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Examination of Witness 

Witness:  Dr Timothy Stone, Chairman, Global Infrastructure, Corporate Finance, KPMG 

LLP, examined. 

Q1  Chairman:  Welcome to the Economic Affairs Committee.  This is the first public 

hearing on our new inquiry into private finance projects, often known as PFIs.  Dr Stone, 

thank you very much for coming along.  I have to ask everyone if they will speak reasonably 

clearly and slowly for the benefit of the shorthand writer and the webcast.  You have given us 

some written evidence, for which many thanks.  I do not know if you want to say a few 

opening words or would like to go straight to questions. 

Dr Stone:  Thank you, my Lord Chairman.  If I may I would like to say a few words to start 

with but just make three points.  Firstly, the views I express today are mine.  I wear many 

hats: I am a partner at KPMG, amongst other things I am a non-exec member of the board of 

the EIB and I am seconded part-time as an adviser to ministers.  The views I am going to offer 

today are entirely mine and reflect the logic and philosophy I have used over the last 15 years 

working in this area.  The second thing I would like to say is that overall from my perception 
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PFI is about behaviour modification of the public and private sector partners.  The private 

sector has been involved all the way through throughout history, but neither side in my view 

has ever been properly accountable.  One of the key changes is that PFI starts to drive some 

sense of accountability for infrastructure and public services.  Around this public accounts, in 

my view, are most unhelpful in planning or managing infrastructure. When ministers and civil 

servants make decisions they create obligations and consequences that last for generations, 

but they are not properly recorded and not properly managed.  The CO2 reduction targets that 

we have, that we have to have, will drive massive changes in infrastructure unlike anything 

we have seen since the Second World War or the Industrial Revolution and we must sort out 

how to deliver operational infrastructure throughout its life quickly if we are to rise to that 

challenge.  That is my second bullet point.  My third is about data.  There is very little useful 

data about conventional procurement but PFI is now starting to deliver some data about itself, 

so we now have a debate which is more like the sound of one hand clapping than anything 

else.  We have had 12 years of experimentation in a way of delivering public services but 

there is very little data on the experiment or the counterfactual.  Almost all that current data is 

opinion based, other than the work by my colleague, Dr Rintala, on educational outcomes that 

both the IPFA and CBI have cited in their evidence.  As far as I am aware, there are only two 

good university departments properly engaged in this area: one at Bristol looking at public 

services and the UCL team looking at PFI.  Both of them need decent data and funding to 

inform that research.  PFI is still a pilot project, let us not forget, this is not some mature, 

carefully thought through very elaborated design.  It has been running for a decade and a half 

but has not yet been examined for what works and what does not and we have not built PFI 

2.0.  Those are my starting points, at which point I will hand over to you. 

Q2  Chairman:  Thank you very much.  In your second point you underscored the point 

about accountability as being extremely important, but what do you see beyond 
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accountability, or including accountability, as the defining characteristics of PFIs?  How do 

they contribute to the success or otherwise of the approach? 

Dr Stone:  I think there are probably six things to consider here.  The first one is that it is 

about managed risk sharing.  I am going to use the word “sharing” rather than “transfer” 

throughout and if I accidentally say “transfer” please correct the notes to say “sharing”.  The 

second thing is it is about the specification of outputs and outcomes.  When a minister decides 

that he wants a new school or a road or a hospital he does not want to pour concrete and lay 

bricks, he wants to make people better, to teach them better, to make economic activity 

happen.  Forcing the process to focus on those outcomes all the way through is extremely 

important and starts to produce better incentives, which we will come back to later on I hope.  

The third thing is that we have a payment mechanism in this which essentially does two 

things.  First of all, it aligns incentives better than we had before, but most importantly it 

produces a system with a negative feedback loop that controls behaviour throughout.  In my 

view, that systemic aspect is extremely important.  Fourthly, we are integrating designing, 

building, financing and operation into a single system and that integration is vital because 

they are all elements which are inevitable consequences of that initial decision.  As with any 

system, if you tweak any element of it the system as a whole may behave differently from the 

way you expect from your individual tweak because of system effects.  We are now starting 

to treat the delivery of services as an overall system.  The fifth point is that we are driving 

proper competitive contracting for the long-term, for the whole life costs of this.  The final 

point that matters here is that with the financing mechanisms that are in place one of the side-

effects is that the bankers insist on the level of due diligence before they lend the money that 

you never, ever see in conventional deals.  What that means is before the deal starts the 

quality of homework done on, “Will it work?  Will it work on the basis that has been planned 

for? Have you thought through the risks?” is a much more rigorous system as a consequence 
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of the financing because ultimately with the levels of debt in these deals the best thing that a 

lender can do is to get his money back with his interest, there is no upside for him.  There is a 

huge discipline that comes with this as a side-effect.  Those are my six things. 

Q3  Chairman:  All of these six points are positive ones.  Are there any downsides? 

Dr Stone:  Yes.  For me, the downside in this process is that we are actually starting to 

change the way that the system is accountable and what it is doing is forcing a level of 

enquiry which we have not seen before and some of those aspects of enquiry produce a lot of 

noise in the system.  One of your other questions later on will come to this, I think, if we go 

down that route.  The understanding of this overall process and the understanding of the 

fundamental consequences of the conventional process are very weak in the minds of many 

members of the administration and many civil servants.  There are very few people in the 

system who actually understand the whole life consequences of decisions.  This is starting to 

shine a light in many of these areas and in some cases it produces very unpleasant side-

effects.  Do I think that there are big negatives to it?  I struggle, I suppose.  I do not care what 

the answer is in terms of how we do these things, but what I do care about is that we deliver 

better public services for the taxpayer at better value for money over time.  Is this in any way 

a retrograde step in that direction?  I do not think it is.  I think there are some unpleasant 

consequences around it but I am not aware of any fundamental horrors in it.  There are lots of 

things to improve. 

Q4  Lord Eatwell:  I was going to ask you what you saw as the main contribution of the 

private finance initiative in the UK but presumably you cannot answer that question because 

you just told us there is no data. 

Dr Stone:  There is very little. 
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Q5  Lord Eatwell:  I am very surprised that you made all these positive statements when you 

tell us we have no information on which to base any result. 

Dr Stone:  There is little data.  If I said “no” I would correct myself and say there is very little 

data compared to the money that we are spending.  There is some data now on the 

performance of some of these deals.  There is virtually no data about the performance of 

conventional deals.  The experience I have had in working on deals in the public sector over 

the past 15 years has shown me that it is virtually impossible to pull together all the things 

that an economist or a finance guy would want to see around the overall system.  Individual 

bits you can, but the whole system you cannot.  What we are starting to get out of PFI deals is 

first of all a very clear understanding about the costs of building, the costs of slippage on time 

and so on.  You begin to get some evidence of performance of the overall system.  Again, I 

would refer the Committee to the work of Dr Rintala and I have brought some copies for you 

to have a look at afterwards.  What it is starting to do is to drive an interest in transparency 

and accountability and it is starting to make people ask questions.  It is making you ask 

questions, it is making journalists ask questions and it is making some members of the public 

ask questions.  It is making visible the consequence of decisions, either the initial one or, 

indeed, the decision to change a project or service during its life.  What it is also doing is 

making it very difficult now to neglect maintenance.  On a PFI deal you are effectively giving 

up your right to neglect maintenance.  You are giving up your right to apparent flexibility 

because that apparent flexibility traditionally has never been costed.  I am originally a chemist 

and compared to the data I have about my own science, compared to the data I have about 

commercial deals as a banker, the data around public services is shockingly poor.  Most of the 

data that is there does not qualify for me as data, it is mainly about opinions.  Those are 

interesting but they are very thin grounds on which to do a proper comparison. 
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Q6  Lord Eatwell:  You are posing for this Committee a very challenging issue in the sense 

that we are attempting to evaluate whether for the UK as a whole this change in public 

procurement has actually been beneficial overall and whilst you are pointing to a series of 

procedural activities which you deem to be beneficial, and indeed they sound as if they are, 

you cannot be sure whether the overall outcome, as you quite rightly said in making people 

healthier or educating them better or whatever it might be, has been achieved. 

Dr Stone:  There are two levels of certainty here.  One is do I think there is something 

happening here that I think is very effective?  Yes, I do.  Can I prove it to the levels of proof 

that you as an academic would require?  No, I cannot.   I can certainly see in the midst of data 

something here which I cannot see in the conventional.  What I am saying is in terms of the 

level of certainty it is very poor, in terms of the signals they are quite strong, but the most 

important thing as you look, for example, at the NAO report is they regularly say that the data 

is not sufficient to make proper comparisons.  Even in the most recent one looking at 

conventional versus PFI deals they say you cannot compare the data for the two because it 

just simply is not good enough. 

Q7  Lord Eatwell:  This is really the second point of your introduction, is it not, that what 

this is about is behaviour modification and you feel that this is behaviour modification in a 

desirable direction. 

Dr Stone:  I am absolutely certain it is.  I am absolutely certain it is because the people who 

operate the services, who use the services as a client, as a provider, have far more visible data 

for themselves and the way they manage that service than ever they had before.  That is 

absolutely clear.  What I cannot do is I cannot stand back and say across the whole of 

healthcare I am absolutely certain that there are very powerful healthcare outcomes resulting 

from this.  I can say that I think there are some powerful outcomes but I cannot prove it.  The 
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issue that you will face is that you will be dealing with a much more qualitative analysis than 

I would have hoped after 12 years of experimentation. 

Q8  Lord Paul:  Much of the case for private finance projects has been made on the basis of 

lack of accountability, poor incentives, poor delivery and low investment in the public sector, 

but since then a lot of changes have taken place, the public sector has become more efficient, 

the private sector, especially the private monopolies, have got much worse.  Do you share the 

view still that the original idea of the public-private sector is still a good one? 

Dr Stone:  I do absolutely subscribe to the view that there is something here, yes I do.  What 

has happened in the improvements in public procurement I would describe as the polishing 

and refinement of an imperfect process.  Conventional public procurement is treated as a 

stand alone entity.  One of the problems that I see conventionally is that there are very many 

elements over the life of delivery of a public service and they are not joined up, so what we 

have is the perception that the pure procurement point can be polished and that will fix any 

problems.  You can improve that but unless you have it properly integrated to the rest of the 

overall process that will not fix it.  There have been some improvements and, indeed, the 

recent NAO report suggests that those improvements are getting better.  I would certainly 

argue that the challenge from the PFI deals is giving a benchmark that the public sector can 

look at and see how to improve but, again, I am going to come back to my same point: 

without the data on conventional procurement it is pretty hard to learn quantitative lessons.  

