLFDWLRQVDQGRWKHULVVXHVDULVLQJIURP3ULYDWH)LQDQFH,QLWLDWLYHV 3),
DQG3XEOLF3ULYDWH3DUWQHUVKLSV 333 :HZHOFRPHWKHLQTXLU\DVD
IRUHUXQQHUWRWKH6FRWWLVK3DUOLDPHQWWDNLQJRUDOHYLGHQFHRQWKLVVXEMHFW
LQWKHVXPPHU
7KHSDSHUKDVEHHQFRQVLGHUHGE\$&&$ V3XEOLF6HFWRU7HFKQLFDO,VVXHV
&RPPLWWHH7KH&RPPLWWHH VPHPEHUVDUHSURIHVVLRQDO&KDUWHUHG
&HUWLILHG$FFRXQWDQWVZLWKFRQVLGHUDEOHH[SHULHQFHRISXEOLFVHFWRU
SUDFWLFH
:HUHVSRQGWRWKHVSHFLILFPDWWHUVUDLVHGIRUFRPPHQWDVIROORZV
6SHFLILF0DWWHUVIRU&RPPHQW


,QSUHSDULQJWKLVVXEPLVVLRQ$&&$GLGQRWSUHVXPHWKDWSXEOLF
VHUYLFHVJHQHUDOO\FDQEHSURYLGHGEHWWHUE\HLWKHUWKHSXEOLFRUWKH
SULYDWHVHFWRU:HEHOLHYHWKDWJRYHUQPHQWV ORFDODQGFHQWUDO DQG
WKHLUDJHQFLHVQHHGWRPDNHWKHEHVWXVHRIUHVRXUFHVDYDLODEOH
ZKHWKHULQWKHSXEOLFYROXQWDU\RUSULYDWHVHFWRUVZKHQDLPLQJWR
GHOLYHUQHZDQGLPSURYHGSXEOLFVHUYLFHVDQGZKHQSURPRWLQJ
HFRQRPLFJURZWKDQGUHJHQHUDWLRQ,WLVRXUYLHZWKDWWKHUHLVQRRQH
EHVWVHUYLFHSURYLVLRQPRGHOZKLFKZLOOPHHWDOOSXEOLFVHUYLFHQHHGV
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DQGREMHFWLYHV
,WLVRXUYLHZWKDWPDQ\OHLVXUHDQGFXOWXUDOVHUYLFHVSURYLGHGE\
SXEOLFVHFWRUHQWLWLHVFRXOGDUJXDEO\EHFODVVHGDVFRPPHUFLDO
DFWLYLWLHVDQGWKHGLVWLQFWLRQEHWZHHQZKDWFRQVWLWXWHVDWUXHSXEOLF
VHUYLFHDQGZKDWGRHVQRWLVEHFRPLQJEOXUUHG$&&$VKDUHVWKH
*RYHUQPHQW VYLHZWKDWERWKVHFWRUVDQGKHQFHWKHHFRQRP\DVD
ZKROHVKRXOGEHDEOHWREHQHILWIURPZHOOVWUXFWXUHGDUUDQJHPHQWV
ZKLFKFRPELQHSULYDWHVHFWRULQYHVWPHQWDQGHQWUHSUHQHXULDOVNLOOV
ZLWKWKHH[SHULHQFHDQGUHVRXUFHVRIWKHSXEOLFVHFWRUZKHQ
GHOLYHULQJPDQ\VHUYLFHV
7KHPDLQDGYDQWDJHWREHJDLQHGIURPIXQGLQJFDSLWDOVFKHPHV
WKURXJK3),333VLVWKDWVXFKDUUDQJHPHQWVFDQRSHQXSDGGLWLRQDO
VRXUFHVRIILQDQFLDOVSRQVRUVKLSDQGFDSLWDOLQYHVWPHQWIRUWKH
SURYLVLRQRIPDQ\SXEOLFVHUYLFHV(QWLWLHVIRUH[DPSOHZKLFKKDYH
WKHDELOLW\WRLQYHVWLQRUKDYHLQYHVWHGLQQHZWHFKQRORJ\DQGZKLFK
KDYHDFFHVVWRVSHFLDOLVWVNLOOVDQGNQRZOHGJHLQDUHDVVXFKDV
SURFXUHPHQWRUIDFLOLWLHVPDQDJHPHQWIRULQVWDQFHFDQRIWHQHQMR\
HFRQRPLHVRIVFDOHJLYLQJWKHPDQDWXUDOPDUNHWDGYDQWDJHRYHU
FRPSHWLWRUVDQGKHQFHWKHPHDQVWRGHOLYHUKLJKTXDOLW\DQGFRVW
HIIHFWLYHVHUYLFHV
6XFKVFKHPHVRIIHUJRYHUQPHQWERGLHVWKHRSSRUWXQLW\WRSURFXUH
VHUYLFHVUDWKHUWKDQDVVHWVDQGKHQFHWKH\DUHDEOHWRDYRLGKDYLQJWR
PDQDJHWKHULVNVDVVRFLDWHGZLWKSURYLGLQJDVVHWLQWHQVLYHVHUYLFHV
OHDYLQJSXEOLFVHFWRUPDQDJHUVWRFRQFHQWUDWHRQGHOLYHULQJFRUH
VHUYLFHV7KHPDLQGLVDGYDQWDJHVDVVRFLDWHGZLWKSURFXULQJVHUYLFHV
WKURXJK3),333VDSSHDUWRVWHPIURPDFFRXQWDELOLW\LVVXHVJHWWLQJ
WKHFRQWUDFWULJKWLQWKHILUVWLQVWDQFHDQGWKHQPRQLWRULQJWKH
FRQWUDFWRUVSHUIRUPDQFHRYHUWLPH7KHIROORZLQJEXOOHWSRLQWV
RXWOLQHSRWHQWLDOSUREOHPDUHDV
•

WKHFRPSOH[LWLHVRI(&SURFXUHPHQWUHJXODWLRQVDQGWHQGHULQJ
SURFHGXUHV IRUH[DPSOHKLQGVLJKWKDVVKRZQWKDWQHJRWLDWHG
SURFHGXUHVJLYHEHWWHUUHVXOWVWKDQ(&UHVWULFWHGSURFHGXUHV 

•

GHVLJQLQJRXWFRPHVHUYLFHVSHFLILFDWLRQVDQGPHDVXULQJ
SHUIRUPDQFHRIDUUDQJHPHQWVZKLFKW\SLFDOO\VSDQFRQVLGHUDEO\
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ORQJWLPHIUDPHV \HDUV 
•

GUDZLQJXSWUDQVSDUHQWPHDVXUHGFRQWLQJHQF\SODQVDQG

•

HQVXULQJWKDWSXEOLFVHFWRUPDQDJHUVKDYHH[FHOOHQWQHJRWLDWLQJ
VNLOOVDQGWUXVWLQJHOHFWHGPHPEHUVWRKDYHORQJWHUPYLVLRQZKLFK
VKRXOGWDNHSUHFHGHQFHRYHUVKRUWWHUPSROLWLFDODVSLUDWLRQV

$&&$LVQRWDZDUHRIDQ\UHDVRQZK\LWLVQHFHVVDU\WRREWDLQSULYDWH
FDSLWDOLQRUGHUWRREWDLQHIILFLHQF\VDYLQJVLQSXEOLFVHUYLFHGHOLYHU\


333SURMHFWVVKRXOGEHVWUXFWXUHGWRSURYLGHLQFHQWLYHVIRUWKH
SULYDWHVHFWRUVXSSOLHUWRSHUIRUPHIILFLHQWO\DQGHIIHFWLYHO\LQRUGHU
WRHQVXUHWKDWVHUYLFHVDUHGHOLYHUHGDWEHVWYDOXHWRFLWL]HQV$&&$
EHOLHYHVWKDWWKHEHVWYDOXHGHWHUPLQDQWVRID333DUHDVIROORZV
•

FRQWUDFWVSHFLILFDWLRQVVKRXOGEHRXWSXWEDVHGDVRSSRVHGWR
VWLSXODWLQJKRZWKHVHUYLFHLVWREHGHOLYHUHGQRXQQHFHVVDU\
FRQVWUDLQWVVKRXOGEHSODFHGRQWKHSULYDWHVHFWRUIRUWKHGHOLYHU\
RIWKHVHRXWSXWV

•

FRQWUDFWVVKRXOGLGHDOO\UHTXLUHWKHFRQWUDFWRUVWRWDNH
UHVSRQVLELOLW\DQGDVVXPHULVNIRUWKHSHUIRUPDQFHRIDVVHWVRYHUD
VLJQLILFDQWSDUWRIWKHLUXVHIXOOLIHLIHIILFLHQFLHVDULVLQJIURPORQJ
WHUPDVVHWPDQDJHPHQWDUHWREHUHDOLVHG

•

SD\PHQWVPDGHWRWKHFRQWUDFWRUVKRXOGEHUHODWHGWR
SHUIRUPDQFH

•

SURMHFWVVKRXOGLQYROYHH[WHQVLYHFRQVXOWDWLRQZLWKWKHFRPPXQLW\
DQGEHVXEMHFWWRDULJRURXVYDOXHIRUPRQH\RSWLRQVDSSUDLVDO
RSWLRQVFRQVLGHUHGVKRXOGLQFOXGHGRQRWKLQJRUGRPLQLPXP
:KHUHDSSURSULDWHWKHDSSUDLVDOVKRXOGLQFOXGHDSXEOLFVHFWRU
FRPSDUDWRU



