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Q147  Chairman:  Welcome to the Economic Affairs Committee.  This is the third public 

hearing of our inquiry into private finance projects.  Copies of the Members’ entries in the 

register of interests and of interests declared as relevant to this inquiry are available for the 

public and witnesses.  I should declare an interest as a member of the supervisory board of 

Siemens AG.  Siemens Business Services entered into a partnership with National Savings & 

Investments in 1999.  Ms Anderson, Mr Sutherland and Mr Rylatt, thank you for coming to 

give evidence on behalf of the CBI and thank you for your written evidence in advance.   I 

have to ask you if you could speak reasonably clearly and slowly, both for the benefit of the 

shorthand writer and for the webcast.  Do any of you wish to make any opening statements or 

shall we go straight into questions? 

Ms Anderson:  We would just like to introduce ourselves and perhaps if I could make a few 

brief opening remarks? 

Q148  Chairman:  Of course. 
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Mr Rylatt:  Good afternoon.  My name is Ian Rylatt and I am managing director of Balfour 

Beatty Capital, which is the investment part of Balfour Beatty Group, which manages all of 

their PFI investments.  We currently have 30 investments around the UK in a range of 

projects, with schools, hospitals, roads and infrastructure projects.  We manage something 

like 120 schools, just to give you an idea of one of the sectors in which we operate.  We 

employ about 6,500 people in our PFI activities and in a typical year probably about a million 

members of the general public will probably use one of our facilities that we manage, just to 

give you an indication of the scale of the business. 

Mr Sutherland:  Dougie Sutherland; I am managing director of Interserve Investments – a 

very similar business as to that which Ian set out.  We have done work within the schools, 

health and prison sector and we have about 33 investments in those sectors.  I started doing 

this about 15 years ago when I was with the Private Finance Panel and the Treasury 

Taskforce, which were Treasury quangoes originally and then changed their name to taskforce 

about 15  years ago; and I have been in the private sector for about ten years. 

Mr Sutherland:  I am Susan Anderson; I am Director of Public Services at CBI.  In the CBI 

we have a strong interest in ensuring that we have high quality public services.  As you see, 

we have members who are responsible for delivering public services, both in the private 

sector and in the third sector.  The thing that I would want to emphasise is that we think that 

the public, the private and the voluntary sectors all have something to contribute in terms of 

providing high quality public services.  We think that there has been a strong history in the 

UK of having successful private/public partnerships, and I think this has helped successive 

governments to secure good quality outcomes and indeed value for money.  There are always 

new partnerships developing and I think we have got better in terms of our collaborative 

partnerships over the last years.  I do think that PFI has been a cornerstone of successive 

governments’ policies and strategy to improve and update the country’s infrastructure, 
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whether it is our roads, our hospitals or our schools, and I think we have delivered really 

successful outcomes.  The Treasury in the past has described PFIs as small but important – it 

is only around ten per cent, 15 per cent of gross public investment each year.  It is maturing 

but the thing that we would want to emphasise is that it is certainly not the only way to deliver 

good infrastructure and good services but it has had considerable success over the years and 

we think that there are many aspects, which we are happy to elucidate, that distinguish it from 

conventional procurement and to ensure and mean that it is an efficient mechanism in order to 

deliver improved outcomes but also value for the taxpayer.  We do think it is appropriate to 

consider the evidence, so that is why we were very happy to provide written evidence and 

why we are very happy, with some degree of trepidation, to answer any questions that you 

might care to throw at us today.  Thank you. 

Q149  Chairman:  Thank you very much.  Perhaps we can start with that part of your 

evidence.  You suggest there that the bundling of investment and infrastructure and service 

delivery as being one of the most important, if not the most important feature of PFI.  Could 

that not be achieved under conventional procurement, i.e. bundling of delivery of, say, a 

building and the maintenance of that building? 

Ms Anderson:  If I might first say I do not think we think it is the only benefit – we think it is 

one of the key benefits.  So if we take it in the round the thing that I would want to emphasise 

is that it is about long term value and sustainability.  If you are focusing attention on the 

whole life of the contract, looking at the best value over that whole life, then I think PFI is 

really an efficient way of delivering that.  For example, in schools, having a biomass boiler 

that might be more expensive in the short term but provide better value for money and indeed 

more efficient outcomes over the longer term; or whether it is a health centre that you can 

factor in redesign over the longer term that is a real benefit.  Sharing the costs is really 

important; and sharing risks in order to succeed is important.  I do think that the whole 
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increasing accountability and transparency are really important aspects of PFI.  But in terms 

of integration of design and delivery, I think the fact that you are bringing together the 

partners at a very early stage in the planning for a project, that you are setting very clear and 

coherent goals at the beginning of that project – goals that are in fact based on achieving 

desired outcomes – is important; and the collaboration that you get around service delivery 

and maintenance and indeed de-commissioning, and the fact that all those things are planned 

in from the start ensure that PFI is a good model.  If we compare it to conventional 

procurement, if I particularly look at the example of schools, what tended to happen in the 

past is that local authorities would cut back on maintenance when the going got tough, and the 

fact that you are factoring in maintenance and cleaning sustainability from the start ensures 

that that is going to be maintained over the lifetime of that school.  And the same could be 

said for hospitals.  The opportunity to also factor in soft services, such as staff training, 

curriculum re-development, all those things are also an important aspect, and again, I would 

come back to say being focused on the outcomes, which after all is better education, better 

educational outcomes.  So I am not saying that those cannot be taken into account in a 

conventional procurement but I think what PFI does enables us to lock in some of those 

benefits from the start. 

Q150  Chairman:  What we are fishing for is what is truly attributable to the fact that the 

funding is private rather than public?  In some areas you can see what that might be; you can 

see some transfer of financial risk but not necessarily of operational risk, and you can imagine 

that there might be some additional due diligence by having third parties who are bringing the 

finance to the table.  But it is not clear, for example in terms of the bundling or indeed many 

of the operational activities, that you could not procure in a public environment to achieve 

many of the same results as can be achieved from the PFI.  So can you make a clear 

distinction between what is attributable to private funding as distinct from public funding? 
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Mr Rylatt:  I think I can because for both Interserve and Balfour Beatty we deliver projects 

through conventional means as well as PFIs, so we are experienced in delivering through both 

routes.  Really it is the choice for the customer which route they want to take because there 

are benefits associated with one and there are benefits associated with the other.  For me the 

fundamental difference is that the PFI requires us to take very much a whole life cost 

approach to an asset – it is not just about the construction, the design and the price of the 

construction, it also about the facilities management and the maintenance.  It is much more 

about the total through life cost in designing a building not just that is going to work day one 

but which is going to work in 30 years’ time, where the maintenance cost of that building is 

optimised with the construction cost; and asks the private sector to take the risk on that, which 

really says almost, “Put your money where your mouth is.  If you say you can deliver a 

building and design a building with the lowest overall cost which meets over the performance 

requirements I need and also ask us to invest in it and take a risk on delivering that outcome 

over a 30-year period”,  and I think it is quite a fundamental difference. 

Mr Sutherland:  Behaviourally, if you go out to the more traditional approach there is no 

question of behaviour and people are tempted to buy the lowest capital project because of 

cash constraints.  That is probably one of the real differences – you are actually asking a 

slightly different question and you are not being constrained in your decision-making by the 

short term budgeting problem that you would face.  So if you went out without the finance 

when it came to making a decision it is likely that a department would choose one with the 

lowest capital and then worry about the ongoing costs which happen after its triennial later.  

In PFI you take that decision away actually, so you generally make a decision – you have to 

make a decision on what is the best over the life. 