There is something in this and what has been very interesting is watching the behaviours of 

these private sector partners in some of these deals and their focus on the outcomes.  It has 

been interesting to watch that transition from firms that conventionally have made their 

money by conventional construction now becoming much more interested in, for example, the 

effects of operating a prison.  One of the side-effects of some of these prison deals has been 

that because they have been designed to minimise the numbers of staff, because that is clearly 
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a cost to the system, the designs improve sight lines, they improve the relationship between 

the custodians and the prisoners, and the general sense from people who work in that sector is 

that the tensions within some of these prisons have become lower simply because of the 

physical design.  Coming back to the issues about lack of accountability, in my view there is 

still an appalling lack of accountability conventionally.  I have a big issue with the way public 

accounts work.  I am not an accountant, I have no benefit from accounting training, but as a 

scientist and a banker the way public accounts work means that you do not have the basis for 

careful measurement and management of these services.  Again, one of the side-effects of PFI 

deals is that the basis around buying availability or buying outcomes means you are starting to 

measure things which are closer towards outcomes and conventionally you had none of that.  

There is something here where we are fixing incentives and visibility.  Is it anything like 

perfect?  No, it absolutely is not, this is still very much a pilot project and we are right at the 

beginning of the process.  I am interested as I go round the world to see how other countries 

are learning from their experiences in some respects better than we are. 

Q9  Baroness Hamwee:  I wonder if I can pick up something you said in your evidence.  

You used the phrase “senior lenders” and talked about the involvement of senior lenders.  One 

of the things which is desperately frustrating in the public sector is seeing good people – I 

should not put this so pejoratively – going off into the private sector where they are earning 

more money.  Are you suggesting that there is a relationship between these two things and 

that the people we have got in the public sector dealing with big contracts, not necessarily at 

national level, so local authority and hospitals, are frankly not as good as they should be and 

we have lost good people to the private sector and are suffering? 

Dr Stone:  I would like to take that back a little if I may.  I would like to compare and 

contrast the way the public sector treats a professional in terms of their managing risk.  As a 

private sector individual, if I take a risk and get it right I am rewarded, and I do not 
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necessarily mean financially, I mean somebody says, “Thank you very much, well done.  Do 

it again”.  If I get it wrong it is a counselling or training event until I get it wrong consistently 

at which point somebody finds me a new job, but there is a monotonic relationship between 

risk and I will use the word reward but I do not mean it in a financial sense.  For a public 

official that relationship is completely different.  As a public official, if you take a risk and get 

it right the odds are nobody will notice.  If you take a risk and get it wrong, and you are 

caught, because in many cases people move around quite quickly, if you are caught twice you 

will be in the Falklands counting penguins. There is a very asymmetric response here.  In 

terms of the behaviours of the individuals we do not reward people in the public sector who 

manage and deliver anything like as well as we should do.  There have been transfers between 

public and private sector that I wish had not happened, but conversely there have been some 

very interesting transfers from the private to the public sector, and I will use the Shell 

executive as an example there, a really good organisation that has benefited from that, but we 

do not look at the job content, the responsibilities and the consequences of those 

appointments.  We do not think about the fact that the system is almost designed to destroy 

corporate memory.  It is not about the preservation of skills and knowledge, it is much more 

about pure process.  I do have a concern that we are doing nothing like enough to build skills 

in the public sector. 

Baroness Hamwee:  My Lord Chairman looks slightly askance when one goes so far off 

script but I thought that was quite interesting generally as well as on this. 

Chairman:  That was a good one. 

Q10  Baroness Hamwee:  What I was supposed to ask you about was the importance of risk 

transfer and you have already said we really should be using the term “risk sharing”.  Would 

you like to say anything more about that? 
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Dr Stone:  Absolutely.  Risk sharing is fundamental to value.  Risks have to be placed with 

organisations that can manage and control them and absorb them, and some risks simply 

cannot be transferred.  Mrs Thatcher could not privatise failure.  You cannot privatise failure.  

If public infrastructure goes wrong the problem comes back to government.  You have to 

understand what risks both sides can and should manage and control.  To take an extreme 

example: demand risk in transport is something which is fundamentally not transferable in the 

long-term because the two things that drive it are, first of all, the big economy, about which 

the private sector can do something, but the thing is transport policy and, frankly, any private 

sector organisation that thinks they can manage the risk of transport policy should be locked 

up.  We have the nonsense in some countries that is very long dated toll concessions and you 

know that organisation that is operating the concession will either make out like a bandit or 

they will go bust in the long run because you simply cannot manage those risks.  One of the 

great benefits of this process over the last 12/15 years has been that we now talk about this 

within the public sector in a much more disciplined and organised way and there is an 

understanding that risk management is extremely important.  Again it comes back to my point 

about public accounts and public data.  Because the data is not there you cannot see the 

consequences of those risks, the risks can be swept under the carpet when they go wrong.  

There is no equity in a banker’s sense in government; there is nothing that attracts failure or 

success that can be measured.  Risk sharing is an extremely important part of this.  It is the 

recognition that risks matters that is the most important thing. 

Q11  Lord Forsyth of Drumlean:  I thought the whole argument for paying a premium for 

the funds was that the risk was transferred to the private sector.  If you are saying that risk 

transfer is not about risk transfer, it is about sharing, why are we paying such a high premium 

for the finance? 
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Dr Stone:  I need to clarify that.  What I mean is it is not about taking all the risks of 

delivering and just saying, “There you are, it’s yours, sort it”, it is actually saying, “What are 

all the risks involved.  There is a big chunk of them that somebody else can manage better 

than the public sector can, transfer those”, but across the whole spectrum you share them. 

Some of them you keep and some of them you transfer.  It is about transferring those that 

make the most rational sense to somebody who can manage them.  In the early days of the 

process there was very much a sense of government having a large bulldozer and simply 

moving the risk and it was a case of, “The more you can transfer the better, that must be a 

good thing”, but I am afraid it was not.  There were some risks transferred, the patronage in 

the Royal Armouries, but you cannot deal with that in the long-term and the dialogue was 

changed.  When I say risk sharing, I do not mean that we all keep a bit of each risk but that 

some risks go across and some stay.  That balance is extremely important. 

Q12  Lord Forsyth of Drumlean:  Are you saying that in the cases where there have been 

PFI projects of the kind you have given where it was impossible to transfer risk that the 

taxpayer did not get a decent deal because they were paying a premium for transferring the 

risk? 

Dr Stone:  Let me give you the most spectacular case I can think of, and it is the National 

Physical Laboratory.  In that case two private sector companies took on a request from 

government to build the laboratory.  The specification of that laboratory was undeliverable. 

The original estimate was it was going to cost about £45 million to build and the organisations 

spent about another £40 million to try and make it work and eventually it ended up with the 

bankruptcy and disappearance of John Laing, the construction company, who tried their best 

to fix it.  That risk was actually transferred.  It should not have been in the first place because 

the specification was simply undeliverable and the homework that had been done by both 

sides before it started was incomplete. That did teach lessons.  It has been very interesting 
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watching even in the case of the collapse of Jarvis, for example, that the risks that were 

transferred in the contract stayed transferred even when the deals were sorted out and the 

company disappeared and successive companies came into play.  Have we transferred risks 

where the public sector has paid over the odds and those risks have not been transferred?  I 

struggle to think of one where I can see that we have not had something out of it.  In that case 

the government got a very good laboratory for a fraction of the price they should have paid.  

The risk was successfully transferred. 

Q13  Lord Best:  I apologise, along with some of my colleagues I thought the meeting was at 

3.30.  You may have already touched on or answered something in the question I am going to 

ask you and I apologise if so.  In your experience, do private finance projects typically 

provide not only significant but objective value for money?  We know that at least reputedly 

they come in on time more often and they come in on budget more often but also that they 

cost more when they do come in.  If that is so one is really weighing up different factors and it 

becomes a subjective judgment as to whether there really was value for money.  In your 

experience can we show objectivity here? 

Dr Stone:  I would follow the line that the NAO takes on this which is that if you compare 

and contrast the best estimates you have of what the whole life would have cost had it been 

done in the public sector versus what the whole life will cost under the PFI contract on the 

whole life basis you are getting a better cost, a lower cost, including the risks.  The danger of 

investigating that too far is that the data around the conventional is pretty thin, as I said 

earlier.  There was a period of time when there was a search for an algebraic Holy Grail which 

I think Jeremy Colman, the Assistant Auditor-General, referred to as “pseudo-scientific 

mumbo-jumbo”.  It is pretty hard to prove with a micrometer that this thing is absolutely spot-

on.  Do I think that there are objective value for money benefits?  Yes.  The on time and on 

budget point is quite important because one of my complaints with the way we measure value 
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for money is we do not measure the value of the benefits.  The assumption is that however 

you deliver the service the service and benefits to society will be identical, but if you deliver a 

new hospital or a new school earlier than would otherwise be the case I would contend that 

there are social benefits from that that matter and those are not measured.  We assume that the 

results are unvaried and I think that is plain wrong, but I cannot measure it, I do not have 

anything to do that. The operational certainty side is quite important too.  Because of this 

feedback loop where literally on a month-by-month basis the performance of the service 

delivery against standard is monitored and there are financial consequences of that 

performance that means there is a return to the mean that you intended.  That is much, much 

more likely than you would ever get in a conventional case.  By delivering services to quality 

for longer, yes you are getting better benefits.  We do not measure the consequences.  I think 

David Miliband, when he became Schools Minister, said eight per cent of the schools were 

built before the telephone was invented.  Those as institutions in which to deliver education 

are sub-standard.  We do not measure the cost of that to society.  The benefits that we have 

from these deals is that the service level is maintained much more consistently for much 

longer, that has to be measured, so I do think there are objective measures but objective in the 

sense that they are still relatively qualitative from my point of view.  I am quite clear that they 

are there. 

Q14  Baroness Kingsmill:  PFI projects tend to get a bad press, do they not?  I am wondering 

quite why there are rather more critics than there are advocates of that process.  Anticipating 

some of the things you might say, as a second part of the question what do you think one 

could do better other than PR? 

Dr Stone:  The starting point, if we go right back to the mid-1990s, without realising what 

was happening it turned not into a discussion about delivering better public services, it turned 

into a discussion about the survival of one or two particular unions.  In the early days when 
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we transferred staff from the public sector to the private sector without realising what was 

happening we were threatening the very lifeblood of some really quite large organised unions 

and that turned immediately into a, “Don’t confuse me with the facts, my mind’s made up” 

debate about, “This process is simply about abusing workers” when it absolutely is not.  The 

big mistake we made was we did not deal with the fact that if you are delivering public 

services you cannot do it without a well-trained, motivated and, in the broadest sense, 

rewarded workforce, you cannot abuse the staff and deliver high quality services, you have 

got to look after them.  It has been very interesting for me looking at deals that have gone into 

operation after I had been involved in the initial creation of them, talking to the people who 

were originally part of the old system and are now part of the new system where delivery of 

service really matters.  I have had a number of people say to me, “For the first time I feel 

valued.  I now feel I have a career.  I am not waiting for dead men’s shoes because if I’m 

good at this I can do it somewhere else in one of the other hospitals or one of the other 

schools”.  The first thing was that we made a complete mess of the public presentation of this.  