7KHDVVXPSWLRQVXVHGLQDVVHVVLQJSURMHFWV IRUH[DPSOHGLVFRXQW
UDWHULVNWUDQVIHUDQGUHSD\PHQWSHULRG DUHFULWLFDOIRUHIIHFWLYH
GHFLVLRQPDNLQJ%XVLQHVVSODQVDQGSURMHFWLQYHVWPHQWDSSUDLVDOV
VKRXOGEHVXEMHFWWRDULJRURXVVHQVLWLYLW\DQDO\VLVZLWKULVNV
VXIILFLHQWO\TXDQWLILHG FRQWLQJHQF\SODQVLQVXUDQFHFRVWVWRPLWLJDWH
RUHOLPLQDWHULVN ZLWKLQEXVLQHVVSODQVDQGLQYHVWPHQWDSSUDLVDOV



3XEOLFVHFWRUERGLHVDUHHQFRXUDJHGWRSURFXUHDVVHWLQWHQVLYH
VHUYLFHV VXFKDVVFKRROVSROLFHVWDWLRQVPDJLVWUDWHVFRXUWVDQG
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RWKHUDFFRPPRGDWLRQ IURPWKHSULYDWHVHFWRUVRWKDWWKHSULYDWH
VHFWRURSHUDWRUFDUULHVWKHULVNVDVVRFLDWHGZLWKRZQHUVKLSRIWKH
DVVHWV$VSD\PHQWSDVVHVWRWKHRSHUDWRUIURPFXUUHQWUHYHQXHV
EDVHGRQSHUIRUPDQFHVXFKVFKHPHVDUHFODVVHGDVUHYHQXHSURMHFWV
DVRSSRVHGWRFDSLWDOSURMHFWV7KLVW\SHRIVFKHPHHOLPLQDWHVWKH
QHHGWRDFFRXQWIRUWKHDVVRFLDWHGDVVHWVDQGSURMHFWFRVWV H[FHSW
SHUKDSVWKHGHFRPPLVVLRQLQJFRVWVRIROGDVVHWV LQWKHFDSLWDO
SURJUDPPH
:LWKRXWDVXIILFLHQWOHYHORIULVNWUDQVIHUWKHVXEVWDQFHRI
WUDQVDFWLRQVDUHOLNHO\WRYLHZHGDVILQDQFLQJDUUDQJHPHQWV LQHIIHFW
JLYLQJWKHSXEOLFERG\DFFHVVWRERUURZHGIXQGVWKURXJKDILQDQFH
OHDVHRUGHIHUUHGSD\PHQW 7KH'(75 VH[SODQDWRU\QRWHRQ3),DQG
SXEOLFSULYDWHSDUWQHUVKLSVLQORFDOJRYHUQPHQWSRLQWVRXWWKDWJLYHQ
VXIILFLHQWULVNWUDQVIHUWKHFDSLWDOLQYHVWPHQWXQGHUWDNHQE\WKH
SULYDWHVHFWRUZLOOQRWVFRUHDJDLQVWSXEOLFVHFWRUFDSLWDOVSHQGLQJ
OLPLWVFKDQJHVWRWKH&DSLWDO)LQDQFH5HJXODWLRQVPHDQWKDW
SURMHFWVPHHWLQJVSHFLILHGFULWHULDZLOOUHTXLUHUHGXFHGRUQRFUHGLW
FRYHUGHSHQGLQJRQWKHSUHFLVHFLUFXPVWDQFHVDQGFDQWKHUHIRUHEH
XQGHUWDNHQRXWVLGHDQDXWKRULW\ VFDSLWDOEXGJHW
,WPD\EHSRVVLEOHWRVHSDUDWHRXWFDSLWDOFRVWVRUFKDUJHVIURP
RSHUDWLRQDOFRVWVLQRUGHUWRPDNHFRPSDULVRQVEHWZHHQOLNHSURMHFWV
FDUULHGRXWE\SXEOLFDQGSULYDWHVHFWRUHQWLWLHVDQGWRHVWDEOLVK
EHQFKPDUNVRUFRVWLQGLFDWRUVIRUGHWHUPLQLQJHIILFLHQF\VDYLQJV
  7KHLQWURGXFWLRQRI5HVRXUFH$FFRXQWLQJDQG%XGJHWLQJ 5$% GRHV
QRWSURYLGHDPHFKDQLVPIRUWUDFNLQJWKLVIRUPRISXEOLFVHFWRU
FDSLWDOLQYHVWPHQWEXWLWGRHVJRDORQJZD\WRZDUGVHQVXULQJWKDW
SXEOLFVHFWRUDFFRXQWVDUHSUHSDUHGRQDFRPSDUDEOHEDVLVZLWKWKH
SULYDWHVHFWRUZKLFKLQWXUQVKRXOGSURYLGHEHWWHULQIRUPDWLRQIRU
GHFLVLRQPDNLQJSXUSRVHV
7KH5$%LPSOLFDWLRQVRIDWUDQVIHUIURPFDSLWDOFKDUJHVWRUHYHQXH
IXQGLQJDUHWKDWDRQHOLQHHQWU\IRUWKHSURYLVLRQRIDVHUYLFHZRXOG
DSSHDULQWKHFXUUHQWUHYHQXHDFFRXQWRIWKHSXEOLFVHFWRUHQWLW\ LQ
DGGLWLRQWKHUHZRXOGDSSHDUWKHFOLHQWFRVWVRIPDQDJLQJWKH
FRQWUDFW DQGWKHUHZRXOGQRWEHDQ\IL[HGDVVHWVDVVRFLDWHGZLWK
GHOLYHU\RIWKHVHUYLFHLQWKHEDODQFHVKHHW XQOHVVDFRQWUDFWXDO
DUUDQJHPHQWDOORZHGIRUWKHWUDQVIHUEDFNRIDVVHWVRYHUDFHUWDLQ
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WLPHIUDPH 
6RPH333VWDNHWKHIRUPRIMRLQWYHQWXUHFRPSDQ\ -9& ZLWKWKH
SXEOLFDQGSULYDWHVHFWRUVZRUNLQJWRJHWKHUWRLQFUHDVHFDSLWDO
LQYHVWPHQWWRDVVLVWVHUYLFHGHOLYHU\RUWRHQFRXUDJHHFRQRPLF
GHYHORSPHQWDQGXUEDQUHJHQHUDWLRQ7KHSXEOLFVHFWRUHQWLW\ZRXOG
KDYHWRDFFRXQWIRULWVVKDUHRIDFWLYLWLHVLQFOXGLQJWKHH[WHQWWR
ZKLFKLWRZQHGWKHDVVHWVDQGOLDELOLWLHVRIVXFKVFKHPHV



3),VZKLFKLQYROYHFRPSOHWHSULYDWLVDWLRQGRQRWDSSHDULQSXEOLF
VHFWRUDFFRXQWVQHYHUWKHOHVVDVVRFLDWHGUHJXODULW\FRVWVQHHGWREH
EXLOWLQWRWKHEXGJHW:LWKKRXVLQJSULYDWLVDWLRQIRUH[DPSOH
KRXVLQJEHQHILWFRVWVPD\ULVHDVDGLUHFWUHVXOWRIULVLQJFRVWVLQWKH
VRFLDOKRXVLQJVHFWRURYHUZKLFKWKHSXEOLFVHFWRUKDVQRFRQWURO
0RVW3),333V RWKHUWKDQSULYDWLVDWLRQ W\SLFDOO\VSDQ\HDUV
DQGWKHUHIRUHSURYLGLQJWKDWFRQWUDFWVKDYHEHHQVWUXFWXUHGLQVXFK
DZD\VRDVWRDOORZVHUYLFHFRVWVWRULVHLQOLQHZLWKVSHFLILFLQIODWLRQ
LQGLFHVWKHQDGHJUHHRIFHUWDLQW\LVSURYLGHGRYHUWKHWHUPRIWKH
FRQWUDFWIRUEXGJHWLQJSXUSRVHV5LVNPDQDJHPHQWVWUDWHJLHVVKRXOG
DOORZIRUPHDVXUHGFRQWLQJHQF\FRVWVWREHLQFOXGHGLQWKHEXGJHWLQ
WKHHYHQWRIFRQWUDFWIDLOXUH
6RPHSURMHFWVZLOOHDUQDGGLWLRQDOUHYHQXHVXSSRUWIURPFHQWUDO
JRYHUQPHQW,WLVLPSRUWDQWWRDVFHUWDLQZKLFKSURMHFWVTXDOLI\IRU
VXFKVXSSRUWDQGWRLGHQWLI\KRZLWLVWREHLQFRUSRUDWHGZLWKLQWKH
%DUQHWIRUPXOD