Chairman:  Perhaps we may come back to this when we talk about the possibly of a National 

Infrastructure Bank. 
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Q151  Lord Forsyth of Drumlean:  May I just ask Mr Rylatt, when you are taking a view 

over what will happen over the 30-year life of a project that is a very difficult thing to do.  

You have shareholders so presumably you must build in a huge cushion to allow for 

uncertainty.  Does that not result in a substantial additional cost being borne by the taxpayer 

upfront? 

Mr Rylatt:  I wish I could build a huge cushion.  The reality of the competitive environment 

we are in is that I cannot and, if anything, what I have to do is to take on much more risk.  I 

can draw it down to quite simple examples, even things like back doors: if I am putting a door 

into a hospital I have to take a pretty accurate view of how long is that door going to last; how 

robust does that door need to be?  The kind of trade-off I need to do is, do I spend X on a door 

now which will probably have a life of five years?  Do I spend 2X on a door which will give 

me a life of eight years but may have different maintenance costs, and which route do I take to 

deliver the best solution?  In the competitive environment in which we are the people who are 

winning are the people who are optimising that to the finest degree. 

Q152  Lord Forsyth of Drumlean:  Forgive me, it is easier to take a 30-year view on the life 

of a door than it is on what the community is going to be like, what the demands in the 

hospital are going to be and whether it is going to do the job, and you were implying that you 

would do that and you took this risk and you took this risk from the taxpayer.  But if I were 

asked to do that I would be building in a huge cushion and, yes, you would be taking some 

risk but surely it must mean, if you are being responsible to your shareholders, that there will 

be additional cost? 

Mr Rylatt:  I can only answer from my own experience and really repeat that it is a very 

competitive environment; I wish I had the luxury of being able to do that.  I just cannot.  We 

do have to look at increasing flexibility of buildings and clients are now demanding, “Yes, 

here is my design today but in five years’ time I will want to deliver clinical care in a very 
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different model; how can I adapt your building?  How flexible is the offering that you are 

going to provide?  How are you going to be able to deal with variations that come through?”  

All those now are very much a part and parcel of the competitive process that we have to go 

through. 

Mr Sutherland:  Can I answer that in a slightly different way actually because I think it is 

pertinent to everything else?  If you go and look around the government today – and I suppose 

I have been doing that since the mid-80s and I am sure that people can go back even longer 

than me – it is quite a shabby estate.  The reason it is a shabby estate is because once things 

are built people do not invest on an ongoing basis and the failure to invest in your assets, in a 

sense I think is the other way around – it builds up a liability for the future.  We all know that 

a stitch in time saves nine yet our behaviour in government is always to cut back on the 

maintenance, the life cycle in the short term, and we just do not do it.  I would recommend 

anybody to go around and have a look at some of the assets in the estate – the traditionally 

procured assets and some of the PFI assets, which might be seven or eight years old, and you 

will see a stark difference because you are forced – you have to continue to invest.  Often it 

comes as a criticism against PFI and says that it is inflexible.  The inflexibility people 

generally talk about is they cannot take away that investment in the asset and put on other 

things – they have to have a long term investment into the estate; and it does force a very 

different behaviour in what one is doing.  I am with you – we are in a very, very competitive 

market out there so of course we want to make a return for our shareholders and we will try 

our best to do that; but we also have to win in competition.  I do look at the estate and I think 

how much is this costing our future generation, never mind what is it like for someone to 

work in a school or a hospital in which no one is investing?  What does that mean for the 

output?  What is it for people who work in office accommodation – and they are awful when 

you walk around.   I was in Ireland last week – we were at the CCMS, which is the Catholic 
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maintained schools department and we have done a lot of PFI – and we were chatting away 

and they said, “Our Minister does not really like PFI,” but he said, “What I asked them to do 

is to go and have a look at a school in North Belfast which has been designed by a particular 

architect; it is eight years into operation, and I say to them go and look at the other schools in 

another part of Northern Ireland – exactly the same architect – and it is chalk and cheese.  One 

school has a budget that has been cut, it has not invested and the other one has.  Which one 

would you rather our kids were in?”  I think that is a big point for PFI. 

Q153  Lord Levene of Portsoken:  We have heard the word “procurement” a lot this 

afternoon.  Clearly there is a need for this to be carried out effectively and professionally.  It 

seems in a way we are really asking the wrong side of the fence because you represent at the 

vendors rather than the purchasers, but do you none the less see any improvements in the way 

in which government and local authority departments are exercising their skills in 

procurement; are they better trained in running these contracts because a lot of them are a lot 

of money and you cannot just get anybody to pick them up and run with them? 

Mr Rylatt:  I can only speak from personal experience.  We have seen quite a dramatic 

improvement.  I have been involved in the industry from the outset and the competency of the 

people we negotiate with and we bid to is leaps and bounds from what it was before.  I think 

there are a number of reasons for that.  First of all, the public sector is better trained and has 

procured quite a lot of projects now and often we deal with people who have been two or 

three procurements themselves and therefore have experienced the procurement process.  I 

think there has also been much more support from central government to say that the local 

authorities or NHS Trusts were reinventing the wheel on procurement, so they understand the 

process much more and have much better support.  It would also be fair to say that there has 

been quite a movement of staff from the private sector to the public sector who have taken a 

lot of the resourcing and procurement skills with them in making that transfer.  So we find 
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now that the process is benefiting quite dramatically because of that – things are much 

smoother than they were before and we do not need to go over old ground. 

Mr Sutherland:  Am I allowed to disagree on this?  I do have a slightly different perspective 

because I actually look at it and think from a macro point of view it is one thing, but I look at 

individual transactions and I find it amazing that we are still finding people on the public 

sector side who are doing it for the first time.  When I look across the deals that we get 

involved in I think that there are some really excellent teams and there are some very poor 

teams.  Where I see the best, personally, is where there has been an element of centralisation, 

where people have been able to build a team and retain that intellectual property within a 

team, and I can look at a number of places where that has been very successful.  Where we 

find one-off projects I think we still struggle on the public sector side.  If you look at how 

much it is costing us to bid and how long it takes us to bid I do not think that has got any 

shorter or any less expensive since I have been bidding these projects.  So I think there are 

pockets of excellence and I think there are some that are quite poor in the government’s field. 

Q154  Lord Eatwell:  I was intrigued by your introduction where you talk about the different 

methodologies – one methodology over others – and I think you would agree that there is no 

particular methodology that is going to be entirely perfect.  So could you sketch out for me 

what you regard is the major weakness of PFI? 

Ms Anderson:  I think our whole philosophy on this is that it is horses for courses and 

therefore one of the things that we have found as a benefit of PFI, because it is capable of 

dealing with very complex projects where you need a complex set of procurement skills and 

having had that experience and having goodwill on both sides, it has led to PFI being 

particularly successful when we have had to deal with complex procurements.  If you look at 

the evidence the evidence is that PFI has delivered. 
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Q155  Lord Eatwell:  What is an unsuccessful one? 

Ms Anderson:  I would say that we are not suggesting it is necessary in every case and that is 

why I started off my remarks by saying that PFI is about ten per cent of the market. 

Q156  Lord Eatwell:  Could you give me some examples where you think it would be 

inappropriate? 