The second thing is this is not trivial, it is really quite complicated.  To explain the system as 

a whole is not the sort of thing that the front page of a tabloid will cover, let alone the twenty-

second sound bite on TV.  It is quite complex.  The number of times I have heard 

conversations from very well educated people about, “There must be a better solution because 

the cost of the finance is far too high, the government can borrow cheaper”, absolutely but 

irrelevant because the cost of the finance comes with other benefits, it is part of an overall 

system.  If you take any one element of that system out it is not a system any more. To try and 

explain that to the public is always going to be very difficult and in the absence of really good 

data about these deals and the counterfactual you cannot produce nice simple stats that you 

can give to Stephanie Flanders and the Newsnight team and put stuff out that the public can 

understand, it is very difficult.  As I said, we have two universities looking at this, that is all.  
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We have very few PhD students looking at this – very few – therefore it is not surprising the 

public cannot get it.  Can we fix it?  In my view, the only way we will fix it is by showing that 

it works or that these sorts of techniques work.  Again, I do not want to sound like a zealot 

because I am not, I genuinely do not care how we do it, but until we make the case with data 

that there are good things happening and we make that case better in a way that the public can 

understand it will continue to be difficult. 

Q15  Baroness Kingsmill:  There have been successful projects. 

Dr Stone:  Lots. 

Q16  Baroness Kingsmill:  It is not beyond the bounds of possibility to use case studies and 

to be able to put across positives. 

Dr Stone:  You are right, but the problem is most of the evidence that we produce ends up 

being opinions.  For example, I was asked to go on Channel 4 News on the day that Jarvis 

went into administration.  I went on not as an apologist for Jarvis at all but as a commentator.  

As it happened, a couple of days earlier I had spoken to headmasters working in schools that 

had been designed, built and run by Jarvis and without any prompting they said these were the 

best schools they had worked in in their entire careers.  That is useful and interesting but I 

cannot produce hard numbers in most cases that allow me to say, “On my quality tested 

numbers, that is the answer”.  At the moment it always comes down to very subjective, very 

qualitative, very opinion-based research.  At the back of it a lot of people believe that there is 

something very robust here but I cannot prove it and because I cannot prove it, it means it is a 

very easy target for people who do not like it for whatever reason.  Indeed, I have made 

presentations at the end of which people have walked up to me and said, “You should be 

ashamed of yourself involving the private sector in delivering public services, it is an immoral 

thing to do”.  How do I deal with that?  I have no data. 
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Q17  Baroness Kingsmill:  It does sound a bit like magic, does it not, when you say, “It’s all 

very wonderful but I cannot prove it.  Believe me, it is there”. 

Dr Stone:  I am trying to be quite academically accurate about the proof here.  If you go and 

look at the schools, the hospitals, the road deals that have been done, the best analogy I can 

give you is it is a bit like vice, you cannot define it but you know it when you see it.  There 

are enough people who I respect who have looked at these deals and some people who have 

been converted in terms of their scepticism that the private sector is just going to make profit 

when actually they are making a lot less profit than the builders used to do when they built the 

thing and disappeared the day after with no responsibility for the consequences of what they 

had done.  There is bucket loads of anecdotal evidence.  There is a lot of opinion-based 

research which gives me anyway pretty strong comfort that there is something there. 

Q18  Baroness Kingsmill:  Will greater transparency help? 

Dr Stone:  The issue of transparency is on both sides: we need transparency about what 

happens conventionally and we need real visibility about the way that public services are 

delivered irrespective of how it is done.  With that then we can have a really good debate.  I 

can promise you the grief that you go through trying to dig out the data for the conventional is 

quite spectacular.  On one of the big defence deals I was involved in for many years – it took 

nine years from start to finish with this perishing thing – we were trying to find all the current 

budgets that paid for the existing service.  I think the system gave up when they found 270 

separate budget lines and they gave up not because the numbers were coming to a plateau, 

they were still going up like that but it was just getting too much like hard work to go and find 

any more. To find the data about what it currently cost would have taxed Sherlock Holmes, it 

is buried away in lots of different places. 
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Q19  Lord MacGregor of Pulham Market:  Following up on the common criticisms of 

PFIs can I ask you about one.  You referred earlier to the fact that there was an appalling lack 

of accountability.  It is the accountability on the long-term financing side that I would like to 

raise.  One of the criticisms is that if the scale of PFI really grows and it is off-balance sheet 

financing it is a little bit like the equivalent of a company financing a whole lot of things off-

balance sheet way beyond what it should be doing.  I understand your point entirely that 

projects are delivered earlier, but should there be a better way of dealing with that off-balance 

sheet element so that one understands the scale of the risks at any one time that one is 

building up for the future? 

Dr Stone:  First of all can I say that I have absolutely no sympathy whatever for the concept 

of a balance sheet treatment in this context, it is irrational.  I cannot think of any other walk of 

life in which something will flip from black to white with an apparently minute change, it is 

quantum mechanics.  One of the things that worries me about it is that it is a measurement and 

things that get measured get managed.  That does not help one little bit.  I would be delighted 

to see a consistent treatment where something like a balance sheet treatment did not come into 

it.  Let us put that aside because I think that is a completely spurious process.  Many years ago 

now Treasury made it quite clear that their only interest in PFI was in terms of pure value for 

money: does it deliver value for money yes or no, end of story.  They were not interested in 

balance sheet treatment.  We fixed some of the temptation to misbehave on that.  In terms of 

the long-term consequences I would argue they are there in the first place.  When you build a 

school or a road or a hospital you have just committed three, four or five generations to 

paying for looking after the thing and that has not changed.  When Joseph Bazalgette built the 

sewers in 1860, we are still dealing with those things.  Your obligations are there.  Through 

public accounts we have this presentation that says eventually, “I am paying for the thing all 

on day one and I’ll forget about it after that” and the result of that is behaviourally you do 
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forget about it.  I can see I am causing some unease here. The dangers around all this is that 

what we are looking at is immense visibility on the one hand and not on the other.  Personally, 

I think there are some strong benefits from having that long-term visibility and long-term 

interest.  One of the side-effects of all this is that while that debt is outstanding, which it tends 

to be for a long time in the way that these deals are structured, you have somebody month on 

month who is watching the performance because if the performance starts to drop then 

payment drops and if payment drops the ability to service the debt drops.  The miserable 

credit person at the bank who is very concerned about the performance of this deal is actually 

part of the mechanism to keep the performance back to standard and that is quite an important 

part of the feedback process. 

Q20  Lord Forsyth of Drumlean:  If I could just follow up on that point.  You will have 

noticed that I was twitching when you were talking about the financing.  Surely, given that it 

is so much more expensive to finance the project because of the cost of the money and if the 

government were borrowing the money themselves it would be very much cheaper, is it not a 

bit like deciding to buy your house on your credit card rather than on a mortgage?  To say that 

it is still being financed in the long-term and covered by future generations, the fact is these 

PFI projects are going to be financed by more generations for longer because they have been 

chosen to be funded in that way, is that not correct? 

Dr Stone:  First of all, so is the public debt.  The public debt you borrow in the first place to 

pay for the alternative you are also going to be paying for in the very long-term. 

Q21  Lord Forsyth of Drumlean:  It is much lower interest rates. 

Dr Stone:  It is the margin, you are absolutely right.  It is what benefit you get for that 

margin.  In my view, you have to look at the overall cost of the deals and this is why the 

comparison between the conventional and PFI is so important.  What matters is not whether 
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that brick is more expensive than that brick or that piece of interest is more expensive than 

that piece of interest but what does the service overall cost throughout its life.  The PFI deals 

overall cost less than the conventional according to the NAO otherwise they would not have 

been done.  For me, that is the test.  If one element is more expensive but by putting that 

expense in you are managing the risk better and the cost of the risk is going down then there 

is a trade here and what I would be very careful about is that separating any one element of 

the thing destroys the system. 

Q22  Lord Forsyth of Drumlean:  Having waded through quite a lot of the evidence that we 

have had, the suggestion is that PFI deals end up certainly being more likely to be delivered 

on time and on budget but they are more expensive.  You are arguing they are more expensive 

overall.  You are arguing a value for money case.  You are saying for your bucks you get 

more bang, is that right? 

Dr Stone:  First of all, I am not quite sure where the measurement of more expensive comes 

from.  If you look at the present value of the whole life cost of things, they are cheaper firstly.  

In some cases, indeed, the capital spend may be greatly more expensive.  If we take the M40, 

for example, which was one of the early deals, on that particular route the bidders were asked 

to take responsibility for 25 years of operation.  I will check it is 25 and not 23, but we will 

assume 25.  One of them said, “Actually, if we build this road with porous asphalt it will work 

better, it will be a low maintenance cost and there are some great side-effects in terms of 

lower skid resistance and better environmental noise absorption”.  They spent more money on 

that but they saved money on the maintenance and in terms of the overall PV it was cheaper.  

That was a very good deal and that came out of creativity from the private sector in 

responding to, “Please be responsible for 25 years”. The material itself was developed by the 

Transport Research Laboratory developed by the government but we never used it because it 

was too expensive to lay in the first place, but over time it is a good deal. 
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Q23  Lord Forsyth of Drumlean:  I think the question you were expecting to be asked was 

whether we could improve the procurement measures for PFI projects and what changes 

could be made, but as I am listening to you I am thinking are you not actually just saying the 

benefits, which you cannot quantify, are about identifying flaws in the public procurement 

process.  We all know, or at least I think I know, that government departments look at the 

Treasury if they have got a particular project, they know that the Treasury are going to try and 

trim it back so they will put in a proposal which may not be the absolute outside possibility of 

what will go wrong, so is it any surprise that a lot of public sector projects, once they are 

approved by the Treasury, turn out to cost more.  They always were going to cost more and 

we all know that the Treasury has periods when there is retrenchment or whatever which 

interrupts projects and delays them, departments change priorities, but that does not mean you 

have to go out and borrow money very expensively in the market in order to have a more 

innovative, creative procurement policy.   Would it not be smarter to have smarter public 

procurement rather than go the whole hog of PFI? 