$OWKRXJKVRPHDVSHFWVRID3),333FRQWUDFWPLJKWEHFRPPHUFLDOO\
VHQVLWLYHDXWKRULWLHVDUHHQFRXUDJHGWRPDNHDVPXFKRIWKHFRQWUDFW
GHWDLODYDLODEOHWRWKHSXEOLFDVLVFRQVLGHUHGSRVVLEOH0XFK
RSHUDWLRQDOGHWDLOVKRXOGEHPDGHSXEOLFDQGSULYDWHVHFWRU
RSHUDWRUVVKRXOGQRWEHDOORZHGWRZRUNWRVWDQGDUGVORZHUWKDQ
WKRVHSUHYDLOLQJLQWKHSXEOLFVHFWRU)RUH[DPSOHLIDXWKRULWLHV
RSHUDWHHTXDORSSRUWXQLWLHVSUDFWLFHVKDYHHWKLFDOLQYHVWPHQW
SROLFLHVDQGRSHUDWHHQYLURQPHQWDOO\IULHQGO\ZDVWHPDQDJHPHQW
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V\VWHPVWKHQFRQWUDFWRUVVKRXOGEHUHTXLUHGWRRSHUDWHOLNHSROLFLHV


:KHQHPSOR\HHVWUDQVIHUWRWKHSULYDWHVHFWRUXQGHU783(
DJUHHPHQWVLWLVHVVHQWLDOWKDWVWDIIDUHWUDQVIHUUHGIRUWKHULJKW
UHDVRQV6LPLODUO\LIUHGXQGDQF\SD\PHQWVDUHEXLOWLQWRWKH
DJUHHPHQWWKH\VKRXOGEHFDOFXODWHGRQDIDLUDQGWUDQVSDUHQWEDVLV
(PSOR\HHVVKRXOGEHNHSWLQIRUPHGDQGEHFRQVXOWHGWKURXJKRXWWKH
SURFHVV,IWKHWUDQVIHULVVHHQWREHXVHGDVDPHDQVRIJHWWLQJULGRI
VXUSOXVVWDIIWKURXJKWKHSULYDWHVHFWRUWKHQDQDLURIGLVWUXVWZLOOEH
IRUPHGDURXQGWKHLQLWLDWLYH

:HKRSHWKDWRXUFRPPHQWVSURYHKHOSIXOWR\RXLQ\RXULQTXLU\,I\RX
KDYHDQ\TXHULHVSOHDVHGRQRWKHVLWDWHWRFRQWDFW*HRUJLQD$\OLQJ
6HFUHWDU\WRWKH3XEOLF6HFWRU7HFKQLFDO,VVXHV&RPPLWWHH/LQFROQ V,QQ
)LHOGV/RQGRQ:&$((RUHPDLOJD\OLQJ#DFFDJOREDOFRPRUWHOHSKRQH


<RXUVVLQFHUHO\

6WXDUW5LGGHOO +HDGRI$&&$6FRWODQG

3DJH

FI/01/24/1(a)

7KH3ULYDWH)LQDQFH,QLWLDWLYHDQG3XEOLF3ULYDWH
3DUWQHUVKLSV
$Q(QTXLU\E\WKH6FRWWLVK3DUOLDPHQW

(YLGHQFHIURPWKH$VVRFLDWLRQRI&KDUWHUHG&HUWLILHG$FFRXQWDQWV
1RYHPEHU

3DJH
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$&&$LVWKHODUJHVWDQGIDVWHVWJURZLQJJOREDOSURIHVVLRQDODFFRXQWDQF\
ERG\ZLWKQHDUO\PHPEHUVDQGVWXGHQWVLQFRXQWULHV$&&$
KHDGTXDUWHUVDUHLQ/RQGRQDQGLWKDVVWDIIHGRIILFHVDURXQGWKHZRUOG
$&&$ VPLVVLRQLVWRSURYLGHTXDOLW\SURIHVVLRQDORSSRUWXQLWLHVWRSHRSOHRI
DELOLW\DQGDSSOLFDWLRQWREHDOHDGHULQWKHGHYHORSPHQWRIWKHJOREDO
DFFRXQWDQF\SURIHVVLRQWRSURPRWHWKHKLJKHVWHWKLFDODQGJRYHUQDQFH
VWDQGDUGVDQGWRZRUNLQWKHSXEOLFLQWHUHVW
)XUWKHULQIRUPDWLRQRQ$&&$LVDYDLODEOHRQ$&&$ VZHEVLWH
ZZZDFFDJOREDOFRP

3DJH
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([HFXWLYH6XPPDU\
7KH$VVRFLDWLRQRI&KDUWHUHG&HUWLILHG$FFRXQWDQWV $&&$ LVSOHDVHGWR
KDYHEHHQDVNHGWRSURYLGHHYLGHQFHWRWKH)LQDQFH&RPPLWWHHDVSDUWRI
WKH6FRWWLVK3DUOLDPHQW VHQTXLU\LQWRWKH3ULYDWH)LQDQFH,QLWLDWLYHDQG
3XEOLF3ULYDWH3DUWQHUVKLSV
7KH3ULYDWH)LQDQFH,QLWLDWLYH 3), DQG3XEOLF3ULYDWH3DUWQHUVKLSV 333
KDYHEHHQVKURXGHGLQFRQWURYHUV\)RUH[DPSOHWKH6N\H%ULGJHRQHRI
WKHILUVW3),SURMHFWVKDVEHHQVXEMHFWWRVXVWDLQHGORFDORSSRVLWLRQ
2SLQLRQLVDWEHVWGLYLGHGRQWKHYDOXHRIXVLQJ333WRLPSURYHWKHTXDOLW\
RISXEOLFVHUYLFHV,QDUHFHQWVXUYH\E\WKHPDJD]LQH3XEOLF)LQDQFHRQO\
RQHLQWHQVHQLRUSXEOLFVHFWRUILQDQFHPDQDJHUVH[SUHVVHGVWURQJVXSSRUW
IRUWKHVWDWHPHQWWKDW
3),DQGRWKHUIRUPVRI3XEOLF3ULYDWH3DUWQHUVKLSVDUHKDYLQJDEHQHILFLDO
HIIHFWRQSXEOLFVHUYLFHV 
-DPHV6WXDUW&KLHI([HFXWLYHRI3DUWQHUVKLSV8.DGPLWWHGODVWPRQWK
WKDWWKH*RYHUQPHQWIDFHVDQXSKLOOWDVNLQFRQYLQFLQJWKHSXEOLFRIWKH
QHHGIRU3),GHDOV
:KHWKHUXVLQJ333ZLOOHQVXUHYDOXHIRUPRQH\LVVWLOOODUJHO\DSROLWLFDO
UDWKHUWKDQSURIHVVLRQDORSLQLRQDVWKHUHLVVROLWWOHHYLGHQFHRIWKH
RXWFRPHRIVXFKDJUHHPHQWV,QDUHFHQWUHSRUWWKH$XGLW&RPPLVVLRQ
VWDWHGWKDWLWZDV WRRHDUO\WRVD\ZKHWKHU3),FRQWUDFWVJHQHUDOO\RIIHU
WKHSXEOLFVHFWRUORQJWHUPYDOXHIRUPRQH\ 7KHRIWHQTXRWHG$UWKXU
$QGHUVHQ/RQGRQ6FKRRORI(FRQRPLFVVWXG\  LVIODZHGDVLWLVEDVHG
RQH[HUFLVHVWRFRPSDUHWKHFRVWVRI3),DQGGLUHFWSURYLVLRQZKHUHLWZDV
EHOLHYHGWKDWRQO\LIWKH3),RSWLRQZHUHVKRZQWREHFKHDSHUZRXOG

3DJH

FI/01/24/1(a)