Mr Rylatt:  If we could assist with that because we deliver both commercial and PFI.  PFI has 

a very different establishment and set up cost.  The bidding periods on PFI tend to be longer; 

there is much more cost in procuring and developing because you are developing a much 

more complex design as part of the procurement process.  Because of that PFI does not suit 

small projects; it does not suit projects that have very little risk associated with them.  It is 

much better suited to projects that are more complex.  If you have a project that is £50 

million, a relatively straightforward building, that is much more easily procured through 

conventional procurement.  So it is not a panacea for everything; it definitely has weaknesses, 

as all methods of procurement have weaknesses.  Conventional procurement I think is quite 

poor for large complex projects, and that is what you find used in different areas. The 

challenge for us as an industry is to address the weakness of PFI; to try and reduce the period, 

to try and get bid costs down so that the overall project can be procured more cheaply. 

Q157  Lord Eatwell:  Complex projects like the Tube, perhaps? 

Mr Rylatt:  The Tube was quite a unique project, but the Tube was a complex project.  There 

are some quite different features of the Tube relative to a conventional PFI. 

Q158  Lord Eatwell:  I wanted to focus on one aspect of projects in general, which is project 

manager satisfaction.  Usually project manager satisfaction is cited as one of the advantages 

of PFI.  Is there any evidence for this?  I did read the CBI’s rather rosy document but I 
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wonder if there is really any evidence to back this up?  Is there any data, any surveys other 

than anecdotal evidence?  Do you have any real evidence? 

Ms Anderson:  We have quite a lot of data.  If you looked at the 2008 Ipsos MORI survey, 

which was of project managers, 92 per cent of them said that the expected standards of service 

of PFI projects were always or almost always being delivered.  Three-quarters of them said 

that the overall performance was either very good or good; 94 per cent agreed that projects 

were delivering the agreed service levels either always or almost always.  I think that those 

are pretty good assessments. 

Q159  Lord Eatwell:  Were they comparative?  Were they compared with traditional 

because, after all, what we need to know is what the difference between the two is? 

Mr Sutherland:  You come back to the point I made earlier, which is it is quite difficult to 

compare something because they are very different.  I am not quite sure what “traditional” 

means in this sense because there is a whole gamut of--- 

Q160  Lord Eatwell:  Conventional. 

Mr Sutherland:  …traditional types of procurements.  If you are going to compare services 

within a PFI hospital, for example, with how it is traditionally procured, quite often they 

procured cleaning separately from maintenance – it is all procured very separately.  As I have 

said, if you go to a traditional project quite often they are cut back.  So if you are asking 

somebody who works in a hospital – and quite often that would be extreme – “Do you want a 

working environment where there is a level of investment constantly within your building or 

one where actually you are under fire every three years to cut back?” in a sense you almost do 

not need evidence to be able to say that quite clearly you are going to have a happier person; 

that there is a cost issue which is separate to that but you are going to have a happier person in 
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an environment where the services are guaranteed and paid for on performance not on just the 

delivery. 

Mr Rylatt:  Let me try to build on that.  As a construction company who delivers both 

conventional and PFI I would be hugely surprised if there was any difference, to be honest, 

between a project manager receiving either of those methods of procurement which to us are 

equally important.  To me the question is much more about the stakeholders who are involved 

in the projects because the kinds of conversations I have, particularly with schoolteachers 

when we are three or four years into a project, the first thing they say to me is, “This is 

wonderful.”  Not because of the building they are in, which is a lovely building but could 

have been conventionally procured; they say, “It is wonderful because I can teach.  I am here 

to teach.  This building allows me to concentrate on teaching.  I do not have to worry about 

the lights not working; I do not have to worry about the heating not working, somebody else 

does that for me.  I do not have to worry about a budget for maintaining the building; I can 

focus on the teaching because all that has been taken care of.”  That for us is a great job 

satisfaction in what we do, in hearing that from the stakeholders in the buildings because that 

is just wonderful. 

Q161  Baroness Kingsmill:  Can I just build on that a moment?  I am still slightly slipping 

from the difference.  Why is large and complex more suited to this than something else? 

Mr Rylatt:  It is because a lot of the set-up costs are fixed or tend to be generally fixed.  If you 

are negotiating a contract the legal fees of negotiating a contract, whether it is for a £50 

million hospital or a £200 million hospital, tend to be the same.  Therefore, simply the cost, 

spreading that cost over something like £200 million, the impact of that on the overall value 

for money when the potential for that £200 million scheme to go wrong, for costs to overrun 

is so much greater, makes the whole economics work much better.  We can deliver a better 

whole life cost service to a building where we can establish a team on site with the 



13 

prerequisite skills.  If we looked at a £10 million building in isolation it is very difficult to 

provide the level of dedicated service that PFI really requires to an isolated building.  So it is 

as much an economies of scale question. 

Q162  Lord Forsyth of Drumlean:  I am struggling with this too.  Mr Sutherland, perhaps I 

am putting this too simply but what you seem to be saying to us is that PFI is a good idea 

because you get this fantastic school and you do not get a lot of bureaucrats cutting the 

maintenance costs and the thing falling down because they are trying to save the ship for a 

hapor’th of tar.  It does seem rather extraordinary that you have to pay a lot more upfront with 

all these costs in order to avoid people making false economies along the route.  Surely you 

do not have to have a PFI apparatus to achieve that.  What you are really describing is that the 

public procurement process is deficient.  It is not actually an argument for PFI, is it? 

Mr Sutherland:  You could say that.  In truth, if you look across the estate that is what 

happens. 

Q163  Lord Forsyth of Drumlean:  I can think of cheaper ways of fixing that than this. 

Mr Sutherland:  I think we should consider all options.  What I struggle with, I suppose – and 

I do that with a number of hats when I go around these schools – the problem is that people do 

do it cheaper, and that is exactly the attitude people have, and they cut back on the 

maintenance – they do not invest in the schools.  If you can find a mechanic where you can 

change the behaviour of departments so that they do commit to a long term investment and 

invest in what they are going to do, that is the challenge in a sense.  What is coming out of the 

evidence is that that behaviour works within PFI.  Can we make that behaviour work through 

different procurement methods?  My experience tells me that so far we have failed to do that.  

It might be very frustrating for everybody – and indeed when we build our financial models in 

the public sector to say does the private sector do it better or cheaper than the public sector, 
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all the financial models assume that a government is going to behave in a way which will 

invest and I do find that again curious because my experience tells me that it just does not 

work like that. 

Q164  Lord Forsyth of Drumlean:  I do not want to go on unnecessarily but it is quite an 

important point.  If you look at the independent sector who are driven by schools I can think 

of independent schools which have not had any proper maintenance since the 19th century but 

they do actually turn out kids who are well educated, and are we not missing the point here? 

Mr Sutherland:  I think that is a very different question, is it not, whether you spend your 

money on teachers or on buildings?  I am not qualified to answer that. 

Q165  Lord Forsyth of Drumlean:  In order to get around the procurement process you have 

less to spend. 

Mr Sutherland:  I suppose what I am saying is that if you enter into a building and you then 

decide not to invest into it because you want to spend the money elsewhere, that is a 

flexibility you have less of in PFI, I agree with that.  The consequences of making those 

decisions will have a negative impact on the future and the cost of that building, and it will be 

more than if you continued to invest.  Would you get more benefit by not doing that and 

spending it on something else within the teachers’ budget?  I am sure that that is a decision 

which someone can take, but I am saying that if you do that it is going to cost you more in the 

long run in the building. 

Ms Anderson:  Can I show you an analogy where the public school really works?  I am a 

governor of a school that was built in the 1920s that has Portakabins outside; that is in quite a 

leafy, green borough but attracts children from quite a wide catchment area.  No money has 

been invested in that school over the years; it was a poorly designed building in the first place.  