Dr Stone:  What matters is what works, I absolutely agree.  I do not care how it is done, what 

I care about is that the public service that is being requested by Parliament is delivered the 

best way it possibly can be.  I would love to see public procurement improved to the point 

where it is oodles better but I shall be very old and very withered by the time that happens 

because the incentives in the system make it extremely difficult.  Some elements of 

procurement have undoubtedly improved a bit but the system within which the public sector 

operates actually militates against those sorts of behaviour.  My point about risk management 

is you actually have to deal with the fundamental context of employment of public officials 

and that is really quite difficult.  If you look at the debates around public sector pay, I have 

had a recent example of fighting a battle to get the nuclear safety inspectors paid a decent 

wage so we can recruit enough of them to deal with the future of nuclear in this country.  
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Fighting public sector pay is a serious battle.  While that issue maintains, producing the right 

solution in the public sector is really hard.  If we can fix it, it would be wonderful.  PFI as a 

process is about a series of elements together.  If the government, for example, were to put the 

money into these deals, which it could do, what it effectively does is it assumes credit 

responsibility for making sure that feedback will happen, that when performance starts to drop 

the lending part of government acts like the credit department of a bank and forces behaviour 

back again.  That is not going to happen.  Having that sort of skill within government, I 

cannot imagine it ever happening.  If we could that would be great and if you can find a way 

of changing public procurement so that it is as effective in the long run and is as accountable 

in the long run, bearing in mind as I said earlier there is no equity in government to which you 

can attract the failures of projects, it is quite hard to drive the behaviour.  If I can give a very 

quick little example just to think about, and the economists amongst you will immediately 

spot the flaws in this but it is an interesting analogy.  All the PFI deals that are done transfer 

some of the risks to the private sector.  All those deals have ended up somewhere in banking 

terms at the bottom end of the investment grades, triple-B, triple-B plus.  If you transferred all 

the risk they would be junk.  That is what the government has in normal procurement.  I fully 

accept that the capital structures are different but what it says is something along the lines of, 

“The risk that is borne by government conventionally is far greater than people recognise.  

We don’t account for it, we don’t manage it and we don’t adapt our systems to recognise 

that”.   

Q24  Lord MacGregor of Pulham Market:  I would just like to come back to the point 

about the scale of the number of projects in any given year and the point about off-balance 

sheet financing because you referred to public debt.  Some critics would say that one of the 

ways of getting round the level of control over public debt in one year or another, and of 

course we are very much in that situation at the moment, is to put as many projects as possible 
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into the PFI sector where in the past it has been accounted for differently in the national 

accounts, and thus you get this sudden rush of schemes which ultimately we will all have to 

pay for and there may be retrenchment in due course because of that.  That was the point I 

was trying to get on off-balance sheet financing.  I fully accept a lot of the points you make 

about the benefits of the process but if it is allowed to go too far I wonder if you would still 

feel there is a risk there and, therefore, the accounting is quite important. 

Dr Stone:  With respect, I think the issue is with the accounting for the conventional in the 

first place completely.  As I said, the minute you make that decision you are committed for 

50, 60, 70 years depending on what the asset is.  Unless and until we have public accounts 

that actually recognise having built that school that these are the cash costs today, these are 

the cash costs over time and somebody is responsible for those you will not manage it and 

you will not actually deal with it properly.  That is what this is about.  In my view, as they 

currently stand public accounts are not fit for purpose as a tool to manage infrastructure.  It is 

not about today.  Today is almost an irrelevance in the life of a school, a road or a sewerage 

system, it is about how do you manage these things over the long-term and what is the 

measure.  The public debt is almost irrelevant, what matters is the public obligation to deliver 

those services.  What do we have to do to keep this road going?  In the accounts of the 

Department for Transport I would want to see for every road in the country somewhere a line 

that says, “This is what you have to do and in any year when somebody says you are not 

going to do the maintenance this year because we have not got the money” and it goes three 

years forward and goes up by 50 per cent because of dilapidations and so on, that somebody is 

accountable for that.  We do not have that mechanism at all.  The debate that comes from 

accounting is a complete distortion in my view, you are not measuring the right thing. 

Q25  Lord MacGregor of Pulham Market:  Can I ask you if you believe that private 

finance is more applicable in some public services than in others? 
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Dr Stone:  It absolutely is.  First of all, as I said, the PFI process is a pilot project and it works 

pretty well for those deals that can be very well-defined and are relatively stable.  By 

“relatively” I include the hospitals where you might build an extra ward because of changes in 

healthcare policy a couple of years into the deal.  That works fine.  It works very well for 

things like pilot training in simulators and so on.  It is a disaster for IT projects, and the reason 

it is a disaster is that most IT projects are not fully specified until the day you shut them 

down.  One of the issues for me in this is we have a mechanism which is a good starting point 

for projects that are well-defined, but we do not yet have anything which works for services 

that change materially over time.  One of the things that we will face when we come down 

this route is there is an assumption that the cost of changing your mind is zero, and it is not.  

Over time I think we also have to start to ask questions about – again I will use IT as an 

example – the assumption, and my Lord Chairman may object to this one, that IT services 

have to be best in class at any point in time.  The IT service is there to deliver a deal, to 

deliver an outcome, to deliver tax returns or passports or whatever.  If it does the job, it does 

the job, full stop.  The more we can start to get people to think about why we are doing it in 

the first place, what are the outcomes we are trying to deliver, we stand a better chance of 

dealing with the need for change.  The need for change comes from a change perhaps in 

legislation or safety regulation and so on and there is a cost to that, and that is fine.  If we can 

make it transparent and build it in that is good, but we need to think very carefully about how 

to manage those changes and at the moment PFI does not give you much of a base for that. 

Q26  Chairman:  Some observers think that the current PFI model has had its day and that 

better versions should be developed.  Do you think it would be beneficial to introduce 

additional models and, if so, what form might they take? 

Dr Stone:  I think it is absolutely essential.  As I said, the current form suits projects with 

very stable long-term needs.  The two examples I would point the Committee to are the 
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Military Flying Training Services deal that the MoD has done where in effect what they have 

done is they have appointed somebody to deliver trained flight deck crew but they have no 

interest in the aircraft, the simulators, the universities or anything else that goes into that; they 

are simply focusing on the outcomes.  That is an interesting example.  Earlier engagement of 

the deliverer is something that has to be looked at very carefully.  We have had very little real 

experimentation – I am not sure I should use that word – very little development of the 

process.  A few years ago Treasury looked at a model which they referred to as the project 

delivery organisation and there has been very little development of these ideas.  I think it is 

absolutely vital and somebody somewhere, whether it is Treasury or another department, 

should be driving this today. 

Q27  Lord Moonie:  Dr Stone, is the UK approach in deciding between private finance and 

traditional public delivery reflected elsewhere in the world?  Are there better approaches in 

other countries? 

Dr Stone:  I think the UK approach is helpfully pragmatic, sensible and easier to operate and 

we focus on value for money which is a simplistic definition because, as I said earlier, it does 

not include the benefits of the services but is a consistent starting point.  I do not think the 

boundary conditions are well thought through so, for example, when we come to do hospitals 

whether or not pathology is included or not can transform the way an outpatient unit works, as 

UCL have done with a very clever pathology service built in.  We put artificial boundaries 

around some of these deals and I do not think the choice of what is in or out is necessarily 

always terribly pragmatic and rational.  There are other countries, for example Australia, 

which are much more hidebound by the process, much more focused on the mechanistic 

process than even we are.  There are others, like France for example, where the introduction 

of competitive dialogue has been taken on a much more practical basis.  Competitive dialogue 

here has made life more complex, it has not delivered the clarity that was intended because in 
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my view much of the implementation has been about the mechanism and not about the 

outcomes that that particular part of the procurement process was designed to add.  The EIB, 

from whom I think you will be hearing after me, --- 

Q28  Baroness Kingsmill:  I am sorry to interrupt you, but I am not sure I understand what 

competitive dialogue is. 

Dr Stone:  It is European procurement law and it is one of the processes that you go through 

in running a competition.  In essence, once you have got into the shortlist of bidders you do 

two things: you first of all have a debate with each of the bidders in private about their 

solution and then you talk about the contractual basis on which they would then implement 

that.  It is intended to drive out more clarity about the solutions early on.  It is something that 

came out of Brussels as a bright idea and has been implemented differently by different 

jurisdictions.  As is too often the case, we have turned it into a machine and less into “What 

are we trying to make happen”.  EIB have produced a group, the EPEC team, and they are 

looking at the sharing of benefits and knowledge within the 27 Member States.  Are there 

better approaches in other countries?  The New Zealanders are (a) partly responsible for some 

of the early thinking, but (b) now thinking quite hard about how to make the process better.  I 

think we do need to learn from other countries and we need to be more willing to look at the 

way that they deliver those outcomes.  I think we have done a pretty good job but we have got 

a long way to go. 

Q29  Lord Eatwell:  The recent financial turmoil has caused a whole series of funding 

models to be called into question.  Is there also a significant reappraisal of the funding model 

that has been used in PFI contracts or is there any other broader impact of what we have 

learned over the last two years? 
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Dr Stone:  That is very interesting.  I do not think we have anything like the right solution to 

financing deals.  I think we had an interesting first response.   What the crisis has done is to 

make a number of the banks think very hard about how best to allocate their capital and as 

Basel II is replaced by whatever capital adequacy rules we come up with to produce stability I 

think we will see some further changes.  It has established a small number of key banks which 

are now committed to the UK market. The margin, ie the price of risk, has gone from a 

frankly too low level to probably a much too high level, and it is coming down again so there 

will be some degree of stability returning over the next 12-18 months.  The issue for me is 

that we are still missing the big trick.  We started to have the involvement of pension funds 

and institutions principally through the use of monolines to manage the risk.  There is a 

wonderful symmetry between infrastructure in general and the long-term consequences of that 

and the needs of pension funds.  It has been very interesting to watch the differences in 

different countries.  For example, in the US most of these institutions have strong credit teams 

themselves so they can assess opportunities without any help.  Here most of those institutions 

do not have strong credit teams and have either conventionally invested in things where 

somebody else has given a seal of good housekeeping on the credit quality or a monoline has 

insured it for them. 

Q30  Lord Eatwell:  If I could just understand this.  Most of the risk is taken by monolines? 

Dr Stone:  On the deals that have involved institutions, the monolines have interposed 

themselves. 

Q31  Lord Eatwell:  Rather than through some market mechanism like CDS? 

Dr Stone:  We will separate the institutionally funded deals from the banking deals. 

Q32  Lord Eatwell:  The banking deals would be --- 
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Dr Stone:  Self-contained where there was some move to include a monoline guarantee from 

those.  With the institutions the monoline has stood between them and the market and it has 

been the monoline that has taken and managed the risk.  Indeed, the great skill of the 

monolines, irrespective of the fact that they are a regulatory arbitrage in the first place, the 

great skill of the people there was in driving through that due diligence in the initial deal and 

then monitoring and managing the project. 

Q33  Lord Eatwell:  This has been one of the areas of the market that has been in real trouble 

in the last two years. 

Dr Stone:  Absolutely.  It is certainly an artefactual regulation and not a fundamental skill.  

That was necessary because the institutions themselves did not have the credit skills which 

they needed.  What has been interesting to me is to watch - again, I will use New Zealand as 

an example - the public sector super funds down there now starting to become much more 

involved in financing infrastructure where they do have some credit skills.  If there is one 

thing that the UK institutions could do to make a real difference here, and this is infrastructure 

in general and not just PFI, it is for those institutions to build those credit skills and to become 

much savvier investors. 

Q34  Lord Tugendhat:  I apologise for being late.  Perhaps this is an appropriate question to 

end up on.  I think there is a general view that the global economy needs more investment in 

infrastructure.  On the other hand, governments are rather ill-positioned to make it.  In your 

evidence you have suggested that private finance has quite a role to play globally and I 

wonder if you could explain how you think it might help to close that circle. 