DSSURYDOEHJDLQHGIRUWKHSURMHFWV7KXVWKHDLPRIHDFKH[HUFLVHZDVWR
VKRZWKDWWKH3),RSWLRQZRXOGSURYLGHYDOXHIRUPRQH\
7KH8.JRYHUQPHQWLVKRZHYHUFRQYLQFHGWKDW WKHSULYDWHDQGYROXQWDU\
VHFWRUVFDQSOD\DUROH«>DQG@ZKHUHXVHRIWKHPFDQLPSURYHSXEOLF
VHUYLFHVQRWKLQJVKRXOGVWDQGLQWKHZD\RIWKHLUXVH  7RQ\%ODLU
2FWREHU $VDUHVXOWLQWKHVKRUWWHUPDWOHDVW333VDUHRIWHQWKH
RQO\VKRZLQWRZQ LQWKDWLWLVRQO\E\WKHVHDSSURDFKHVWKDWWKH
QHFHVVDU\DSSURYDOIRUFDSLWDOLQYHVWPHQWZLOOEHJDLQHG
7KHUHPD\EHDOWHUQDWLYHVZKLFKZRXOGDOORZSXEOLFO\IXQGHGFDSLWDO
LQYHVWPHQWDQGWKHVHPD\EHZRUWKH[SORULQJ2QHSRVVLELOLW\ZRXOGEHWR
XVHSXEOLFIXQGVIRURQHDVSHFWRIDGHYHORSPHQWDQGWRXVH3),333IRU
RWKHUDVSHFWV:HDUHQRWDZDUHRIDQ\ZRUNZKLFKKDVEHHQXQGHUWDNHQLQ
WKLVDUHD
7KH6FRWWLVK3DUOLDPHQWPD\FRQVLGHUWKDWLWLVZRUWKPDNLQJWKHFDVHIRU
LWWREHJLYHQJUHDWHUIUHHGRPWRIXQGGLUHFWSXEOLFVHFWRUFDSLWDO
LQYHVWPHQW7KH&RPPLVVLRQRQ3XEOLF3ULYDWH3DUWQHUVKLSV -XO\
FRPPHQWHGWKDWWKHUHVKRXOGEH DQHYLGHQFHGEDVHGDSSURDFKWRSROLF\
$FRPPLWPHQWLVQHFHVVDU\WRSLORWPRQLWRUDQGV\VWHPDWLFDOO\HYDOXDWHD
VSHFWUXPRISDUWQHUVKLSDUUDQJHPHQWV'HSHQGLQJRQWKHHYLGHQFHWKDW
HPHUJHV333FRXOGEHUROOHGRXWRUUROOHGEDFN 
$VDUHVXOWRIWKHFXUUHQWXVDJHRI3),DQG333WKH\ZLOOUHPDLQD
VLJQLILFDQWIHDWXUHRISXEOLFILQDQFHIRUVRPH\HDUVWRFRPHUHJDUGOHVVRI
ZKDWHYHUIXWXUHFKDQJHVRISROLF\ZKLFKPD\RFFXU,QWKLVVLWXDWLRQLWLV
LPSRUWDQWWKDWWKH\DUHPDQDJHGHIILFLHQWO\7KHUHPDLQGHURIWKLVSDSHU
FRQVLGHUVFHUWDLQDVSHFWVRIWKHPDQDJHPHQWRISULYDWHSURYLVLRQRISXEOLF
VHUYLFHVZKLFKZHEHOLHYHDUHSDUWLFXODUO\VLJQLILFDQW
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FRUUHFWDSSURDFKIRUHDFKSURMHFW7KHVHFULWHULDVKRXOGLQFOXGHWKH
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WKHQEHPRQLWRUHGWKURXJKRXWWKHSURFXUHPHQWSURFHVVDQGWKHOLIH
RIWKHSURMHFWWRHQVXUHWKDWDJUHHGREMHFWLYHVDQGVXFFHVVFULWHULD
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XVHGWRLQIRUPIXWXUHGHFLVLRQVRQWKHPRVWVXLWDEOHDSSURDFKIRU
LQYHVWPHQWLQSXEOLFVHUYLFHV
/HQJWKRIWLPHWDNHQWRVLJQFRQWUDFWV
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SURFXUHPHQWSURFHVVLVORQJDQGFRPSOH[DQGUHTXLUHVDJUHDWGHDORI
VHQLRUPDQDJHPHQWWLPH7KH$XGLW&RPPLVVLRQIRXQGWKDWWKH
DYHUDJHWLPHWRFRPSOHWHD3),GHDOZDVRYHUWZR\HDUV3XEOLF
VHFWRURUJDQLVDWLRQVZLOOKDYHWRZDLWWKUHHWRIRXU\HDUV DWD
PLQLPXP EHIRUH3),333VFKHPHVDUHRSHUDWLRQDO



3XUFKDVHUVVKRXOGHQVXUHWKDWPRUHWKDQRQHFRQWUDFWRUUHPDLQVLQ
WKHSURFXUHPHQWSURFHVVIRUDVORQJDVSRVVLEOH7KH$XGLW
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H[FOXVLYHQHJRWLDWLRQZLWKRQO\RQHFRQWUDFWRUIRUPRUHWKDQQLQH
PRQWKV

3DJH



FI/01/24/1(a)

,ISXUFKDVHUVDUHWRUHGXFHWKHOHQJWKRIWLPHWDNHQWRFORVH3),GHDOV
WKH\VKRXOG
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GHPRQVWUDWHDFOHDUSXUSRVHDQGDVWURQJYLVLRQRIWKHGHVLUHG
RXWFRPHVRIWKHVFKHPH

•

WUDQVODWHWKDWYLVLRQLQWRDVLPSOHRXWSXWVSHFLILFDWLRQDQGUHVLVW
WKHWHPSWDWLRQWRPDNHUHJXODUFKDQJHVWRWKHVSHFLILFDWLRQ

•

JHWHDUO\FRPPLWPHQWWRWKHVFKHPHIURPNH\VWDNHKROGHUV

•

VHWXSDSURMHFWPDQDJHPHQWVWUXFWXUHZKLFKDOORZVIRUDQ
DSSURSULDWHOHYHORIGHOHJDWLRQWRNH\RIILFHUVDQGLVLQWHJUDWHG
ZLWKH[LVWLQJGHFLVLRQPDNLQJSURFHVVHV

•

DJUHHDFOHDUSURMHFWSODQHVWDEOLVKSURMHFWPLOHVWRQHVDQG
PRQLWRUSURJUHVVDJDLQVWWKHSODQRQDUHJXODUEDVLV

•

DJUHHWKHNH\FRQWUDFWXDOWHUPVLQFOXGLQJSD\PHQWPHFKDQLVPV
DQGULVNWUDQVIHUVSULRUWRLVVXLQJWKHLQYLWDWLRQWRQHJRWLDWHLQ
RUGHUWRIRUFHELGGHUVWRLQGLFDWHWKHLUSRVLWLRQHDUO\RQLQWKH
QHJRWLDWLRQSURFHVV
DQG

•

EHFOHDUDERXWKRZWKH\DUHJRLQJWRHYDOXDWHELGV

6RXUFH$XGLW&RPPLVVLRQ
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UDWKHUWKDQKDGEHHQXVHGLQWKHLUHYDOXDWLRQ
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FLUFXPVWDQFHVWHFKQRORJ\RURWKHULPSURYHPHQWVWRVHUYLFHGHOLYHU\
ZKLFKPD\EHFRPHDYDLODEOHGXULQJWKHFRQWUDFWSHULRG$OO3),333
FRQWUDFWVVKRXOGIRUH[DPSOHKDYHH[SOLFLWSURYLVLRQVIRUVKDULQJ
VXSHUSURILWVDULVLQJIURPUHILQDQFLQJGHDOV$QXPEHURI3),333
KDYHQRWEHHQVXFFHVVIXOIRUH[DPSOHWKHSURYLVLRQRI,7V\VWHPVDW
WKH3DVVSRUW2IILFHDQGLQPDJLVWUDWHRIILFHV,WLVQHFHVVDU\WR
HQVXUHWKDWVXLWDEO\GHWDLOHGFRQWLQJHQF\SODQVDUHGHYHORSHGWR
DYRLGWKHSXEOLFVHFWRUEHDULQJWKHFRVWVRISRWHQWLDOSULYDWHVHFWRU
IDLOXUH
'HYHORSLQJDQGPDLQWDLQLQJSXEOLFVHFWRUH[SHUWLVH
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PDGHDYDLODEOHWRRWKHUSXEOLFVHFWRURUJDQLVDWLRQV:LWKRXWWKLVWKH
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SULYDWHVHFWRUPD\KDYHDVLJQLILFDQWDGYDQWDJHGXULQJWKHOHQJWK\
DQGFRPSOH[SURFXUHPHQWSURFHVV


7KH1DWLRQDO$XGLW2IILFHKDVVWDWHGWKDW
7KHUHLVQRVXEVWLWXWHIRUWKHNQRZOHGJHWKDWLVDFTXLUHGZKLOH
GHYHORSLQJDQGQHJRWLDWLQJD3),GHDO7KHSXEOLFVHFWRUQHHGVWR
UHWDLQVWDIIZLWKH[SHULHQFHRI3),GHDOVDQGWRXVHWKHUHH[SHULHQFH
RQIXWXUHGHDOV 



7HDPVRIPDQDJHPHQWDGYLVRUVVKRXOGEHHVWDEOLVKHGFHQWUDOO\DQGEH
PDGHDYDLODEOHWRZRUNZLWKRUJDQLVDWLRQVPDQDJLQJ3),333
SURMHFWV$FURVVWKHSXEOLFVHFWRUWKHVWDWXVDQGFDUHHUVWUXFWXUHRI
SURFXUHPHQWRIILFHUVVKRXOGEHVLJQLILFDQWO\HQKDQFHG
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 $FFRXQWDELOLW\KDVDOZD\VEHHQDNH\DVSHFWRISXEOLFVHUYLFHV7KH
LQYROYHPHQWRISULYDWHDQGYROXQWDU\SURYLGHUVLQSXEOLFVHUYLFH
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WKDQLQWKHUHVWRIWKHHFRQRP\

•

SHUIRUPDQFHGDWDRQVHUYLFHVSURYLGHGWKRURXJKSDUWQHUVKLSV
DOZD\VEHLQJPDGHSXEOLFO\DYDLODEOH

•

WKHPDQGDWRU\IUDPHZRUNIRUGLVFORVLQJLQIRUPDWLRQFXUUHQWO\
H[LVWLQJLQWKH1+6EHLQJH[WHQGHGWRDOO3),333SURMHFWV
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Mr Mike Watson MSP
Room 4.6 PHQ
Scottish Parliament
Edinburgh
EH99 1SP
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Direct Line:
0131-659-0539
Switchboard: 0131-442-7777
Fax:
0131-659-0591
(Auto CCITT Groups 2 & 3)