Kids are in Portakabins.  The per capita spending on each child is much less than the private 
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school that is three-quarters of a mile away.  I have to say that at a particular school at which I 

am a governor there has been nothing invested in its infrastructure.  It has not been re-

furbished probably since the 1960s and it is a bog standard building but we aspire to have 

great educational outcomes, so I am not sure that I buy the parallel with the public sector. 

Chairman:  I want to bring us back.  Lord MacGregor. 

Q166  Lord MacGregor of Pulham Market:  I can see the arguments that you are putting in 

terms of whole of life maintenance and all the benefits you have been describing but is there a 

budgetary control problem the other way?  If in very good times of low interest rates, and so 

on, benign public expenditure increasing all the time, you start a huge number of PFI projects 

and then we move into a much more recessionary period is there not a risk that the number of 

projects in future years will be much curtailed as a result of that? 

Mr Rylatt:  I think, again because we deliver both conventional and PFI, we are relatively 

indifferent as to which route the client chooses to go.  We are happy to bid both – it is what 

we do as a business.  I think probably the contra to your argument, or the case that you make, 

would be that because we are locked into that spend programme we are effectively reserving 

the money for the future in terms of maintenance costs. 

Q167  Lord MacGregor of Pulham Market:  For the projects that are there. 

Mr Rylatt:  For the projects that are there, so that in times when perhaps money is short – and 

it goes back to Dougie’s point – actually we will come out of a 30-year life with a building 

which is still in pretty much the same condition it was when it went in, which I think has to be 

a better outcome.  We are locking in the financing from the front so there is no cost escalation 

risk in what the public sector are looking at; they have largely passed that risk to us and we 

have to look after labour inflation, indexation on raw materials, indexation on the different 

components that we are putting into building.  That is all passed to us and we are only going 
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to be successful if we manage that risk successfully.  So there are obviously contras either 

way but I would not want you to think it was one side; I think there are definite benefits. 

Chairman:  Baroness Hamwee, thank you for your patience. 

Q168  Baroness Hamwee:  I might try yours, Chairman, by asking if I could ask a very brief 

question which is in this area arising from our witnesses’ written evidence.  There is reference 

in it to the momentum that has been achieved by the Brent, Harrow and Hillingdon LIFT 

company and the health sector, I take it.  Can I understand a little better why you think that 

has succeeded?  Is it simply that the same group of people are getting experience under their 

belts, undertaking a number of projects or what? 

Ms Anderson:  It is partly that.  I think the LIFT experience is an interesting one but I would 

also say that the whole Building Schools for the Future initiative has been one where because 

you have a group of people who have learned from experience, who are benchmarking 

themselves and helping transfer good practice – and I would commend Partnerships for 

Schools in this instance as an organisation that has been open to constructive criticism and in 

fact the CBI has been pretty critical over the years but we have  had a dialogue with them in 

order to improve what was at one stage a pretty cumbersome process.  So we are not saying 

either LIFT or indeed Building Schools for the Future are perfect, but I think what they have 

demonstrated, because they have had experience that they have been able to improve policies 

and processes, is they have been able to cut down, for example, on procurement times and 

they have been able to share good experience.  What I would say in terms of some of the 

LIFT schemes that I have seen – and I, for example, went up to Brierley Hill to see a health 

centre project that was being delivered by Carillion – was that they had factored in very much 

this flexibility to respond to changing needs. 
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Q169  Baroness Hamwee:  I do not mean to be rude, but we have heard that sort of benefit.  

What I am trying to get at is why there is a difference here between PFI and the traditional 

public sector because reading these paragraphs in your written evidence it seemed to me that 

this was experience being gained among people who were working in the traditional public 

sector.  I cannot see where the distinction is. 

Ms Anderson:  It was a PFI initiative so clearly the skills of the public sector employees are 

about how do we deliver difficult projects in areas of high social deprivation where health 

needs are changing, so it is a complex procurement where you do have effective collaboration 

between the private and the public sectors as part of a PFI initiative. 

Q170  Baroness Hamwee:  Perhaps I have too much local authority experience and loyalty.  

I want to go on to the question about renegotiation of contracts.  You have said in your 

evidence that PFI can support variations to project specifications, and this rather takes up the 

point I think that Lord Forsyth was making.  How is it that it is more amenable to that without 

the sort of cushion to which he referred? 

Mr Sutherland:  Do you mean in renegotiations because there is trouble or renegotiations 

because you want to add something to a variation to a project? 

Baroness Hamwee:  Your evidence is about variations but one would be interested in both. 

Q171  Lord Griffiths of Fforestfach:  Or because you put a price in which you know is the 

lowest price you could possibly put in and you were dicing it with the fact that you might 

have to renegotiate. 

Mr Sutherland:  I think when you are looking for a variation they are always quite tricky 

because there is a bit of a view sometimes that a PFI is quite difficult.  What is difficult is 

having the capital in the first place to do the variation and that tends to be the difficulty.  So 

when someone decides that they want to put an extra wing on a prison, for example, then 
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whether you are convention or PFI you have to agree with that party how much that is going 

to cost.  PFI gives you an option; either you pay for that as you would traditionally, which you 

could do through the PFI mechanic, or you have that funded and paid over time against a 

performance output.  So you have a choice in a sense.  If you do it traditionally you still have 

in many ways the same negotiation you are going to have with your private sector partners to 

how much the wing of the prison is going to cost.  I am not quite sure why there might 

necessarily be a difference.  There may well be more legal costs.  If you choose to go through 

the funded routes then it tends to be more parties involved in negotiating that and so there will 

be cost involved in that, there is no question. 

Q172  Baroness Kingsmill:  Often with big construction projects you do get the situation 

when there are overruns and things like that – that there is a lot of hostility and often 

litigation. 

Mr Sutherland:  Yes, professionally. 

Mr Rylatt:  If you compare the two, both conventional procurement and PFI, under 

conventional procurement you are transferring less delivery risk.  With the PFI you are 

transferring much, much more delivery risk.  Therefore, through conventional procurements 

there is more potential for variations to come through from the client because they may not 

have quite got what they wanted and therefore they changed their minds and therefore there is 

a variation and therefore there are often costs associated with that.  In PFI because you are 

delivering against an output specification, which is more about I want this particular service 

delivered – I am less bothered about the type of building it is, I am less bothered about how 

you do it, I just want that delivered, then I am going to pay you on the quality of service you 

provide – there is much, much less opportunity in PFI for variations and we are held much 

more accountable for what we have to deliver.  Going back to the point I made at the 

beginning, we also have to invest equity in that project as well, so if we cannot deliver the 
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service our equity is at risk in delivering that service.  So the whole framework is actually 

quite different between the two. 

Q173  Lord MacGregor of Pulham Market:  Are there any examples at the moment where 

a project has run into difficulties for other reasons, i.e. it was mispriced in the first place and 

the provider is in real financial difficulties?  Are there any examples where a renegotiation has 

taken place for that reason and, if so, what has been the outcome? 

Mr Rylatt:  Not that I am experiencing at the moment; at the moment I am experiencing more 

circumstances where the client is saying, “I know I asked you to deliver the service in this 

type of way but because of a change in need I would like it delivered like this, and therefore 

let us look at how we can change the service that you want.”  Much more of the negotiations 

we are having are around a win-win for both sides.  How can you get the service you want; 

how can I deliver it in a way which benefits me as well in being more seamless in the way I 

deliver the service.  So usually what we are negotiating are win-wins that we see for both 

parties. 