Dr Stone:  If we treat financing and funding as two separate things, funding being who pays 

for it and financing being the time shifting of those payments, I do not think there is any 

question that over the next 30 years the infrastructure needs are such that governments alone 
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have not got a hope of footing the bill and, frankly, nor should they because many of these 

pieces of infrastructure are normal commercial, rational economic activities.  I think the 

challenge is creating the mechanisms through which we can attract the capital in the first 

place and to make sure that the funding, ie payment mechanisms that go with them, are 

rational.  My personal view given the energy consequences that 2050 implies is that we have 

a scale and pace of change coming which will be greater than anything we have seen since 

World War II or the Industrial Revolution.  Unless we find ways of harnessing that private 

capital as part of delivering overall services, and it does not matter where the money comes 

from, what matters is that the services are delivered.  It does not matter who funds National 

Grid, whether it is in the public or private sector, what matters is that the Grid works; 

similarly for the roads, the schools and the hospitals.  It has been very interesting that the 

adaptation of PFI globally has been driven in many cases by the equivalent of the Treasury 

looking at value for taxpayer money, “How can we make the limited taxpayer money go 

further and how can we bring in better skills to help maintain that quality over time?”  

Globally it is not going to go away.  It is very interesting that some of the huge pension funds 

in North America are looking very intently at these forms of delivery and these forms of 

investment.   CalPERS, for example, is one of the largest shareholders in Carlisle which 

created an infrastructure fund almost specifically to look at just how these deals can be made 

to work.  We have to make it work.  There is no reason on earth why the financing and the 

delivery of public services has to be exclusively in the public sector.  There should be a 

debate about the best way to do it and whatever the best way is should win.  I hope that the 

learning that we have had in the UK over the last ten or 15 years gives us the ability to take a 

strong role in that debate.  I think we have every right to do so and we will be even better 

placed to do so with a bit more care on understanding just what has happened. 
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Q35  Chairman:  Dr Stone, that brings us to the end of this session.  On behalf of the 

Committee can I thank you very much indeed not just for your written submission but for 

your answers to our questions which have been very helpful indeed. 

Dr Stone:  If there is anything else I can do during your work please do not hesitate to ask. 

Chairman:  Thank you very much indeed. 
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Memorandum submitted by European Investment Bank 

Examination of Witnesses 

Witnesses:  Mr Simon Brooks, CB, Vice President, Mr Thomas Barrett, Director, and Mrs 

Cheryl Fisher, Associate Director, European Investment Bank, examined. 

Q36  Chairman:  Welcome to the Economic Affairs Committee, Mr Brooks, we are 

delighted to have you here.  Thank you for your written submission.  Perhaps you could 

introduce your colleagues at the time they are going to speak.  I always have to ask if you 

could speak as clearly as possible for the benefit of the shorthand writer and the webcast.  Do 

you want to make an opening statement or would you like to go straight into questions? 

Mr Brooks:  I would like to make one very short opening statement because Mr Sinton has 

mentioned to me that you have a rather out of date CV for me, which still has me down as a 

Treasury civil servant.  To put the matter beyond doubt I should record that I am not a British 

civil servant and have not been for three and a half years.  I spend all my time in the service of 

the European Investment Bank. 

Q37  Chairman:  Thank you very much.  Perhaps I can start off with a question on 

terminology.  PFI, PPP and Private Participation in Infrastructure are all terms that are used 

but what do you mean by PPP in the European Investment Bank?  How, if at all, does that 

differ from any other terms or acronyms I have mentioned or any other usage? 

Mr Brooks:  Lord Chairman, you are right to say there are a number of confusing acronyms 

in this area.  We do not find it particularly helpful to draw any particular distinctions between 

the various bits of alphabet soup.   When we talk about PPP we are referring to a wide range 

of arrangements under which the private sector is engaged in delivering strategic public 

services, normally through participation in investment in infrastructure.  The main driver, in 

our view, for adopting this sort of arrangement should be simply value for money and the 
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ability to blend the private skills in the delivery of public policy objectives with the public 

sector skills in defining those objectives.  For us, this complex of initials is about service 

delivery with the risks shared between the public and private sectors in a way that we hope 

benefits everyone. 

Q38  Chairman:  You in the EIB finance not just risk sharing arrangements but also direct 

public procurement, is that not right? 

Mr Brooks:  Indeed. 

Chairman:  I think we will come back to that later. That is quite useful. 

Q39  Lord MacGregor of Pulham Market:  This is a very broad question to begin with, 

particularly since you have referred to “a wide range of arrangements”.  In your view, what 

are the key characteristics that contribute to the success or otherwise of the approach?  I 

realise with a wide range of arrangements that is a difficult one, but in particular if we take the 

UK context and the way in which it has developed in the UK for example. 

Mr Brooks:  We have a lot of experience in doing PPP-type arrangements across Europe and 

certainly in the UK, as you saw from the annex to our submission, including, I must say, some 

quite complicated ones which we will no doubt talk about later. And for us the key thing is 

that successful PPPs have to have a good focus on what the outputs required are and 

concentrate, in particular, on delivering those outputs rather than focusing too much on 

particular inputs.  For us, it follows from this that to have a successful PPP you really need a 

project where the desired outputs are capable of being well-specified and determined at the 

beginning so that people know exactly what they are getting into and know the various risks 

that are to be shared amongst the parties.  I think that is the key for a successful potential PPP 

project.  Then, in the execution of this, to ensure that the project is actually successful, I think 

it is desirable, and perhaps necessary, that the public sector’s requirements are well-specified 
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and thought out in advance so that there can be a good discussion with the potential providers 

about exactly what is to be provided, without the project evolving during the course of the 

competition.  The next point I would draw to your attention to is that part of the theory behind 

the PPP process is to engage the private sector financiers as guardians, if you like, of the 

project and to incentivise them - by putting their money at risk - to take a particular interest in 

the way the project is specified.  It seems to me that three factors are key: can you specify 

sufficiently well what the project is to enable a proper contract to be drawn up; can you 

identify the risks in that process so that financiers and the project promoters can price it 

appropriately; and is there whole of life consideration?   I think this last issue is also very 

important.  One of the advantages of the PPP is that we see an ability to keep the 

infrastructure intact throughout the lifetime of the project rather than, as has so often 

happened (all over the world frankly) huge expenditure upfront and no attention to the 

maintenance thereafter and the need for another major change 20 years down the track.  So a 

commitment from the public sector to ensure that the maintenance of the assets is attended to 

over the life of the project is important.  That is what we look for when we get into a project: 

is it well-specified, can the risks be established and priced, are our financing partners 

adequately incentivised to scrutinise the project and pay attention to it throughout its life, and 

is there sufficient attention being paid to the whole life of the project and not just the initial 

construction phase of the project.   

Q40  Lord Forsyth of Drumlean:  Mr Brooks, Dr Stone indicated to us earlier that one of 

the advantages of PFI was that very careful diligence would be done and very careful 

preparation would be done in the tender process and so on.  You have emphasised value for 

money but value for money for me implies competition.  I wonder if there is sufficient 

competition given the costs involved in preparing the tenders and also whether you think that 
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there are enough players in the game?  I am pretty conscious of the recent OFT investigation 

in putting that thought to you.   

Mr Brooks:  I think you are right that there has to be competition for it to work.  The idea is 

to find the best project specification so that we always have some competition to drive that 

out.  There is competition at a number of different levels.  You want some competition 

between the contractors who are going to build it and you want some competition between the 

financiers who are going to finance it.  After all, there are two aspects here.  Clearly most 

recently the competition at the financing stage has been less than it used to be, and no doubt 

we will be discussing that during the course of the afternoon.  I think the UK has a very open 

process in looking for suitable contractors and amongst the European countries I would say it 

has been very open in that respect.  Some of the contractors are perhaps not as strong as 

elsewhere, which may affect the project, but I think this is a good time for me to introduce 

Mrs Cheryl Fisher who has dealt with the actual delivery of many of the UK PPP projects that 

the EIB has been involved in financing, both, for example, the extremely complicated and 

large Manchester Waste project which closed recently, but also the Building Schools for the 

Future programme, which we are part-financing and which is an entirely different sort of PPP.  

I think it would be helpful to take her views on her knowledge of these projects and whether 

she views the competition as adequate.   

Mrs Fisher:  I would echo what Simon said.  I work not only in the UK but also for the 

French and the Benelux and the Irish markets, and I would say that the UK market is the most 

open PPP market of all the countries in which I work, by which I mean that you find many 

more bidders competing for these projects from other countries in the UK than I find when I 

look at French projects where there are fewer overseas companies bidding.  From that 

perspective I think the UK market does benefit from quite a high level of competition 

amongst contractors, so for example you will find Scanska from Sweden, you will have Vinci 
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from France and you will have Spanish contractors as well, so I think there is quite a good 

international mix of contractors quite active in the UK market that I do not see everywhere.  I 

would start by making that point.  Anecdotally there is a suggestion that the introduction of 

the Competitive Dialogue has reduced the number of contractors who are interested in 

bidding for some of the smaller projects in particular because of the high level of bid costs 

that they are now incurring as a result of having to put in fully priced bids at the final stage.  I 

do not have hard evidence for that, as I say it is primarily anecdotal conversations with 

contractors who are saying they are not so active any more, but, nevertheless, I think we are 

still seeing among the projects in which we are involved good competition on the contractors’ 

side, by which I mean at least three contracting companies who are actively looking to win a 

contract.  I would say that the EIB is in the very unique position of seeing all bids for a 

project because EIB supports a project and does not support an individual contractor when it 

offers finance for the projects, so we are able to see across all of those offers that are going in 

and I think again based on that view of the projects we see quite a lot of competition and 

bidders are quite active in trying to get the best price, both from their funders and also honing 

their price as they come up to the final bidding stages.  Again as Simon says, I think the 

competition for the financing is reducing in the UK, there are fewer funders available.   In the 

smaller-sized projects that is less of an issue, there are still funders available for them but for 

the larger projects where we no longer have capital market funding I think that we have seen a 

substantive reduction in the level of competition amongst funders.  That has had an impact.  I 

think the thing that has had an impact however is less about the competition which has led to 

an increase in risk pricing but the fact that all funders have had an increase in liquidity costs, 

essentially as a result of the credit crisis, and I think that is what has driven the pricing up and 

the lack of funders has let to a slowness in delivery and a decrease in the speed with which 

projects close rather than a massive change in the sorts of financing terms that are actually 
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being offered as a result of lack of competition.  It is more the liquidity issues that banks have 

at the moment which have increased their cost of funding rather than the actual lack of 

competition has increased the cost of funding for various projects.   

Q41  Baroness Kingsmill:  Governments tend to be able to borrow funds more cheaply than 

the private sector, so what is your view of the relative benefits of funding from the private or 

the public sector? 