Our Ref :

PG/SM

Your Ref:

11th June 2001
Dear Mr Watson
SCOTTISH PARLIAMENT
FINANCE COMMITTEE INQUIRY INTO PFI/PPP
INTRODUCTION
We refer to your letter requesting responses to specific questions in anticipation of the
forthcoming enquiry. Our responses are brief in anticipation of a more expansive
exploration of the issues before the Committee.
Bank of Scotland (“the Bank”) is a top 50 FTSE Company. Founded in 1695 and
headquartered in Edinburgh, it has a market capitalisation of £9.5 billion and its annual
pre-tax profits in the year to 28th February 2001 were £981 million. The Bank currently
employs some 19,000 people and has a strong commitment to the communities of
Scotland. We see the lending and investments that we make in UK Infrastructure as an
integral part of this. We believe our activities in Infrastructure Finance make a positive
contribution the economy of Scotland and the quality of life the people of Scotland. We
also export our skills to projects across the UK and overseas.
The Bank is a leading funder and sponsor of Private Finance Initiative (“PFI”) and Public
Private Partnership (“PPP”) projects and has been so since the inception of the process in
the mid 1990’s. A total of 56 Bank of Scotland projects have reached financial close.
The Infrastructure Finance team comprises 30 professionals based in Edinburgh and
London. This team has, to date, completed the funding of 11 Scottish PFI projects with a
total capital value of circa. £400 million. Furthermore the Bank is supporting bidding
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consortia for a further 7 Scottish projects with an aggregate capital value of over £200
million.

Our experience to date is that the PFI/PPP model delivers major capital projects on time
and cost within a stable contractual and financial framework. It is now central to the
development of essential Infrastructure and the provision of high quality public services in
Scotland, the UK and beyond.
RESPONSES TO QUESTIONS
1.What are the advantages and disadvantages to the Public Sector funding capital
expenditure in this way?
The main advantages which we see to the process are:
1. The contractual concentration on delivering to, or beyond, a service standard defined
by the Public Sector.
2. The transfer of risks to the private sector. These risks include construction cost and
time over runs, operating costs, asset replacement, lifecycle costs and availability of
services.
3. Cost predictability and stability to the Public Sector.
4. Generation of innovative “whole” solutions focussed on delivering services outputs
defined by the Public Sector.
5. A focus on a whole life cycle cost maintenance regime avoiding the deterioration over
time of the asset base and associated services.
6. Accelerated and improved project management of the Capital Programme.
The main disadvantages are:
1. Time delays associated with the tendering and contractual process.
2. There can be complex contractual arrangements which are expensive to formalise and
may inhibit innovative flexibility during the operating phase.
3. There is a possibility that an elaborate tendering process may reduce competition,
particularly for smaller projects.
What is the basis for the argument that private capital is required to obtain
efficiency savings and service delivery?
Our view is that private capital and the action of the market contributes to achieving
efficiency savings in service delivery. To service the return requirements of private
capital, the Private Sector is incentivised to create value through meeting and exceeding
the service output specifications of the Public Sector within its definition of Affordability.
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This is delivered through a project framework which incentives and penalises the Private
Sector against predetermined standards.
The nature of the competitive process relating to the overall project, and the funding
thereof, delivers improvements in solutions and processes as well as reductions in costs.
Private capital has sponsored and funded the PFI process since its inception contributing
to the development of the current model.
As the model evolves the provision of private capital will continue to be integral to the
provision of public services.
What are the best value determinants for PPP?
The best value determinant for PPP is a comparison (value measure) of the Private Sector
solution to that of the Public Sector i.e. a comparison of a traditionally procured asset and
service through the Public Sector route against the PPP/ PFI alternative. This measure
requires to accommodate design solutions, service outputs, construction and asset costs,
time to delivery, lifecycle costs, operating costs / efficiencies, service standards and cost
of capital.
We believe that the process can deliver innovative design and service provision together
with cost stability over the life of a project. The Public Sector derives value by benefiting
from a consistently high standard of service and facilities over the whole life of the
concession, irrespective of external economic considerations and other influences.
How relevant are the assumptions used in assessing projects (eg discount rate,
repayment period, risk transfer)?
We believe that the key issue is an assessment of any project’s affordability. This is
typically expressed as its net present value. Further criteria that are useful when
assessing projects are:
1.
2.
3.
4.
5.
6.

The public sector comparator.
The output specification and ability of the project to meet this.
The cost of capital and its relationship to the capital structure.
The quality and experience of consortium members.
The requirements of the Public Sector client; to ensure it is getting an optimised
capital structure.
The long term expectations of consortium members should be aligned with long
term requirements of the Public Sector.

What are the costs of the capital programme? Is it possible to separate out capital
charges from efficiency savings
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Typically the cost of the capital programme is a blended project IRR of c. 7.0% (real, ie
excluding inflation). We doubt that it is possible to separate out capital charges from
efficiency savings.

To what extent is open consultation possible given “commercial confidentiality”
requirements?
As a financial participant in the PPP/PFI process we are comfortable with open
consultation. Any financing package and its costs are transparent to the Public Sector and
its advisers. Whilst we would not wish this information shared widely during the
competitive tendering process, following financial close of the transaction we would be
supportive of open consultation subject to the important caveat of meeting our obligations
to customer confidentiality.
What has been the experience of this form of investment on Public Sector
employees?
From our involvement in the bidding process of PFI/PPP transaction we are aware
increasingly of the importance of this issue to the Public Sector in assessing PFI bids. In
our experience, our Construction and Facility Management partners are required to satisfy
the Public Sector on their credentials, policies and practices as employers.

The Bank is committed to taking an active role in the development of PPP/PFI in
Scotland and beyond. I would be pleased to expand upon any of the forgoing comments if
it would assist the Committee in its deliberations.

Yours sincerely

Philip Grant
Head of Infrastructure Finance
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CIPFA is one of the leading professional accountancy bodies in the UK and the only one
that specialises in the public services. It is responsible for the education and training of
professional accountants and for their regulation through the setting and monitoring of
professional standards.
CIPFA’s members work (often at the most senior level) in public service bodies, in the
national audit agencies and major accountancy firms. They are respected throughout for
their high technical and ethical standards, and professional integrity. CIPFA also
provides a range of high quality advisory, information and training and consultancy
services to public service organisations. As such, CIPFA is the leading independent
commentator on managing and accounting for public money.

CIPFA
8 North West Circus Place
Edinburgh
EH3 6ST
Contact:

Angela Scott
Senior Manager – Policy & Technical Services
0131 220 4316
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1.0

INTRODUCTION

1.1
CIPFA is pleased to submit this memorandum of comments to the Scottish
Parliament’s Finance Committee’s inquiry into PFI/PPP.
1.2
Earlier this year, through the work of its Treasury Management Panel, CIPFA
published guidance for finance directors in the public services on public private
partnerships and this memorandum of comments draws on the work undertaken by
CIPFA for that guidance. In addition, CIPFA has undertaken extensive work in the area
of accounting for best value and this memorandum in particular draws on the work
currently being undertaken in the area of accounting for partnerships.
1.3
The Institute’s views were sought specifically on any “technical accountancy
matters” which arise through PFI/PPPs and also on a number of specific issues. Section 2
of this response therefore deals with the accountancy matters and Section 3 with the
specific issues raised. Accounting for PFI was previously an issue of huge debate
amongst the accountancy profession. However, following the issue of guidance from the
Accounting Standards Board, the matter now attracts little substantive debate and local
authorities are fully complying with the accounting requirements.
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TECHNICAL ACCOUNTANCY MATTERS

Accounting Requirements for PFI Transactions
2.1
On 10 September 1998, the Accounting Standards Board published an
amendment to FRS 5 Reporting the Substance of Transactions by way of a new
Application Note F ‘Private Finance Initiative & Similar Contracts’. The Application
Note provided guidance on the accounting transactions required in relation to a PFI
contract and also provided guidance on the question of which contract partner should
recognise the asset and liability associated with the contract in their balance sheet. The
requirements of Application Note F were included in Technical Note No. 1 (Revised)
issued by the Treasury Private Finance Taskforce in 1999. This note sets out the
mandatory accounting treatments for bodies included in Resource Accounting and
Budgeting.
2.2
For local authorities, the Code of Practice on Local Authority Accounting (the
SORP) defines ‘proper practice’ as regards producing an authority’s statement of
accounts and the SORP adopts FRS 5 and the concept of substance over form and the
disclosure requirements of Application Note F.