Mr Sutherland:  In the extreme if something goes horribly wrong the one thing that 

government cannot do is pass on political risks, so you have to keep the school going, you 

have to keep the hospital going and you will end up in negotiation.  But that is true of PFI or 

any other way it has been procured.  What is slightly different with PFIs, because you have 

passed off the whole build and maintenance, quite often you get into debate post-construction 

as to whether there is a defect here or was that because it was badly built or was that because 

it was badly maintained?  Those negotiations go on in the background intra the consortium 

that is delivering the services.  Traditionally those negotiations would be going on with the 

public sector: was it because the builder did not build it properly or was it because it was not 

properly maintained?  The PFI protects the public sector from a lot of what we might call the 

normal construction services type negotiations, which are going on in the background but the 
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government is not taking what you might call that contractual interface risk because all of 

those interfaces sit with the private sector.  So, on an operational level it is very different. 

Q174  Lord Griffiths of Fforestfach:  I am still trying to get at the point that you were asked 

at the beginning.  From my personal experience I would say that the real advantage of PFI is 

first of all the outsourcing of FM because you have brought in much more specialist people 

than were employed previously.  Secondly, the fact that you have responsibility for life cycle 

maintenance.  Would you comment on that? 

Mr Rylatt:  We bring a lot of learning to a client because our experience base – and I talked 

about the number of schools that we are maintain, 150, 180 schools and we have an awful lot 

of learning that we are able to bring in to how you do it more efficiently, how we procure 

behind that because we are not just procuring for one school we are procuring for 180 

schools, and the fact that we are able to have centres of excellence, particularly in hospitals.  

For us a key issue in maintaining the performance of a hospital is the power supply, so we 

have an engineering team servicing all of our acute hospitals simply looking at the reliability 

of the power supply that we are providing and how we engineer that solution, which could not 

be provided by somebody just with a single project. 

Q175  Lord Moonie:  You have provided us with a few examples of innovation under PFI 

contracts and you say that innovation is common and can you give us real examples of it, and 

is PFI in fact a real driver of innovation, or is it just pure chance? 

Ms Anderson:  It has been very helpful in terms of driving innovative approaches and new 

approaches.  I am not saying that none of that can be transferred into more conventional 

procurement and, again, if we look at the example of Building Schools for the Future some of 

the new projects are being delivered by more conventional procurement methods and some of 

them are still PFI.  But if you go and visit those hospitals and those prisons, as I have done, 
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and you talk to the teachers and you talk to prison governors and the prison officers in a 

private prison they will tell you how they have factored in innovations, which maybe they are 

not rocket science but they have made a difference.  I went around Fazakerley Prison, for 

example, and when we were going around the facility and on the wings they have designed it, 

so that there are not blind spots so that the prison officers can have things happening behind 

their backs, they have good lines of sight.  That is not rocket science but that is the private 

sector adding value in terms of new ways of doing things that actually lead to benefits 

because you need less prison officers on a wing supervising those prisoners.  But similarly if 

you are looking into the service aspects of those prisons the fact that that prison is judged by 

KPIs that include, for example, drug taking, prison assaults, prison safety that are factored 

into that PFI deal, means that there are innovative ways of delivering the service element, not 

just the service design.  I think that is a good example of where you have had the private 

sector involved and you have had better outcomes in terms of what happens to those prisoners 

in prison – and they have wonderful training facilities there as well – as well as actually 

having a safer environment.  I think PFI has done that and part of the PFI approach has led to 

those prisons that are run by the public sector becoming more efficient and delivering better 

outcomes because of the power of competition. 

Mr Rylatt:  If I could just add to that?  We innovate in traditional procurement, we innovate 

in PFI.  The area of difference is in whole life costing because the PFI allows us to innovate in 

that arena, which in conventional procurement it is difficult to because there will be a 

constriction on the contract, an FM contract.  It is difficult to get the linkages between the 

two.  With PFI it is automatic and that is the fundamental difference.  There is no difference 

in the innovation that sits in the design or in the FM service between conventional and PFI; it 

is the fact that PFI links the two together. 
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Q176  Baroness Kingsmill:  Can I declare an interest here?  I was until 2005 the Chair of the 

Advisory Board of Laing O’Rourke, who has recently been involved in PFI contracts but I did 

not advise on any particular one – just in general terms.  Before I get on to my assigned 

question I want to ask you, brutally frankly, which kind of procurement do you prefer and 

which do you make the most money in? 

Mr Rylatt:  We are indifferent to which one; there are pluses and minuses to both.  

Commercial procurement is fantastic; it does not tie up as much resource, it does not tie up as 

much capital; it means that within the business we can use that capital to do acquisitions and 

we can run the business.  The PFI ties up capital, which is a negative thing for the business.  

Therefore, within the business the PFI element that I manage has to make its way, but it is 

only going to make its way by managing the risks it has because if you do not manage the risk 

I do not make a return.  So I have to be able to justify within our own business that I make a 

return associated with that capital resource constraint that I have which is different to 

traditional; so I do have to make, I will say, generally more money over here because the 

company is investing more – not just in capital but in people.  So the two have to work as a 

balance between the two; has that answered your question? 

Q177  Baroness Kingsmill:  You make more money on the PFI. 

Mr Rylatt:  Overall the company makes more money on the PFI, I would say, because we are 

successful in the way that we manage risks.  There have been other companies who have 

made an awful lot less on PFI because they were not capable of doing it.  It requires a level of 

skill over and above traditional procurement, which without that you would not make that 

additional money. 

Mr Sutherland:  I would completely agree with that; I have nothing to add. 
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Q178  Baroness Kingsmill:  Would you say that having one body of PPP expertise to 

coordinate all private investment sits well with the concept of a partnership to meet the 

specific requirements of the user? 

Ms Anderson:  I do not think that those are mutually exclusive concepts.  We do think that 

having expertise at the centre providing information, advice and guidance, sharing good 

practice and to an extent coordinating activity is good in itself.  And we think that particularly 

a hub of expertise for these complex projects does help to ensure that the skills and experience 

that are needed are available at the right level.  But of course we also recognise, particularly at 

the sectoral level, again there has been some really good practice that has developed and I 

would there cite Defra with its infrastructure development programme, and I would also say 

Partnership for Schools, which has had its difficulties, but again has provided that hub of 

expertise that really has helped drive forward delivery of better outcomes. 

Mr Sutherland:  It is not just in the delivery of it, actually having something more centralised 

is quite useful as we make our investment decisions.  So if we have a body that we can go to 

and we can see and forecast five, six years’ worth of capital procurement the way that we 

behave is that we will invest in people and teams and intellect to actually compete for those 

projects.  So they add that to it as well.  If I look at my own business and look at where we 

invest most of our money, it is probably in the school sector because it has coordinated the 

requirement for government and we can see that and have an element of confidence in that.  

So we invest quite heavily into our teams for those opportunities.  So I think in those areas 

there is a real benefit for the end user because it is going to get a lot of competition – it is 

going to get better resources because we will do that. 

Mr Rylatt:  I think where it works really well is having that kind of body that shares 

information and learning between different bodies.  What cannot be efficient is for us to 

continually reinvent the wheel, and if you have somebody saying, “We learn that on that 
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project, this is the right way to do it” it definitely improves the whole process and I think it 

adds to the partnering because there is less to talk about.  There is much more in terms of the 

standard form contracts or the problems have been solved before, and it allows you to move 

on to the real issue, which is delivering the project – not talking about it but delivering it. 

Q179  Baroness Kingsmill:  It does seem in some senses that the PPI does address some of 

the failings of the conventional procurement process.  Do you think that there is an alternative 

to that?  Do you think that you could improve the traditional procurement process without 

using a PFI?  In a sense, have you learned from the PFI process to improve traditional 

procurement? 