Mr Brooks:  It is certainly the case that governments can on average borrow cheaper, 

certainly in the UK.  I think it is important in this connection to be clear what borrowing you 

are comparing with what. The government, in effect, has access to the entire resources of the 

British taxpayer.  When we are dealing with PPP as a project vehicle the level of risk is much 

higher because the project only has recourse to its own assets.   

Q42  Baroness Kingsmill:  Indeed. 

Mr Brooks:  So when comparing the two levels of pricing it is important to compare like with 

like.  I think one of the benefits of the PPP system is precisely that it reveals the inherent 

riskiness of the project and in effect puts a price on that, which is related to the difference 

between the gilts rate and the price of funds that the product itself can attract. A large part of 

that is in the risk pricing.  That extra risk has to be covered however the project is financed.  

Q43  Baroness Kingsmill:  But is it worth it?  

Mr Brooks:  I think this is an area where we have to rely quite a lot at present on the different 

structures.  The idea behind the PPP structure is precisely to brigade the private sector to 

make the projects work more efficiently than they would do otherwise.  The difficulty here is 

that one does not do the same project both ways so you never have an exact comparison.  
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Q44  Baroness Kingsmill:  And the private sector has to have some skin in the game to do 

this. 

Mr Brooks:  Indeed.  But the intention is that this benefit the private sector gets is offset in 

the public sector by the extra efficiency that is brought to the prosecution of the project in the 

first place, which is the intention behind it.  I think that there is work to be done on trying to 

hone down the margin that in the end should accrue from PPPs.  I think where there are many 

rather similar projects being done, perhaps schools or something like that, where they might 

be procured by PPPs or by the conventional manner, then you could in principle start to 

assemble data and, by averaging over the large numbers of projects, start to form a view about 

what the pay-off was.  I think the difficulty that we must recognise in some of the larger 

projects in which we have been involved is that they are all one-offs.  It is very difficult to 

separate out particular features from a large project such as, as I mentioned earlier, 

Manchester Waste or the widening of the M25.  It is difficult to separate out precisely what 

would have happened had this project been procured another way.  It is just a very difficult 

thing to do.  I look forward to more research being done on the smaller projects where they 

are reasonably homogenous.  As for the larger projects, it is going to remain very difficult in 

any particular case to know how big the margin is.  I think on this the EPEC has started to do 

some work, so if I may introduce Tom Barrett who was a major force behind the 

establishment of the European PPP Expertise Centre which is a consortium of interested 

parties - public sectors promoters - working on PPPs in Europe, and which is trying to spread 

best practice. Amongst its work the EPEC Centre has started to look at this very question 

about whether you can establish how big the cost margin is and the advantages you get from 

this method.  

Mr Barrett:  Thank you.  I think it is clear both in the United Kingdom as well as in many 

other Member States that there is a considerable repository of good data, even if it has to be 
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fully mined as yet, in the national audit offices and these have in fact focused very 

specifically on PPP projects as a new area of public procurement and therefore one that was 

worthy of particular scrutiny as it developed.  What became evident as Member States sought 

to exchange their notions of good practice was that in fact there was not really a common 

database, there was not a common dialogue.  So with the encouragement of the Member 

States we took a simple initiative of in effect of creating an expertise centre which really is in 

fact a group at the moment of ten or so people coming from different Member States and 

coming from the Bank with good information, good insights into how the PPP systems work 

in different Member States.  We have thought it worthwhile to actually set up this particular 

study and it will focus particularly on achieving and measuring value for money, but in 

general we are working on the data provided by the Member State national audit office 

systems themselves and therefore it is evidence, I trust, that will be readily accessible and 

readily verifiable by all of those who wish to look behind the summary of conclusions. 

Q45  Chairman:  When do you think it will be ready? 

Mr Barrett:  If we look at the track record of the National Audit Office in the UK it is quite 

considerable.  If we look at the most recent data there are some very broad pictures.  Where 

we look for example at the Dutch, the Spanish and the Germans, we have reasonably strong 

audit systems that have been relatively thorough in their examination, so I would hope within 

a 12-month period, as this is the beginning of the project evaluation, we will have something 

which we will then submit to all of the Member States, because the membership of this 

European PPP Expertise Centre is comprised of EIB and the Member States and in fact 26 out 

of the 27, which rather reflects the degree of interest in the problem, as well as the European 

Commission.   
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Q46  Baroness Kingsmill:   It is going to have to be fairly significant to justify the difference 

in the cost of the capital, is it not, relatively speaking?  

Mr Barrett:  As Simon has said in one of his particular comments, value for money is a 

fundamental of the PPP system, but it is not the only method of counting, even if it is an 

essential part.  I think when we look at the investment requirements and procurement 

requirements across the Union we are looking at a number of Member State some of whom 

are obviously significantly less well-developed economically in terms of social infrastructure 

than the UK is.  We are looking at challenges about improvement of infrastructure for the 

purpose of competitiveness so indeed when it comes to a final calculation of what are the 

pluses and minuses of the total picture, value for money is a necessary element - and it cannot 

be justified without that - but there will be other elements on the table as well.   

Q47  Baroness Kingsmill:  I suppose what I am getting at is the conventional procurement 

package could be one way of getting theses sort of infrastructure projects off the ground, 

could it not, with the capital provided by the governments?  The PPP and PFI projects are a 

particular form of that and one is just trying to get some sense not necessarily of value for 

money but to get some sense of how big the benefits are to justify what would look on the 

surface to be greater cost.   

Mr Barrett:  Fully accepting your point, I think many Member States have looked at this 

question of utilisation of PPPs from a number of additional perspectives, one for example 

being the introduction of additional construction capacity.  That for example in the United 

Kingdom was a rather pertinent concern at one particular stage.  A second has been the ability 

to find export markets for national contractors.  That too has been relevant; the ability of 

contractors to put capital behind some of these investments, and indeed to undertake a change 

in their own infrastructure.  Certain of the contracting industries within the Union are noted 

for what we call strength of capital.  They have the capacity to take risk, to do research and 
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development and to innovate in the type of projects they do.  Other countries have been more 

marked by very thin capital support.  So perhaps I am in a sense enlarging your question in 

saying that while value for money is part of the vital oxygen, it is not the only issue and that 

therefore when we look, as we do, at the medium to long-term requirements in certain areas 

where private capital can be engaged, we have say well is this a useful addition tool.  The 

words I am using rather carefully are “additional tool”, not a substitute for public 

procurement, and therefore the whole debate turns around whether or not it has been used 

appropriately in the circumstances.  If one refers to, for example, some of the significant 

environmental investments that are foreseen in this country alone, one has to say that that 

must come within a public policy framework and therefore how are we to achieve that type of 

investment scale, which is considerably greater if these estimates are true, than anything we 

have previously undertaken.   

Q48  Lord Forsyth of Drumlean:  May I take up a very small point that Mr Brooks made.  

Perhaps I misunderstood you but when Baroness Kingsmill asked about why pay the premium 

on interest charges that comes from funding it privately as opposed to directly by government, 

I thought you said that an advantage of the process was that it would make people assess the 

risks more carefully, but is that not a bit like saying to someone, “Actually you can take out 

your mortgage on the basis of a lower credit rating and it will be a very much more expensive 

mortgage but it will make you appreciate what a risk you are taking in buying this house”?  It 

seems a perverse argument.  Perhaps I have misunderstood or I have characterised what you 

were saying wrongly.  

Mr Brooks:  It was not my intention to say quite that.  What I wanted to refer to is that when 

one compares the price of funding through gilts, which is a general charge on government 

resources and which is not tied to a particular project, with the price of funding a particular 

project where the funders have recourse only to the assets of that project, the difference in 
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price largely reflects the difference in risk.  If, for example, it were to be the case that the 

public sector were to guarantee this individual project so that the credit risk then became the 

risk of the public sector, then of course the price of this project would collapse to be the same 

price as gilts.  It is important to bear in mind that the difference in price you see reflects the 

very real difference in risk that the funders face and to reflect on the fact that you want the 

funders to be at risk in the PPPs because it is their concern to get their money back that makes 

them manage the project properly from their perspective.  I think that this is a key difference 

in the two ways of procurement.  If one were fully confident that the public sector was just as 

expert as everybody else in specifying a project, not allowing mission creep, identifying the 

risks, drawing up the contracts - suppose those two things were entirely equivalent - the 

incentive on the funders, such as ourselves, to monitor and watch over the project is rather 

different when it is a sovereign risk from what it is if the risk is entirely concerned with the 

project in a free-standing way.  I think a key bit of getting value out of PPPs is to brigade 

people like us to follow the project very carefully.   

Q49  Lord Eatwell: Could I just follow up on that.  I am getting very puzzled here.  I can see 

the issue whereby PPPs may bring resources into the transition countries of Eastern Europe 

who do not have the resources available to do so, but that issue does not apply to the UK.  

Mr Brooks:  Indeed.  

Q50  Lord Eatwell: I can also see that it might bring management skills in that context which 

may or may not apply in the UK in terms of procurement management.  The third item which 

is addressed is this issue of risk transfer, that somehow risk is transferred from the public 

sector to the private sector which is taking the risk.  I do not understand this at all.  If you 

have got a prison, the prison has got to stay there.  If the private contractor goes bust or in 

another way defaults on their charge, their activity, the public sector has got to pick it up, it 
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has got to run it.  If it is supplying water, the public sector has to guarantee that supply of 

water because these are public services, and so I think this notion of transfer of risk to the 

private sector is a complete myth, is it not? 

Mr Brooks:  It does not feel like that because it is our money at risk.   

Mrs Fisher:  Yes.  

Mr Brooks:  And if you think about the situation we are in, when one of these projects fails 

we take, and therefore our shareholders take, a real loss.  I would argue that it is the fear of 

that loss that forces us --- 

Q51  Lord Eatwell: Hang on a second, you may take a loss but suppose it has failed, the 

public sector has to take over the project and make it work and therefore the public sector has 

not lost the risk.  

Mr Brooks:   What I was going to go on to say was that the fact that we stand to take a loss 

improves the attention we pay to the specification of the project in the first place.  

Q52  Lord Eatwell: Yes, but that goes back to resources and management, that is your 

number one and number two.  The issue is this risk transfer.  I can see that you are taking a 

risk if you are starting it, that is fair enough, but actually what is interesting then is that the 

social risk is really increased because the public risk has not diminished and risk has been 

added on your side.  This seems to me to be a fantastically inefficient system.  

Mr Brooks:  I would argue that the public sector risk has been diminished.  

Q53  Lord Eatwell: How has it been diminished? 

Mr Brooks:  Because we and our funding colleagues and the contractors have been 

incentivised to come up with a project that is less likely to fail and delivers a better level of 

service.  
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Q54  Lord Eatwell: That is going back to number one and number two.  I accepted the 

argument there may be resources, I accepted the argument that there would be better 

management skills and highly incentivised management skills.  The issue I am trying to focus 

on is whether there is any risk transfer.  I can see that you are incentivised but is there any risk 

transfer if the public sector is committed, say, to maintaining a prison and making sure the 

prison is there to look after the prisoners?  