Current technical accountancy matters being addressed by the Institute
2.3
When CIPFA issued its Best Value Accounting Code of Practice on 25 February
2000, it acknowledged that it would need to develop its initial guidance on how to
account for partnerships because the modernising agenda for government promotes
partnership approaches and local authorities are increasingly engaging in partnership
approaches to service delivery.
2.4
CIPFA is of the view that authorities participate in partnerships for a wide variety
of reasons. Examination of these reasons showed that to evaluate the cost effectiveness of
partnerships properly local authorities need access to information normally beyond the
scope of their traditional financial and management information systems. For example
they need to know:
•
•
•
•

The value of external funds levered in by each partnership
The value of economies achieved through individual partnerships
The extra costs (direct, indirect and opportunity) of different partnerships
The outputs or outcomes achieved by individual partnerships

2.5
Authorities are therefore looking for advice from CIPFA that helps them to
review the cost effectiveness of their partnership activities.
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2.6
In December 2000 CIPFA issued its consultation paper “Accounting for
Partnerships in the context of Best Value”. It presented the following four possible
options. These are summarised below: :
Option 1: where an authority records only the transactions that it as an entity in its own
right is responsible for. This was referred to as the stewardship option.
Option 2: extends option 1 to include grant funds received and then passed on to other
separate entities if a local authority is the Accountable Body and is therefore liable to
repay any grant spent by another body that was not spent in accordance with the
conditions of the grant. This was called the accountability option.
Option 3: is the use of group accounts. The consultation paper noted that any move to
Group Accounts must be preceded by changes to the SORP.
Option 4: where the contents of local authority financial records and performance reports
are extended to include the gross expenditure of partnerships that the authority works
with, facilitates or partly funds and contributions made by other organisations towards the
funding of the partnerships would be shown as income. This was labelled the Enabling
Council Option.

2.7
CIPFA must ensure that any proposals for partnership accounting are technically
correct and comply with Generally Accepted Accounting Practice (GAAP). The correct
treatment of a public-private partnership under GAAP will depend on the exact structure
of the arrangement. Contracts might result in a structure which involved the public
authority in a joint venture with the private sector, or in the purchaser having an interest
in a specific vehicle which would class as an associate under GAAP. However, many
arrangements will be treated as simply a contract for services, raising no 'partnership
accounting' issues.
2.8
The consultation paper recognised that neither Option 1 or 2 fully comply with
UK GAAP. Neither takes any account of the group accounting requirements required by
FRS 2 (Accounting for Subsidiary Undertakings) nor FRS 9 (Associates and Joint
Ventures). Both options ignored the element of FRS 5 (Reporting the Substance of
Transactions) that refers to the treatment of quasi-subsidiary organisations ie a company,
trust, partnership or other arrangement that is controlled by an authority even though it is
not a subsidiary.
2.9
The consultation paper recognised that Option 1 further failed to take account of
the main provisions of FRS 5. It does not reflect the substance of the transactions that a
local authority, acting as accountable body, is responsible for.
2.10 Under UK GAAP Group Accounts reporting requirements are governed by FRS
2, FRS5 and FRS 9. Group Accounts show the transactions that an authority
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controls/influences through subsidiaries, associates and other joint arrangements. The
consultation paper noted that there was an argument that, in Best Value terms, any
accounts, financial statements or performance reports that do not include these
transactions do not fully represent the activities of a local authority and are not a reliable
basis for:
• Consultation with stakeholders as a full picture is not provided to consultees
• Comparison between authorities as significant activity relating to a councils role
in its local community is excluded
• Challenging what a local authority does and how it does it as its full range of
activity is not reported.
2.11 The consultation paper recognised that option 3 can only be implemented if group
accounts become the prime accounting statements for a local authority under the SORP.
The 2001/2002 SORP does not require Group accounts to be primary statements. They
remain as supplementary summary statements only. The application of group accounts is
not, however, a simple case if changing the status of the current supplementary group
accounts to make them primary accounts with equal status to the current local authority
Consolidated Revenue account and Balance Sheet. Moving to the use of group accounts
as the primary statements many have legislative implications, and would certainly require
changes in the way authorities were regulated and judged.
2.12 This is because currently the SORP only requires the profit/loss after tax of a
subsidiary to be incorporated into an authority’s Group Revenue accounts and the
investment to be included in the Group Balance Sheet. This does not comply with FRS2.
It requires that the trading, assets and liabilities of a parent and its subsidiaries should be
presented as if the group was a single entity. Hence, to follow UK GAAP CIPFA
guidance would need to require that subsidiaries are consolidated on a line by line basis.
2.13 Option 4 would involve the inclusion of transactions by other organisations not
necessarily controlled or influenced by a local authority, in a local authority’s accounts.
As such it would significantly exceed the requirements of UK GAAP.
2.14 The option appraisal concluded that option 3 (Group Accounts) cannot be
recommended without the SORP being amended first. The CIPFA/LASAAC Joint
Committee will be considering the development of group accounting for the 2002/2003
SORP.
2.15 The consultation paper concluded that currently option 1 (stewardship) and option
2 (accountability) are the only viable options. They are not considered perfect solutions
as they fail to give the wider picture about a local authority’s partnership activity.
2.16 The consultation period has concluded. Consultation largely supported the
conclusions of the paper but recognised that further guidance was needed. CIPFA is soon
to issue guidance on the issue of Accounting for Partnerships in the context of best value.
This guidance will be issued in the context of current accounting treatment and before
any potential amendments to the SORP which would introduce group accounts as
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primary financial statements. (Any subsequent amendments to the SORP are likely to
require further consultation, and amendment to the requirements of the Best Value
Accounting Code of Practice.)
2.17
The new guidance will cover both options 1 and 2 and will reflect the impact
of FRS 5 Reporting the Substance of Transactions. There are situations where an
authority is genuinely accountable e.g. it has been given Accountable Body status with in
substance wider responsibilities/accountabilities etc. The guidance will help authorities
decide when they need to include full (total) cost of a partnership for which they are the
accountable in their accounts, as required by the Best Value Accounting Code of
Practice.
2.18 The new guidance will also include:
• advice on the application of FRS12 Provisions Contingent Liabilities and Contingent
Assets regarding Contingent Liabilities and Provisions in relation to partnerships,
• the calculation and reporting of the value of material in kind contributions to
partnerships.
2.19 This guidance on partnerships will also cover the issue of presenting the wider
picture of local authority partnership activities. The guidance will recommend additional
Best Value Performance Plan notes about significant partnerships which includes
information on:
•

Partnership objectives,

•

The authority’s contributions (including in kind) to the partnership,

•

The approximate spending by the partnership towards the shared objective,

•

The outcomes achieved to date by the partnership and time related target outcomes
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SPECIFIC ISSUES RAISED IN INVITATION LETTER

3.1
What are the advantages and disadvantages to the public sector in funding
capital expenditure in this way? What is the basis for the argument that private capital
is required to obtain efficiency savings in service delivery? Good PFI/PPP should deliver
additional services, higher quality services or more efficient services than the public
sector alternative. The public sector can generally provide finance for investment more
cheaply than the private sector. Consequently, any scheme that is only about financing
capital investment is unlikely to deliver good value for money. The private sector must
bring more to the party than just money.
3.2
Schemes with a wider scope will generally offer the private sector more potential
for efficiency and quality improvements. For example:
• Rather than just looking for a private sector partner to deliver and run an IT
system, greater value for money might be achieved by looking at the whole
service that the IT system is helping to deliver, which would allow the partner
to look radically at the whole service chain
• Rather than just looking for a private sector partner to design, construct and
maintain a new building, think about the service being delivered from the
building and the link between this and the design and operation of the building
3.3
It is the scope of the project ie where inter-dependent services are packaged
together that offer the scope for efficiency saving through integrated management of
these services.
3.4
What are the best value determinants of PPP? The application of the 4C’s
(challenge, consult, compare and compete) provides a means of rigorously examining
potential PFI/PPP schemes and has the particular virtue of advancing a comprehensive
scrutiny of all aspects of the proposal in terms not only of its suitability for PFI/PPP but
also its context within public service priorities and resourcing.
3.5
The thrust of the challenge process is to ensure the purpose of the scheme has
been thoroughly tested and all options for service delivery have been fully explored. If
PFI/PPP is a genuine option then the structure, financing, operation and maintenance of
the scheme should be developed.
3.6
If PFI/PPP is the preferred solution for the scheme then this should be the product
of meaningful consultation with all relevant stakeholders. At the least such consultees
should have a say in the strategic options that have been examined and the service
needs/aspirations of the public sector body. The consultation might extend to the nature
and packaging of services proposed. Only in this way can the PFI/PPP process be
considered transparent.
3.7
Fundamental to the PFI/PPP process is the need to compare the different ways in
which the service might be delivered both in terms of investment and service provision.
Although the public sector comparator offers a basic discipline for comparing the in-
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house/traditional and PFI/PPP options there is a further consideration in taking into
account the comparisons with other similar (and dissimilar) public service organisations.
Benchmarking is a key feature of Best Value and provides, potentially, a substantial
amount of information about whether alternative methods of service provision have
succeeded elsewhere.
3.8
Competition is a key element of PFI/PPP as is the rigour of the procurement
process generally. The Best Value regime endorses this in ensuring genuine competition.
3.9
To achieve best value for money, a good scheme will be based on what is to be
delivered rather than how. The public sector should determine the outputs required
allowing the private sector to be innovative in determining how these can be delivered.
3.10 The outputs must, however, include clear and measurable performance standards
understood by all parties and wherever possible, set out a programme of continuous
improvement over the life of the contract.