Mr Rylatt:  I think we have, yes; I think our traditional procurement is better because of PFI 

and, to be honest, we are selling some of the skills.  What we have now learned about – going 

back to my example of the door, we now know much more about doors.  I took that as a very, 

very simple example because I could apply it to almost everything.  Now when we bid a 

traditional procurement we are bidding that kind of knowledge to our clients.  So definitely 

there is knowledge transferred between the one or the other.  Could conventional procurement 

ever replace PFI?  I think you would fundamentally struggle because of that linkage requiring 

us to look at everything from a whole life costing perspective and managing an asset from 

cradle to grave, which is very, very difficult to duplicate conventionally, and it would cost 

you a lot of money to do it.  I think even then a lot would fall between the cracks because the 

interface risk of making it all stitch together would rest with the public sector, which may not 

be best placed to manage it. 

Mr Sutherland:  In an odd sense our personal view of it that if you have good people you can 

do most things, but the problem of course is having a really high quality procurer on all the 

projects and you do not really get that across government – the best people go into policy, 

they do not go into procuring things.  In a strange way what PFI does is almost outsourcing 
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the procurement – you find what you want and then you let the private sector go and do the 

procurement, the construction, the cleaning, the catering and all of that.  So there are clearly 

teams that can do that within the public sector but they are few and far between.  You just 

need really good people to be able to do that. 

Q180  Lord Griffiths of Fforestfach:  What happens if some of the private partners go bust?  

What happens to the delivery?  Secondly, the costs of bidding are really quite high.  I would 

like to ask you in your own businesses what percentage of success do you have relative to the 

total amount of bids you put in. 

Mr Sutherland:  On the first one, if you go out and buy a traditional construction project and 

half way through your construction your provider becomes insolvent you have a problem, and 

that would be directly with the public sector.  You will have found up to that point that there 

will have been stage payments to that provider and you will have lost them.  If the same thing 

happened on a PFI you would have paid nothing and the consortium has to work out how it is 

going to replace the construction provider within its own money, up to a point, until it all goes 

bust, and there is quite a cushion.  So you have paid nothing and there are other people there 

who have to sort out the mess before it comes back to government.   

Q181  Lord Griffiths of Fforestfach:  Do we have any examples of when the whole thing 

has gone bust? 

Mr Sutherland:  I am aware of one that is happening and it is not one of mine, I have to say; 

but there is one at the moment in the market which is going through negotiation.  What I 

expect, however, is that somebody else will come in because the banks in this particular case 

will probably lose a significant proportion of their money while the public sector has not paid 

very much, and there has to be a solution to that because this particular sector has to be 

delivered.  But again traditionally the whole capital amount would have been paid over and 
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you are in a much more difficult position of how do you recover that money through an 

insolvent company.  It is certainly a pro-PFI position in the horrible event that someone does 

become insolvent. 

Mr Rylatt:  We have had experience of stepping into a PFI where the construction company 

went insolvent and there was also an equity investor.  The remaining equity investors needed 

to replace the construction company and we stepped in to replace that construction company 

and the project was ultimately built out to the requirements that the client wanted.  The 

construction company went insolvent and lost its equity in that.  In fact the remaining equity 

investors in the project also suffered quite a lot of cost associated with doing that but none of 

that cost, I believe – and I cannot speak for the public sector – ultimately got transferred to the 

public sector; they got the assets they needed – they may have been slightly later than the 

original programme – and I think that is quite a good testament for the robustness of the 

financing that sits behind it. 

Ms Anderson:  If I could commend the NAO report on construction on that, there were some 

good examples there where exactly that happened.  I think there is good evidence that the 

pieces had been picked up pretty quickly.  There was some loss of momentum but the PFI 

projects coped. 

Q182  Lord Best:  Is it not much more difficult to insure against a PFI contract going belly-

up than it is for an ordinary contract where you can take out an indemnity bond against the 

builder’s bankruptcy?  It is much more difficult to take out insurance against things going 

wrong for a PFI contract than for a traditional one. 

Mr Rylatt:  I would agree with that and therefore you tend to find the more financially robust 

construction companies are able to compete in a PFI market where perhaps the less financially 

robust companies struggle, because they cannot raise the bonding and they cannot raise the 
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guarantees that the funder is looking for.  So you tend to find, at least from day one, that the 

companies involved are in a very much stronger financial position. 

Q183  Lord Griffiths of Fforestfach:  My second question was what percentage of your bids 

are successful? 

Mr Sutherland:  Because of the bid costs you probably have to win one in two, one in three 

of your bids, otherwise you are going to struggle – it is a very competitive market.  So when 

you have spent that much you have to win a fair amount to be successful. 

Mr Rylatt:  Our business is generally about the same.  If you look across the industry you 

need to be winning about one in three to have a sustainable business going forward.  If you 

are not doing that you are struggling to recoup the bid cost. 

Q184  Lord Forsyth of Drumlean:  Just before I ask my question, on that point my brain is 

hurting!  If you have to win one in three how can it be a very competitive market? 

Mr Rylatt:  Because of the pricing levels that we have to bid at within the market are very, 

very low.  Going back to your original question, the amount of income that I am potentially 

looking at when I review a bid compared to the amount of risk that I am taking.  Ten years 

ago I was probably making that much money against that much risk and now I would say that 

the balance has very definitely moved.  (Indicating)  I increasingly have to take much more 

risk in an environment where if I manage it well I am probably going to earn less. 

Lord Forsyth of Drumlean:  I am probably being stupid here, but if everybody has to win 

one in three in order to stay in business surely there are not going to be that many competing? 

Chairman:  I think the word Lord Forsyth is looking for is oligarchy. 

Q185  Lord Griffiths of Fforestfach:  It is a barrier to entry; there is no question about that. 
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Mr Rylatt:  The BSF programme showed that originally when the programme was set up we 

would often find 12 or so people bidding for a project.  Now probably the market has matured 

we are still competing against three or four bidders on each project, which we think three or 

four bidders is ample to get a competitive dynamic.  To be honest, in a lot of bids two bidders 

is enough to get a competitive dynamic.  In the current construction environment there is not a 

lot of conventional work around, for obvious economic reasons – the market is very, very 

much a buyer’s market at the moment and is not a seller’s market. 

Q186  Lord Forsyth of Drumlean:  So the question – probably for Ms Anderson – is in the 

CBI’s representations you say that you would like to see greater payment by results in the PFI 

contracts.  Could you elaborate on what that means? 

Ms Anderson:  Clearly it is about ensuring that the projects are delivered on time and to 

budget.  What we were particularly alluding to there though is focus on the outcome in terms 

of service delivery; so what makes a successful long term PFI project is whether you have 

better outcomes.  So if we are looking, for example, at education what we should be 

measuring it on is the quality of the education that is delivered in that school, not just whether 

you have a wonderfully designed building, which may well contribute to better outcomes.  So 

if you do not have dark corridors where children can be subject to bullying, if you have a 

nicer building to turn over it is less; but in terms of are we ensuring that it is actually part of 

educational transformation?  So some of the results that are being looked at at the softer side 

of the contracts, but the really important side of the contracts, are around are we seeing 

improvements in educational attainment?  Are we seeing staying on rates post-16 going up?  

Are we seeing improvements in the number children that are requiring, for example, five good 

GCSEs?  Those are the sorts of things that we talking about. 
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Q187  Lord Forsyth of Drumlean:  This is getting quite exciting but how many contracts 

are like that? 

Ms Anderson:  An increasing number. 