Mr Brooks:  I think there is in the short term.  When we consider the way the project has been 

undertaken, there is definitely risk transfer at that point because the lenders face risks that 

they would not have faced if this project had been procured in the conventional manner. So 

there is clearly a risk transfer during the life of the project. And I would argue a risk 

diminution for the public sector, because of your items one and two from the operation, so 

there is a risk transfer during the life of the project and an overall risk diminution.  But I 

cannot but agree with you that, at the end of the day, if it is a vital public service then 

somehow the public sector will have to provide that.  What I believe should be the case, and 

what I think is the case, is that well-specified and well-run PPPs can give the public sector 

better value for money.  

Q55  Lord Moonie:  I am obviously denser than the rest of my colleagues!  Are there three 

parties here we are talking about: the contractors building it, you, and the person that it is 

ultimately being built for, the state or government.  Who picks the second party, the 

contractor?  

Q56  Lord Moonie:  The funders - the state or you? 

Mr Brooks:  The public sector, the procurer.  
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Q57  Lord Moonie:  The procurer so it is the risk of their incompetence in picking a builder 

that you are insuring against by charging a higher premium, is it?  

Mr Brooks:  I would not put it quite like that.  

Q58  Lord Moonie:  How would you put it?  I am trying to get it clear in my own mind.  

Mr Brooks:  When we approach a project we do a full appraisal of both the value for money 

and our view of the ability of the contractor to actually deliver.  It is not in our interests to tie 

ourselves up to somebody who is going to fail, so, if we are faced with the situation in which 

a contractor has been selected, then clearly our evaluation will take into account not only the 

professional abilities of the contractor but also the myriad of contractual terms - these 

contracts are very complicated - that share out the risk amongst the three parties.   

Q59  Chairman:  Can I just play on it in a slightly different way.  If it is straight public 

procurement obviously all of the risk lies with the public sector.  If it is a PFI then things may 

go wrong in the contract which cost and there is a distinct possibility that a contractor has to 

bear that cost without going bust.  If it goes bust obviously the whole lot falls back to the 

public sector, but there is an area in between where the cost of things going on will be borne 

by the contractor, and in that area the risk will have been transferred from the public sector to 

the contractors.  

Mr Brooks:  If I may say so, Lord Chairman, that is an excellent summary of the position.  

Chairman:  In which case perhaps we can move on to the next question.   

Q60  Lord Best:  I think this next question follows this same train of thought.  It is about the 

capital cost and the fact that PFI projects do tend to come in on time and to budget and that 

that has a value, but of course the research seems to indicate that they cost more and one is 

putting one against the other.  I asked Dr Stone about this and he stressed the advantage of 
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things coming in on time.  If you get the product earlier that is a value-for-money ingredient.   

He did not say very much about it coming in to budget.  I think that here we are talking about 

that gap between when the public sector is placing its contracts and doing all the procurement 

itself, things never coming in on budget, and this gap opening up between the two and where 

in a PFI contract, because of the way it is structured, things do come in on budget.  I would 

like a little bit more about that and about the advantages of that which offset the fact that the 

actual price on day one looks to be higher than the price on day one with traditional methods.  

Can you talk a bit about that area of saving that is achieved through the PFI contractual 

methods that represents extra value for money and benefit? 

Mr Brooks:  Well, of course this issue of whether PFI/PPP projects come in on time and on 

budget has been a long running issue of interest in the industry.  We talked a little earlier 

about the need for more statistical analysis and work on this.  The evidence we have from our 

own evaluations, which we have referenced in our document to you, is that indeed the PPP 

projects that we have been involved in have had a good record of coming in on time and on 

budget.   

Q61  Lord Best:  Can you contrast that with the figures that relate to where the procurement 

has been directed by the public body?  

Mr Brooks:  I would have to be honest and say that I have to be cautious here because, as I 

said in some of my earlier responses, and as Mr Barrett indicated, this is still an area of work.  

We are familiar with a number of spectacular failures in public procurement in the UK.  We 

know of a few significant failures on the PPP side.  At this stage I would be very cautious to 

be too sweeping on this.  What I am confident in saying is that the PPPs we have done have 

on the whole come in on time and on budget, and that being on time has a real payoff.  What I 

am a little less confident in saying is that, comparing like with like, the PPPs have been more 

successful than what would have happened had they been procured in a different way.  My 
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view is that the PPP system has contributed to that but I cannot give an absolute cast-iron yes 

on that.   

Q62  Baroness Hamwee:  Do you want to say any more about procurement arrangements 

and whether they are satisfactory or can be improved or have we covered it? 

Mr Brooks:  I think on the procurement side there are two areas that could be of interest to 

the Committee.  One is what is practised across Europe and what are the variations in that 

practice.  In a moment, if you agree, I will ask Mr Barrett to answer.  The other is whether the 

current procurement arrangements and the details of the procurement process need any 

adjustment in the light of the current financial crisis, and whether the Competitive Dialogue 

system is working as well as it could.  On that I would like in a moment to ask Mrs Fisher to 

give her views.  On the European side, Mr Barrett.  

Mr Barrett:  Perhaps the simplest way to communicate a rather complex picture is to refer 

back to an exercise carried out by the Member States in collaboration with the Commission 

about two years ago when they looked at the overall PPP arrangements and in particular 

whether in fact they were too complex, too mind-bending, and too difficult for reasonable 

people to engage in.  The answer they came up with was two-fold.  They say that largely 

speaking the system works well.  The evidence for that is that Member States in general are 

expanding the programmes for PPP, so the perception from within the public service was that 

these types of procurement programmes are capable of delivering more than they previously 

had available and, secondly, that they are learning from each other’s successes as well as 

errors of the past.  There was one significant twist which was to say in particular that it would 

be useful to develop additional procedures, notably the Competitive Dialogue procedures, 

which limited the way in which the public sector and bidders could speak to one another and 

indeed the evolution of bids after bids had been submitted.  So the broad view of the Member 

States of the Union was to say that this does work, it is worth expanding further and they 
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strengthened it and tightened it to some degree, so there was that sense of satisfaction.  If you 

wish to see which countries have taken distinct steps to develop PPPs in the interim it is first 

of all France, secondly Germany.  There have been further steps by Italy, by Poland and as a 

potential candidate member by Turkey, each of whom have set a broad procurement 

programme that is comparable in size in terms of proportion of GDP to that applicable in the 

UK.   

Q63  Lord Tugendhat:  First of all, Chairman, may I say what a pleasure it is to see Mr 

Barrett whose experience in these matters I have had firsthand experience of over a number of 

years.  It has been suggested, or rather it was hoped when PFI began, that it would not only be 

more efficient in terms of delivering on time and on cost but it might also yield innovations in 

terms of delivery.  I wonder if you feel that those aspirations have been fulfilled or whether 

basically things have remained much the same whether one has had private or public in terms 

of the delivery? 

Mr Brooks:  I think this is a very good question and I would refer back to an earlier answer I 

gave right at the beginning about what makes a good PPP - when we talked very much about 

the need to have a clear idea of what the outputs were, a clear idea of how they were to be 

delivered and, in general, a good degree of precision so that everybody knew what they were 

getting into.  I think it would probably be fair to say that these desiderata have tended not to 

drive out innovation but to favour relatively standard approaches.  I think there has been 

innovation on the financing side, where different approaches have been taken to the funding 

and that innovation has developed according to the situation in the market.  I think it would be 

fair to say that, with a few exceptions, on the whole we have not seen that much innovation on 

PPPs, but I would just like to ask Mrs Fisher if she thinks I am being too negative about it.  

Mrs Fisher:  I do not think you are, Simon.  Whilst there have been some great examples of 

wonderful buildings delivered under the PFI initiative, I think it is very difficult to know 
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whether or not those same buildings would have been delivered with conventional 

procurement or with PFI, so I think it is very difficult to prove the hypothesis in this case.  My 

experience primarily in terms of innovation is around the financing side and there I would 

echo what Simon said: I think we have seen significant developments in finance which have 

benefited wider areas of the economy as a result of the PPP initiative.  For example, the 

provision of index linked funding to projects was first done on some early PPP projects and 

the use of capital markets on some of these PPP projects has provided a way in which pension 

funds can provide long-term funding for some of these assets as well, so there have been 

some innovations which have been generally beneficial but it is very difficult to prove that on 

the design side we have got real innovation.  

Q64  Lord Tugendhat:  Could I ask one other question unrelated to this.  We had a very 

interesting paper from the Foreign Office which have had only one experience of PFI and that 

was the Berlin Embassy and they spoke very warmly of how the Berlin Embassy had been 

done, but they also pointed out that they been hammered by the exchange rate.  I wondered 

whether you would feel that the Foreign Office experience of the Berlin Embassy suggests 

that it is not wise to do PFI in a currency other than the currency of the country, a bit like 

private people taking out mortgages in another currency where one has seen problems in 

Eastern Europe? 

Mr Brooks:  I think I should point that one at Mr Barrett!   

Mr Barrett:  I think, Lord Tugendhat, commonsense has brought you to the obvious answer:  

It is not something one would normally expect to do, but I presume those who had those 

decisions had particular reasons or rulings or procedures which brought them to that point.  If 

I may perhaps refer to the earlier part of the question, as the Chairman said in starting this 

discussion, there is such a mix of terminology that occasionally one loses sight of the wood 

for the trees.  There has been in the Community over recent years a very distinct attempt to 
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harness public and private resources together and it tends to fall into a rough terminology of 

risk sharing or partnership or terminology like that.  There have been in one or two key areas 

significant moves, both in the research development and innovation side as programmes 

across the Community but also in strategic energy technologies, to bring public and private 

together, so because we are speaking here very much in the context of the programmes that 

are well-established in the UK this would seem to fall outside the terms of reference of this 

discussion, but in fact there is a rather significant programme that is addressing these other 

issues, whether they are for example things under the FP7 Programme for research and 

development, et cetera, so there are indeed other innovations, but the point being made by my 

colleagues is that it is still very central.  If you wish to roll it out systematically as a standard 

programme for all finance houses in the market for all promoters, an essential criterion is that 

it must become simple, it must become repeatable and it must become low cost to administer.  

What we are seeing at Community level at the moment is very much an exploration of what is 

possible in these areas.   

Q65  Lord Eatwell: On simplicity I wonder if we could address the wonderfully named 

optimism bias uplift which is used in UK discussions.  Do you think it is really reasonable to 

include a measure of cost overrun in the public sector comparator for a PFI evaluation? 