3.11 How relevant are the assumptions used in assessing projects eg discount rate,
repayment period, risk transfer? If good value for money is to be secured risks must be
allocated to the party best placed to manage them. Without risk transfer, the private sector
partner will be guaranteed an income but may set charges to give an inappropriately high
return. But if the public sector tries to transfer risks that the private sector cannot manage
then the private sector will charge a premium compromising VFM.
• It is likely to be inappropriate for the public sector to retain the risk of
ensuring IT systems are euro-compliant if the private sector partner is
responsible for the design and implementation of systems that are fit for
the purpose.
3.12 The finance director has a key role in first identifying the risks to service delivery,
then quantifying them and finally assessing whether they are best managed by the private
sector, by the public sector or shared.
3.13 CIPFA does not recommend that accounting conventions such as depreciation be
used in option appraisal. As is standard procedure, option appraisal should be based on
cash flows. All aspects of alternative schemes must be considered in option appraisal, not
just any capital elements.
3.14 What implication does the introduction of Resource Accounting and Budgeting
have for tracking this form of public sector capital investment, particularly what are
the implications in this connection of a transfer from capital charges to revenue
funding?
It is CIPFA’s view that the introduction of Resource Accounting and Budgeting (RAB)
throughout the public services, will assist appropriate decision making. In essence,
resource accounting means that money spent will be recorded in the year it is used, not in
the year it is spent (unless the two are the same). So instead of a new asset that is
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purchased through public procurement appearing in the service revenue account when it
is built, the cost will be spread over its lifetime. This will mean that the cost of capital
investment will be spread over the life of the project, whether procurement is via the
PFI/PPP or through traditional procurement.
3.15 For PFI/PPP schemes, the service will pay a service charge. For publicly funded
procurement, the service will be charged with (notional) interest on the capital value and
will have to make an allowance for depreciation.
3.16 This has of course been the case for some years in local authority and in NHS
Trust accounts – but its implications have not to date fed through into the control
mechanisms for capital borrowing in local authorities and for capital expenditure in
health, which are operated by central government. Nor has it yet fed through into the
control mechanisms operated by central government for its own spending.
3.17
It would be consistent with resource accounting, and also with the fiscal
framework, to treat expenditure on the acquisition of fixed assets through traditional
procurement differently from current spending, by controlling the former through
prudential, sustainable investment limits. It should be noted (see also above paragraph
3.13) that it is not recommended that accounting conventions such as depreciation are
used in option appraisal. As is standard procedure, option appraisal should be based on
cash flows. Rather, resource accounting is pertinent to the issue of affordability - where
one scheme may be better value for money over time than another, but not affordable
under traditional cash accounting and budgetary control because of high up-front cash
flows.
3.18 CIPFA recommends that public private partnerships should be seen as one in a
range of financing and procurement methods available to public service managers, to
meet identified and planned investment needed to maintain and develop public services.
It is CIPFA’s view that best value will be obtained overall when public policy
frameworks assist the consideration of options on an equal footing. The introduction of
RAB throughout the public services will facilitate this.
3.19
What extent is open consultation possible, given “commercial confidentiality”
requirements? It is CIPFA’s view that the development of asset management plans and
strategies will improve local consultation and understanding of both the direct impact for
services and long term implications of capital investment.
3.20 What has been the experience of this form of investment on public sector
employees? Is the perceived effectiveness of PFI/PPP projects obtained at the expense
of individuals who are providing the service. Two thirds of public sector finance
managers in Scotland believe that private money is needed to drive the modernisation of
public services in Scotland, according to a survey, conducted jointly by CIPFA and
Zurich Municipal, which was published at the CIPFA Scottish Conference in April of this
year. However, despite the appetite for working more closely in partnership with other
bodies/sectors to deliver better public services, two thirds of respondents felt that
partnership working with the private sector presented significant risks.
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3.21 27% of respondents said that decision making and management arrangements
within their organisation has not been adapted to reflect the increase in partnership
working and outsourcing.
3.22 Of particular concern was the finding that only 58% of organisations are sure that
they have processes in place to identify and manage these risks.
3.23 On a more positive note, 62% were confident that modernisation, growth in
partnership working was improving the public’s perception of public service delivery in
Scotland.
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31 May 2001
Dear Mr Watson
Finance committee inquiry into PFI/PPPs
Thank you for your letter of 4 May 2001 asking for my views on the questions which form the
remit for the above. This I am pleased to provide and if you wish I will be happy to discuss my
responses with you and, if appropriate, provide oral evidence to the committee at a later date.
My views and experience are based on a career encompassing 12 years in the NHS, 10+ years as
a management consultant and, the last 4 years as full time in corporate finance with the majority
of my work involving the financial aspects of PFI/PPP projects. Since its invention in 1992 I
have worked (to a greater or lesser extent) on over 30 PFI/PPP projects covering health,
education, MoD housing and transport including road, rail, tunnels and lastly passenger
shipping. The latter being in the form of a Wider Markets Initiative response to a commercial
opportunity, which in my view is a true public/private partnership.
The views expressed below are principally my own but in part I have drawn on the experience of
colleagues. As a firm we have the collective experience of well over 200 PFI/PPP projects
across all sectors and now increasingly in other countries which have adopted the PFI/PPP
principles from the UK.
Turning to your specific questions I have used the same numbering as in your letter and for
completeness have repeated your questions.
1

What are the advantages and disadvantages to the public sector in funding capital
expenditure in this way?

In my experience those working in the public sector usually see the achievement of progress on
wish-list capital projects as the main benefit of PPP. From a tax-payers perspective I see the
rigour of the PPP process as being of great value as so much detail has to be discussed, agreed
and documented before the first brick is laid. This adds to the timescale in comparison to a
conventionally funded project but I believe it is time and effort well spent. Secondly, from a taxpayers perspective I believe that the PPP focus on whole life costs (as opposed to the more
conventional lowest capital cost tender approach) has resulted in a change in the thinking and
proposals of bidders which will pay handsome dividends for the service funder (the tax payer)
over the life of the contract. Lastly, I believe that those within the public sector see as a
disadvantage the transfer from them of the responsibility for the design, building and operation
of assets such as buildings. However, I believe these transfers are a positive move which allows
the funds and efforts of public sector managers and staff to be more properly directed into their
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core business, the delivery of a public services (such as health services or education), using
properly designed and maintained assets.
What is the basis for the argument that private capital is required to obtain efficiency
savings in service delivery?
The demand for efficiency that accompanies private sector borrowing plus the rigour of the
extensive due diligence reviews demanded by financiers’ credit approval processes introduces a
pressure not present in a conventional public sector funded project.
It is frequently said that because government is a better credit risk it can borrow more cheaply
than the private sector. However, in a recent simulation we compared the whole project life
NPV of a PPP deal with the NPV of the same scheme assuming it had been able to borrow at the
government’s rate. The difference was less than 3%.
2

What are the best value determinants of PPP?

‘Best value’ is a term with a specific meaning within the Local Government setting. In the wider
public sector a similar term frequently used is ‘Value for Money’. This I interpret as being the
comparison of the NPVs of a the ‘Risk adjusted Public Sector Comparator’ and the PPP option.
For a scheme to be better value for money the NPV of the PPP option must be less than the NPV
for the public sector comparator and hence it will cost the taxpayer less over the life of the
scheme. While essentially an arithmetic exercise the comparison of a risk adjusted public sector
comparator and the PPP option is the closest that one can get to ensure that the comparison is a
true ‘apples with apples’ comparison.
Some suggest that in such comparisons the parameters are adjusted to provide the required
result. In my experience this is not the case and there have been many potential PPP projects
where the NPV difference was so small that the schemes did not proceed as a PPP project.
3

How relevant are the assumptions used in assessing projects (eg discount rate,
repayment period, risk transfer)?

Each of these parameters are actuals for any project rather than just assumptions. In the early
stages of a PPP project the public sector (or more properly their advisers) have to make
assumptions regarding these parameters when preparing the Outline Business Case and in
similar work. In my view the assumptions that are used should be those that the adviser believes
are ‘at the market’ and would be as used if the PPP project were reaching financial close that
day.
The repayment period is a function of the length of committed public sector requirement for the
serviced asset and is usually as long as can reasonably be financed, typically 25 years. It is not
many years ago that 15 years was the maximum financing available for a project financed
scheme but now deals are regularly being signed for periods of 27 years, 2 years construction
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and 25 years services. As a generality the longer the period of the PPP concession offered then
the longer the period of the debt that can be written which results in a lower unitary charge for
the public sector. Refinancing projects after a few years, once they are passed the construction
phase and there is a track record of performance, is an option for reducing costs further through a
rate reduction and a debt period extension. However, the desire of the public sector to gain the
financial benefits of refinancing make it less likely that projects will be refinanced as the
financial benefits to the concessionaire for doing so are significantly reduced.
The discount rate used in PPP projects is set by HM Treasury and is common to all projects.
The assumptions on risk transfer are critical to the funding of the project and the pricing of the
debt. To ensure off-balance sheet treatment (for the public sector) there has to be significant risk
transfer to the concessionaire. However, conflicting with this is the public sector desire to have
the lowest possible PPP unitary charge. The pricing of debt, debt/equity ratios, etc are directly
related to the level of risks being taken by the parties and, their assessment of the chances of the
risk arising and its financial consequence.
4

What are the costs of the capital programme?