Mr Rylatt:  The current Building Schools for the Future programme has a number of KPIs 

that we, as part of our process, need to assist the local authorities in increasing educational 

attainment.  We do not do it unilaterally because we will provide a building, we maintain a 

building and there are teachers, curriculum and all sorts of other things; but we are being 

increasingly challenged to say but as part of BSF you are providing the IT learning 

environment. 

Q188  Lord Forsyth of Drumlean:  This is slipping away.  If I could just give an example.  I 

understand that if you build a bridge or a motorway and the contractor takes on the risk of the 

number of vehicles that will cross the bridge or the motorway and takes a view on the volume 

of traffic and there is some regulation of the tolls I can see how you have a real transfer of risk 

and the quality of service becomes the responsibility.  Similarly, when I was Prisons Minister 

in the early days one of the arguments for using the private sector was that we could actually 

say to them, “Look, provide a prison and achieve these recidivism rates,” and you would look 

at the outputs and you would reward people according to how many people that prison 

enabled to do a job and did not actually come back after a few months because they had 

reoffended.  The evidence that we have heard from you so far, particularly Mr Sutherland, has 

placed so much emphasis on the maintenance of the buildings and the quality of the buildings 

rather than the outputs from the service, and that seems to me that if there is a justification for 

PFI it has to be that you actually transfer the risk to providing the service.  So it is not about 

whether you have a pretty building and it is well maintained, but it is whether it turns out 

children who are able to read and write and to get to university. 
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Ms Anderson:  That cannot just be down to what the private sector is doing in terms of 

providing some of those soft support services around, for example, helping with the 

curriculum; but it is part of it. 

Q189  Lord Forsyth of Drumlean:  You say soft support services, but surely schools and 

hospitals are about education and healthcare? 

Ms Anderson:  But it is also about the quality of the teaching or the nursing. 

Mr Sutherland:  It is a political decision, is it not?  We build a lot of these prisons in 

partnership with a company that provides the services and I have to say that the results from 

that were quite startling in the early days in terms of the innovation that was brought in 

because the ability to aim at the real output meant that people could design really for that.  

Politically we have not moved to say include the education of the teachers, the nurses and the 

doctors, and in a sense as an industry we have responded to that.   The further you go into the 

actual delivery of those services then I think the private sector can respond and will respond 

very innovatively to dealing with it; but someone has to make a political judgment that that is 

what they are prepared to do and the private sector could respond to that.  I agree with you – I 

think you will end up with even better results as a consequence of it if it was politically 

acceptable. 

Q190  Lord Forsyth of Drumlean:  I was not saying that you would end up with better 

results; I was saying that you would then have a real transfer of risk to the private operator, 

whereas what you have been describing so far seems to me to be just a very expensive way of 

procuring buildings.  There is not actually a transfer of risk to the private sector in terms of 

providing the service that the building is meant to fulfil. 

Ms Anderson:  Prisons are a good example: so that, for example, if we are looking at 

recidivist rates then it has to be around the support that you are giving to those offenders 
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while they are in prison in order to have better success outside in getting into the world of 

work.  Went I went around looking at Fazakerley Prison, absolutely it is not about saying, 

“We are just going to give people so many hours of training a week or teaching, we are going 

to say there is the training and the education we are going to give them that is going to make 

them hopefully less likely to reoffend when they go outside.”  On that particular site they 

have a Network Rail, they have a fully lined up track, so the prisoners there can actually gain 

the competencies so when they come out they can help Network Rail lay tracks. 

Lord Forsyth of Drumlean:  Can you provide us with examples of PFI contracts where this 

kind of transfer of responsibility for the service – not now. 

Chairman:  It would be very helpful if you could give us a note on that; it would be very 

useful indeed. 

Q191  Lord Best:  My question is about the national accounting treatment for PFIs.  I notice 

that the National Audit Office report says that those most private projects have previously 

been off-balance sheet and not recorded in government statistics of public sector net debt; and 

it says that “numerous project and programme managers have told us that keeping debt off- 

balance sheet was a driver behind their projects’ use of private finance”.  How do you see 

this? 

Ms Anderson:  As I am sure you are aware, the government proposed in 2007 to put PFI 

schemes on the government balance sheet and their proposal was that from April 2008 all PFI 

contracts would have been subject to the new rules.  In May of this year the Treasury 

announced that for the Treasury’s budgeting purposes they would use the European 

accounting standards.  From a business perspective we are used to transparency; we have not 

reduced operating in a transparent financial environment.  We do not think that treatment of 

debt should become the overriding factor in choosing to use PFI; we think it should be all 

about delivery, and therefore we do not have a problem with putting the PFI on the balance 
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sheet.  But at the end of the day this is a matter for the Treasury and government and it is 

obviously a hot political debate, but we do not think that the advantage of PFI is that it is off-

balance sheet; we think it is all delivery, it is all about the factors we have talked about, such 

as whole life cost and transferred risk. We do not think it is about the balance sheet. 

Q192  Lord Forsyth of Drumlean:  It sounds very right and proper but is there much 

business in the future if in the past that has been the driving force behind people going for PFI 

contracts? 

Ms Anderson:  As we have said, we do not think it is the driving force behind PFI contracts; 

we think that PFI is able to stand on its own two feet and, as we have explained, has delivered 

real benefits to the users of public services. 

Q193  Lord Forsyth of Drumlean:  You have to persuade those project programme 

managers though, who up to now think it is. 

Ms Anderson:  I think that some of those people are taking an ideological position which 

actually our position is to the private sector involvement rather than saying what is best for 

delivery of public services. 

Q194  Lord MacGregor of Pulham Market:  Could I ask you to wear your CBI hat in a 

different connection in relation to this because it sounded to me as though you were simply 

passing on the question of whether it was classified as off-balance sheet or not and the reality 

for you are the benefits of PFI.  I understand that the CBI said earlier in the week that the 

actual national debt at the moment is nearly three times the official estimate established by the 

ONS, with PFI being a major element of the difference.  In terms of overall public sector debt 

and various economic issues with the management of the economy, I imagine that the CBI 
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was drawing attention to that as a possibly dangerous element.  What conclusions do you 

draw from that and what are your worries? 

Ms Anderson:  I think there are other elements of public spending that are equally off-balance 

sheet and I would draw attention to the cost of providing public sector pensions as another 

area. 

Q195  Lord MacGregor of Pulham Market:  You are concerned about that. 

Ms Anderson:  Absolutely. 

Q196  Lord MacGregor of Pulham Market:  But I took it that you are also concerned about 

this. 

Ms Anderson:  We are saying that there needs to be transparency.  We are comfortable with 

transparency but I think this is becoming a matter of politics in this particular issue and 

therefore we think that it is a political decision. 

Q197  Lord MacGregor of Pulham Market:  It was the CBI who drew attention to the fact 

of a major element in the much larger national debt that the official statistics are showing, that 

it was the CBI who drew attention to this; so presumably you are concerned about this? 

Ms Anderson:  We do think that transparency is important; we do think that you have to be 

open about the cost and risk of capital.  There are various means by which you can do that; for 

example, on pension costs you do not need to put it on the balance sheet to be open about the 

costs.  Similarly, you do not need to put it on the balance sheet to be open about the costs of 

PFI. 

Q198  Lord MacGregor of Pulham Market:  In terms of patients you are obviously 

concerned about the debt to the public sector moving ahead and therefore what that tackles.  
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Are you also concerned about the extent to which national debt has arisen so much as a 

consequence of PFI that has not really been properly identified? 

Ms Anderson:  I think there is certainly a concern that we need to be fully transparent about 

the cost of PFI.  I do not think it is clear or the government is clear and successive 

governments have not been clear about how much is off-balance and how much is on.  