Mr Brooks:  I think that there are some grounds for thinking that some allowance would be 

appropriate.  One of the things that PPPs deliver is cost certainty.  That is, in a sense, one of 

the things that PPPs are aimed at.  The evidence is that PPPs have been delivered on time and 

on budget.  There may well be a tendency, and I would guess that historical record tends to 

bear this out, for some optimism on the part of the internal promoters of projects.  I think that 

if - in the UK for example - the historical record were to bear that out, then it would be 

appropriate to make an allowance for it in the public comparator.  Having said that, I have to 

say that the details of the public sector comparator are not a matter that is of concern to the 
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European Investment Bank because clearly we are not involved in that case.  But my general 

view is that a priori it is quite likely that some sort of allowance would be appropriate.  

Q66  Chairman:  Do you think that having such an allowance might have an effect on the 

best estimates in the first place?  If one was giving a best estimate and you knew that you 

were going to have an uplift would that not possibly affect the best estimate?  

Mr Brooks:  I think certainly it could, Lord Chairman.  I think here one is trusting the 

integrity of the civil servants who are doing the estimates in the first place.  

Chairman:  But of course.  Lord Moonie? 

Q67  Lord Moonie:  Given the Bank’s AAA status is it the case that the EIB tends to fund 

the most viable and promising PPP schemes anyway? 

Mr Brooks:  As I said earlier, we always look at PPPs in terms of their economic, technical 

and financial viability, so we always want to fund projects that are worth doing, that are going 

to work, and that are going to pay back the loans.  After that, we are able to select from 

projects that meet the policy aims which our governors, the EU finance ministers, have set us.  

So in that sense I would say that we do finance the most promising and interesting schemes.  

If, on the other hand, you mean ‘do we just stick to the easy ones’, then I have to say we do 

not.  My colleague Mrs Fisher has spent many nights on some very difficult projects, trying to 

bring them to close.  I have mentioned the M25 and Manchester Waste already, both of these 

very big UK projects, very difficult to close, and very complex, so not straightforward in that 

sense.  But I would say promising, good projects.   

Q68  Baroness Hamwee:  Mrs Fisher was going to say something about the Competitive 

Dialogue and I wondered whether we might have a word on that or perhaps ask our witnesses 

if they could give us something in writing.   
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Mrs Fisher:  Just very briefly on the finance side, I highlighted earlier some of the concerns 

that some of the contractors have around the competitive dialogue on cost but I think it is 

certainly the case at the moment that because there are fewer funders available to fund 

projects the public sector is not able to require contractors to have committed financing prior 

to the bids being submitted.  A key issue then for the public sector in the current market is 

making sure that it obtains best value financing that is available in the market and I think it is 

something that will be useful for the Treasury guidance to develop further, in particular how 

the public sector should bring financing into the funding of these projects, and at what stage 

to ensure that it gets the best offers available given the smaller number of funders that are 

available to finance these projects, so it is more about adapting some of the procedures that 

we have been using in the past to take account of the current situation that we are in.  

Q69  Chairman:  This is not a direct EIB question but I will ask it anyway: do you have a 

view as to whether risk transfer should determine whether private finance liabilities appear in 

national debt? 

Mr Brooks:  Lord Chairman, you are right, it is not directly a matter for us.  But I would offer 

one thought on this: the intention and the aim of PPPs is to get the right method of procuring 

particular projects and it is important that that method is selected on the basis of the 

characteristics of the project.  I think that how the project is ultimately scored in the various 

accounts is not a consideration that should really relate to project design, if I can put it like 

that.   

Q70  Chairman:  So, in your view, of these various projects that pass through the EIB you 

would not have any feeling that governments might like the idea of PFIs because they were 

off balance sheet? 
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Mr Brooks:  We are aware of the fact that sometimes they may be tempted.  But it is not our 

view that they should really give in to this temptation, if I can put it like that.  The appropriate 

procurement method depends on the project.  

Q71  Chairman:  Is there a difference of approach between different European countries as 

to whether the liabilities appear on national debt or not? 

Mr Brooks:  I think there has been convergence in the way that these projects are scored in 

the various accounts across Europe, so I do not think that is a significant issue.   

Q72  Lord Best:  How are they scored then usually?  Convergence has led us to where? 

Mr Brooks:  We are now in a position where most of them are on balance sheet, though in 

terms of the ESA 95 criterion, which is what is used for the National Accounts in the UK and 

elsewhere throughout the Union, the classification is different, so it is possible to be on 

balance sheet but off in terms of the ESA 95 accounts.  That is the system we have.   

Q73  Lord MacGregor of Pulham Market:  When you say for the rest there is a 

convergence for on balance sheet, how is the risk transfer assessed?  Are there variations 

depending on the degree of consideration of risk? 

Mr Brooks:  I think you are getting beyond my knowledge of this particular issue because it 

is not one that we have to concern ourselves with.  

Chairman:  Fair enough.  Lord MacGregor? 

Q74  Lord MacGregor of Pulham Market:  On the one hand the credit crunch may have 

long-term implications for PPP projects but it also appears that within Europe there is a desire 

to accelerate infrastructure investment without raising government borrowing and that slightly 

goes back to the point we have just been discussing.  How do you see these two aspects 

panning out in the future? 
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Mr Brooks:  I think you are right, Lord MacGregor, that there are forces going in opposite 

directions here.  The credit crunch is, on the one hand, making it more difficult to bring 

projects to a close.  On the other hand, the desire to improve the infrastructure, particularly I 

would say of Eastern European countries, is leading them to investigate ways of drawing in 

more resources from the private sector and is therefore increasing the demand for PPPs.  

Again these two things are in opposition.  PPPs are still a new technique in most of Eastern 

Europe.  I think they are still “learning by doing”.  I think we will see more PPPs in Eastern 

Europe, but they will be difficult to close.  Mr Barrett is the expert on this and I would like to 

ask him if he has anything to add.  

Mr Barrett:  As you have summarised, Lord MacGregor, the position is clear.  Member States 

in general, including the biggest economies within the Union, have set forward in many 

different sectors very substantial investment programmes, partially to respond to 

competitiveness issues, partially to respond to the standards that in fact the public wish to see 

achieved and partially towards the modernisation of the economy and the development of 

regional aid, and the development of regional areas, et cetera, so the programmes have been 

identified as particularly substantial.  Against that background the current difficulties, 

particularly in the banking market, have added an additional, very significant twist.  

Therefore, if you pick up perhaps some of the thoughts that have been leavened through what 

we have said this afternoon, Member States have been looking at a series of measures that do 

not simply come under the category PPP.  The measures are far too important to be caught in 

a single financial instrument.  They are looking, for example, at measures that will restore the 

health of the banking sector and therefore, amongst many other things, facilitate the ability of 

the banks to re-enter markets such as PPPs.  We are looking at the need to develop the 

utilisation of the capital markets in Europe, the long-term financial institutions, the pension 

funds and various others, who to date have not participated particularly in investment in 
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public infrastructure throughout the Union.  It has been a relative small part of their portfolio 

investment strategy.  This is not the case for example in the United States market where such 

institutions have played a much more significant role.  Indeed, if one looks at the United 

Kingdom one sees that the use of capital market institutions has been much greater here than 

it has been elsewhere on the Continent.  One of the issues and challenges that the public 

authorities are facing in general is how to reconcile the different needs.  Some of the thoughts 

that we have reflected here this afternoon, the idea of increasing capacity for example to find 

that many of the participants in the construction sector in Eastern Europe are not from Eastern 

Europe, that is perhaps relatively obvious to people, but their ability to bring both financial 

capacity and managerial capacity to such markets is quite considerable and PPP is one of the 

vehicles by which it is delivered.  Likewise when we see some of the big public transport 

schemes such as rail we see that even entities - if I can put it that way and I should perhaps 

rephrase it - including RFF have begun to use PPP approaches in terms of delivering TGV 

programmes within France, so we are seeing a variety of responses which simply say the need 

as identified is considered to be strategic and important, therefore existing practices have to 

be reviewed both in terms of capacity to deliver through industry, the financing mechanisms 

used, the depth to which we use capital markets for example, so there is a whole series of 

things that are being done almost simultaneously which should, amongst other things, offer a 

particular role to PPPs without necessarily making PPP the purpose of such programmes.  

Corporate financing will be equally important for the transfer of responsibilities.  If we want 

talk about future developments in, for example waste-to-energy, carbon capture and storage, 

and things like this, we obviously see technology leaders from industry as being a core part, 

but it will be within the programme or the framework, with or without financial support, 

defined by different authorities in different countries, so I think it is this general approach of 

utilising the various proven means that are available by public authorities that is the hallmark 
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of what is being done to try to achieve these broader ambitious programmes.  There is very 

clearly the same attitude in Member States that says if programme instruments like PPPs can 

deliver a useful result, that is good.  If it has to be a different instrument, well that is good.  

There is no preference for the type of mousetrap other than that it should work.  

Q75  Lord Forsyth of Drumlean:  On the subject of mousetraps, some people have 

suggested to us that there is a case, given the current situation, for countries introducing 

national infrastructure banks.  What do you think about that?  That is not my idea!  

Mr Brooks:  Of course, Lord Chairman, there is a very simple answer to this question, which 

is a ‘house’ answer, which is that nobody in Europe needs to introduce a national 

infrastructure bank because they have got us!  So that is one answer.  

Lord Forsyth of Drumlean:  I am not advocating it.  

Q76  Chairman:  Defence, prisons and various bits and pieces.   

Mr Brooks:  That is one of the points I was going to make.  I think in the UK’s case – and, in 

a sense, it is not my place to advise the UK - in these discussions we should talk about the 

issue for countries in general – it is important to try and work out what such an institution 

would be designed to fix, what is the problem that it is supposed to be addressing.  Are you 

looking at capital market imperfections and a lack of access to capital?  If it is a crisis 

response you are looking for, it would be a strange thing to set up a new institution to deal 

with something that one hopes will sort itself out relatively quickly.  On the other hand, it 

could be that (even after the crisis) there would remain a more established capital market 

imperfection, with projects still struggling to attract large amounts of money and very long 

maturities, and with PPPs not functioning as well as they have done in the past.  After all, 

there has been a role for institutions like the EIB to do this sort of thing.  So I would say the 

argument here is about what it is you are trying to achieve.  I think with these sorts of 
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schemes such as a national infrastructure bank, particularly when we are talking about PPPs, 

having a separate institution really implies that the institution should be doing something 

different from what can be done by ordinary central procurement.  So what is that different 

thing that you might want it to do?  I think the discussion we have had about PPPs and the 

sort of three-way discussion between the contractors on the one hand, the public sector 

procurers on the other hand and the funders on the third hand (if I may be permitted) says that 

a role for an institution such as a national infrastructure bank is to take on some of the risks, to 

give an independent view of the underlying usefulness of the project, and also to be, as I have 

said before, brigaded into the process of monitoring and managing the project.  Proponents of 

this sort of idea need to have a very clear idea about what it is they are trying to fix and 

whether such an institutional development would really do the job in the context in which it is 

being proposed.  

Chairman:  Thank you very much.  I think that brings our session to an end.  Thank you for 

answering our questions so clearly and for your written submission.  