I am unclear as to what you mean by this question.
Is it possible to separate out capital charges from efficiency savings?
I would have thought so as capital charges are a nominal charge for which public sector bodies
are given a nominal allocation. Capital charges are therefore circular virtual money. Efficiency
savings are cash savings realised through increased efficiency.
5

What implications does the introduction of Resource Accounting and Budgeting have for
tracking this form of public sector capital investment, particularly what are the
implications in the connection of a transfer from capital charges to revenue funding?

I am aware that you have also invited the Institute of Chartered Accounts in Scotland to respond
to your questions and I know they are planning to address this point in some detail in their
response.
6

What are the long-term implications of PFI/PPP projects on revenue funding in the
Scottish budget?

Not significant. Excluding the water PPP projects (because they have been undertaken to
comply with EC requirements and are being funded by the water users through increased
charges) I believe that the annual revenue cost of signed PPP deals in Scotland is probably at
most a few £100m per annum out of a total revenue budget of what, some £20billion?
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However, by entering into 25 year deals for the provision of serviced assets the Scottish public
sector is committing itself to 25 years of recurrent funding of the PPP unitary charges –
regardless of whether the serviced asset is still required or not. While there is always the option
of an early termination of a PPP contract there is an associated cost and hence this is probably
not a very realistic option. As a consequence the policy options of future administrations in
theory will be more limited than at present.
7

To what extent is open consultation possible, given “commercial confidentiality”
requirements?

Open consultation is possible and desirable during the early stages of a PPP project where the
scope is being defined. Once the PPP bidders are in competition it is contrary to the public
interest if the bidders’ commercially confidential ideas and proposals are put into the public
domain. To do so will inhibit the innovations and creativity of ideas proposed. When a
preferred bidder has been chosen and their scheme finalised it is desirable to publish this but by
that time the detail will have been frozen and hence the results of any consultation cannot easily
be accommodated within the scheme other than at additional cost.
Once PPP schemes have reached financial close the fine detail of the transaction can be placed in
the public domain but without appropriate interpretation the information will be of little value
other than to the successful bidder’s competitors or those inclined to make mischief with
selective data.
8

What has been the experience of this form of investment on public sector employees? Is
the perceived effectiveness of PFI/PPP projects obtained at the expense of individuals
who are providing the service?

My impression is that public sector employees approach a PFI/PPP project with fear, uncertainty
and doubt. However, once the new facilities have been built and they have transferred to
become employees of the new services company, usually on a TUPE transfer, they find that their
new employer is more willing and able to invest in equipment and training to allow them to
perform their duties more efficiently.
Hospital cleaners are a classic example where, through under investment, the routine cleaning of
corridors has taken a large amount of effort with very basic equipment to produce only a barely
adequate result. By comparison under a new employer the corridor will be cleaned by fewer
staff, taking less time but using relatively expensive specialist equipment which takes less
physical effort but produces a better final result.
It may be true to say that the efficiency improvement has been achieved through investment in
equipment and training and, a corresponding reduction in staff numbers, but I believe it is not the
role of the tax-payer funded public sector to create and fund more jobs than are necessary.
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I trust the foregoing is of value to the committee and I will be happy to expand on any of the
above points if you should wish.
Yours sincerely

W S M Davidson
Director National Financing Group
KPMG Corporate Finance
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____

I refer to your letter of 23 October on the subject of your Committee’s report on resource accounting
and budgeting.
I am grateful for the Committee’s report on this important and complex area.
Resource accounting and budgeting will play an important part in increasing the transparency and
public understanding of the finances of departments and measuring their success in meeting their
targets. I see this as essential to improving public confidence in the effective management of public
finance.
I attach a memorandum responding to the specific recommendations in the report.
A copy of my letter and the memorandum has been sent to the Clerk.

Angus MacKay
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Finance Committee
7th Report 2001
Resource Accounting and Budgeting

Response by the Scottish Executive

1.
This memorandum responds to the main recommendations in the report in the order
they appear in the report. The Scottish Executive has taken note of the other matters
highlighted in the report and will ensure that these are given due weight going forward.
2.
Resource accounting and budgeting (RAB) is undoubtedly a major change in the way
central government conducts its business. In carrying out its study and presenting its report at
what can arguably be called stage 1 of the change the Committee has made a valuable
contribution to the ongoing development of RAB.
Recommendation 1
It would be useful for a separate Scottish Assets Register to be kept and we
therefore recommend that the Executive publish a list of the assets in Scotland
which will attract capital charges. (paragraph 13)
3.
The Government published the first National Asset Register (NAR) in 1997. The
register has been updated (to include entries up to 31 March 2000) and was published in July
2001. Included within that publication is a separate section dealing with Scotland. The NAR
covers all central government departments together with their executive agencies, executive
non-departmental public bodies, NHS bodies, other public corporations and nationalised
industries. The 2001 version of the NAR shows the value of every asset (or group of assets)
and provides a comprehensive description of all significant changes in the last 3 years.
Recommendation 2
It is imperative that all levels of management with responsibility for resources
and all staff responsible for budget considerations are fully conversant with the
implications of RAB. We support the Deputy Minister’s intention to review what
is currently being done in this regard and to ensure that any missed needs are
met. We recommend that he report the results of this review to the Committee.
(paragraph 26)
4.
The Scottish Executive commissioned the Civil Service College to run a series of
seminars for Finance staff to explain the context of RAB and explore its impact on the
Scottish Executive and its relationships with its sponsored bodies; a majority of staff attended
these seminars. The course content was supplemented by providing written and published
material (e.g. “Resource Accounting” published by the Civil Service College) for personal
study.
5.
For the wider office seminars have been held for those in the Senior Civil Service and
RAB training has been embedded within the office wide programme, particularly through
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making available the inter-active course “Business Manager’s Guide to Management under
RAB” developed specifically for the Scottish Executive by PricewaterhouseCoopers. This
course provides an insight into the responsibilities of finance and non-finance managers in
planning and managing resources in a RAB environment.
6.
Training needs are kept under constant review and will be adjusted in the light of
experience as resource accounting and budgeting evolves. The Scottish Executive's new
Learning Strategy was launched in June 2001 and addresses the needs and options for
upgrading skills and adapting to the demands and challenges of change; change in the global
environment, change in expectations of the public, and change in the way Scotland is
governed. The strategy sets out how the Executive plans to support people through learning
to respond to the challenge of change over the next 3 years.
Recommendation 3
We understand that there is a requirement at UK government department level
to sign a certificate confirming the extent of RAB training provided. This
approach seems sensible to us and we recommend that the Scottish Executive
adopt it. (paragraph 27)
7.
Implementation of RAB at the UK level was controlled via a Treasury led Trigger
Point strategy that identified a series of critical milestones to successful delivery. While the
Scottish Executive is no longer subject to the Treasury’s control in this respect it was decided
to follow the programme as an aid to delivering the various aspects of RAB on time.
8.
Trigger point 3’s purpose was to allow an overall view as to departments’ ability to
implement RAB successfully. It required the Principal Accounting Officer to deliver a
number of assurances to Treasury. In consultation with Audit Scotland it was agreed that for
the Scottish Executive the Principal Finance Officer (PFO) should be required to deliver these
assurances to the Permanent Secretary in satisfaction of the Trigger point 3 requirements. On
the basis of the progress made, and the views expressed by Audit Scotland in their letter
dated 26 May 2000, the PFO wrote to the Permanent Secretary on 30 May 2000 confirming,
inter alia, that robust resource budgeting data had been provided for use in the 2000 review
and in the shadow based resource estimates for 2000/1; and that in respect of RAB training a
core competencies framework has been prepared which will form the basis of the training
framework for staff.
Recommendation 4
We recommend that the continued effectiveness of the IT capability is monitored
closely and that an evaluation of the requirement for IT related training and
support is included the Deputy Minister’s review of training needs and
evaluation of delivery. (paragraph 31)
9.
Following a review of the existing system’s capabilities, a contract has been awarded
to deliver Oracle Financials which will enable the Scottish Executive to process RAB
accounting requirements. A further IT project has been initiated to develop an extended core
business system that will be integrated with the main accounting system and provide a
reporting tool (for use internally and for reports to be published and laid before the
Parliament) and links to the budgeting and planning process. As RAB changes and evolves,
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the Scottish Executive will monitor the IT system effectiveness. IT training will be offered to
all users of the replacement system depending on their specific needs.
Recommendation 5
It will be important to understand how capital charges are affected by the
application of the Barnett formula when capital charges move from the annual
managed expenditure (AME) element of the budget to the departmental
expenditure limit (DEL) element of the budget. Accordingly, we recommend that
the Scottish Executive publish an analysis of the capital charges figures for
English and Welsh departments, compared with the equivalent departments in
the Scottish Executive within 2 months of the publication of this report.
(paragraph 44)
10.
An exercise has been undertaken to provide a comparison of Depreciation and Cost of
capital charges between Scottish and England departments. The output of the exercise was
not particularly informative due to differences in the make up of departments. It is expected
that the recently issued guidance for the baseline conversion for SR2002 will reduce
variations and make comparison more meaningful. The comparison will be pursued once the
baseline conversion has been completed.

The Scottish Executive
Finance and Central Services Department - Finance
5 November 2001
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