Estimates vary and someone suggested that it could be 60 per cent, so some of it is on and 

some of it is off. That is not a particularly satisfactory situation and clearly we do need to be 

open about the costs; but as you have heard from us we are open about the costs.  There is no 

hidden agenda here in terms about the value added of PFI or other procurement models or the 

traditional procurement models. 

Q199  Lord MacGregor of Pulham Market:  Can I ask another question in relation to the 

way in which these calculations are made?  Do you feel that the discount rates and optimism 

bias figures currently used in private finance projects are appropriate? 

Mr Rylatt:  I think it is probably not for us to judge whether they are or they are not.  What 

we have found over time is that our ability to compete against those discount rates has got all 

the more challenging as they have been modified over time, and the hurdle that we have to 

jump over is higher than it was before, as the public sector has said, “You have delivered that 

quite successfully; we are going to make life a bit harder.”  So I think as to where the rate is 

set is not really a judgment call for us; the challenge for us as an industry is wherever it is set 

can we provide the project which achieves the public sector comparator, because if we cannot 

there is no project; it will be conventionally procured or something else will happen.  So that 

is the challenge that we face. 

Q200  Lord MacGregor of Pulham Market:  In that context do you have a view about the 

optimism bias figure, because I am not conscious of how it is calculated? 
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Mr Rylatt:  I think there is an element to which it is an art as opposed to science and I think 

that you always have the difficulty of comparing projects where no two projects are ever 

identical, so I think there is an element of science in the underlying discount rate and there is 

an element of perhaps art in the optimism bias that you then attach to individual projects, and 

I think that is a judgment by Treasury or whoever is recommending the rate.  It is a very 

difficult thing because no two projects are the same and so can you accurately compare the 

two things?  It is quite difficult. 

Q201  Lord MacGregor of Pulham Market:  I certainly remember in my time as Secretary 

of State for Transport that the figure for the cost overrun of the individual road programmes, 

taking the road programmes as a whole in any one year, the actual cost compared to the 

original projection was 28 per cent over.  Presumably an optimism bias takes account of 

calculation figures like that in comparison? 

Mr Rylatt:  I am not familiar with how the original optimism bias figures are calculated.  

What we have seen is that since its introduction certain projects have tended to not go PFI.  

There are far fewer roads going PFI than there would have been seven or eight years ago – 

only very, very large schemes, like the M25, have actually gone PFI; whereas what we have 

seen on more complex procurements, so the schools’ programmes where you are delivering 

large, multi-site projects for PFI, that is all to the betterment because in any of this 

procurement you are looking at which is the most appropriate method because we are largely 

indifferent – we will happily deliver a conventional procurement, happily deliver a PFI.  A 

PFI analysis to bring some more skills?  That is great; that might help us in our 

competitiveness versus some other companies who perhaps do not have access to those skills, 

but that is really a judgment for someone else, I think. 
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Q202  Lord Forsyth of Drumlean:  Just following up Ms Anderson’s point, surely this off-

balance sheet point is not about transparency – that is not the issue; the issue is about 

affordability and I am not clear what the CBI are saying because the CBI have been making 

representations about the size of the government’s overall borrowing and ability to pay it 

back.  PFI off-balance sheet is buying things on tick.  It is the issues about the affordability.  

Are you not concerned about the overall burden that is being placed on future generations to 

meet the costs of these projects, which have been funded off-balance sheet and therefore have 

not been subject to the conventional restrictions which have prevented them from going 

ahead? 

Mr Sutherland:  They have gone ahead anyway, in the sense that capital would be funded on 

the balance sheet and government would have to go out and raise debts and money through 

national savings anyway to do that.  So in a sense I am not sure that ends up being the 

decision – it would have been on balance sheet anyway, if it had been traditional. 

Q203  Chairman:  We know that borrowing for the private sector is significantly more 

expensive than it is for the public sector.  Those who are critical of PFIs point that out in a big 

way because that is a cost that has to be passed across to the end procurer in a PFI contract.  

We had the European Investment Bank as an earlier witness here and of course they are able 

to borrow money significantly more cheaply than the private sector could, and we know that 

in the United States, for example, there is something called a national infrastructure, a bank 

who again is able to borrow money more cheaply than you could in the private sector.  Do 

you think that there is a case for a national infrastructure here that could borrow money more 

cheaply and then engage in contracts which are very similar to those that we have with PFIs? 

Ms Anderson:  If I could take that question in two parts, and Dougie will probably give some 

views in terms of the first part of your question.  Does there seem to be a need for a national 

infrastructure bank in the UK?  I think it is sensible to ask the question; it is sensible to say, 
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“Let us evaluate, let us compare the benefits of different models.”  I do not think we are 

pretending in the UK that somehow we are the repository of all wisdom, so I think certainly 

we can learn from other countries.  But I would say that at the moment there does not seem to 

be an obvious need.  There does seem to be sufficient capacity in the private finance markets 

to meet public sector demand.  Certainly the Treasury’s infrastructure finance unit has played 

a welcome and valuable part over the last year or so in terms of bringing liquidity into the 

market and in terms of when the market was fragile getting projects unstuck.  So we cannot 

see an obvious lead but I think absolutely we say let us see what value other models have 

brought and what can we learn from experience in other countries. 

Q204  Chairman:  Let me push it a little bit further because at the moment we know that 

with the credit crunch the gap between the cost of borrowing for the public sector and that of 

the private sector is even wider than before and therefore justification in terms of transfer of 

risk as between the two is going to be more difficult to put across than it has been in the past.  

In theory at any rate a public infrastructure bank borrowing money cheaply could be a partner 

in a special purpose just to that of a PFI and could have, presumably, very similar if not 

almost the same kind of contractual arrangements of bundling as both the infrastructure 

capital project, services and so on and so forth.  There would be the same transparency.  You 

would have a third party looking at the thing.  Is there any advantage, or do I have it all 

wrong? 

Mr Rylatt:  We welcome any increased competition amongst the debt markets – anything that 

can reduce the cost of capital is in everybody’s interests and all of the PFI players try and use 

EIB as much as they possibly can.  The EIB unfortunately has a limited resource and it cannot 

support all projects and will earmark certain projects.  I think to the extent that there was 

another institution that was able to lend into projects at a cheaper rate the PFI industry is 

bound to take advantage of that and we would welcome anything that came, particularly at the 
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moment, to increase competition amongst the banks.  Where it sat, how it was structured and 

that it had the degree of independence needed to not therefore effectively control the PFI 

project from the back seat being a lender, I think then you would lose again all of the benefits 

of PFI.  I do not enjoy paying banks their margin – I hate to say that – and we work really 

hard to try and reduce the cost of funding, and anything that came in we would welcome as an 

industry. 

Mr Sutherland:  I agree with that as an example but you just have to be careful not taking the 

risk for a future government.  So if by setting up an infrastructure bank it means if something 

goes wrong the government is bearing the risk of that, you have to be a bit careful.  We are 

actually comparing like with like.  So I think that having a bank – you are trying to solve a 

pricing issue or a liquidity issue, so I think if you are in there with an infrastructure bank to 

try to bring a bit more liquidity into the market – and I think that was the idea behind it to try 

and do that – then I think that worked for its time.  If it is purely about the cost of finance 

then, dare I say, with EIB that brings that in there, something goes wrong and the EIB suffers 

and we are clearly shareholders at a national level and if it is our own national bank as such, 

which effectively we underwrite, you would have to be careful what it is there to do. 

Chairman:  Can I thank you very much again for your written submission and the written 

submission that is going to come and for answering our questions.  It has been very 

illuminating indeed; thank you. 

 


