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SOLACE (Scotland) Response to the Consultation on the role of a Scottish Futures Trust in infrastructure investment in Scotland
Introduction

SOLACE (Scotland) welcomes the publication of the Scottish Government’s consultation on the role of a Scottish Futures Trust and the opportunity to comment on the proposals. It is encouraging to see consideration being given to new approaches to infrastructure investment in Scotland, and, as a Society, we are pleased to have the opportunity to contribute to the development of these proposals.  
General Comments 
In essence, SOLACE (Scotland) finds that the consultation paper offers a useful, high-level outline of the Scottish Government’s vision for a Scottish Futures Trust. The intention of providing lower cost funding for projects and programmes, and thereby securing a better deal for tax payers, is something that must be welcomed. 
Nevertheless, if this vision to be achieved, there are a number of areas where we believe the proposals would benefit from a greater level of clarity and detail. In summary, these include the following:
· As a general principle, we would emphasise the importance of ensuring alignment between the Scottish Futures Trust proposals and the public procurement reform agenda. 
· The proposals acknowledge that the International Financial Reporting Standards (IFRS), due to be introduced in April 2008, will change the basis on which the balance sheet position of PFI/PPP is assessed, potentially affecting the decision as to whether projects score as public expenditure.  If the new IFRS standards make more PFI projects come onto public sector balance sheets, this diminishes the prospects of Scottish Futures Trust vehicle projects being off balance sheet and removes one of the reasons for the existence of the Trust. We would therefore suggest that the implications of the IFRS in this regard are assessed as a matter of priority. 
· We note that the proposed use of oil revenues and tax allowances are outwith the competence of the Scottish Government. 
· It would be beneficial to give further consideration to the assumption that the Scottish Futures Trust may secure cheaper funding by developing a mixed portfolio of infrastructure projects across Scotland. There is a possibility that projects carrying a lower risk, such as schools, will be disadvantaged by having to bear a share of the cost for the debt for riskier projects such as transport and waste.  
· The consultation paper makes no mention of Level Playing Field Support. The proposal would benefit from clarity as to whether revenue funding support for Scottish Futures Trust projects would be provided: without this kind of support, it is likely that local authorities would instead use prudential borrowing to fund traditional procurement. 
· We also have queries relating in particular to paragraph 9.3, which details the anticipated range of functions of the Scottish Futures Trust. As the proposal stands, there appears to be some divergence from the Scottish Futures Trust’s principal intention of reducing the cost of PFI, as a number of the roles that the trust seeks to adopt are arguably in conflict with one another. According to the consultation document, the Scottish Futures Trust will seek to secure efficiency gains by setting up a centre of advice, support, planning and delivery of projects for the public sector; and, in addition to its advisory role, it plans to be a driver of standardisation of exemplar designs, the provider of finance, and the delivery vehicle for, and owner of, serviced facilities. We would argue that the compatibility and independence of these roles needs to be examined further, as do issues of transparency and competition law within this context. 
· We do have some reservations regarding the extent to which Scottish Futures Trust would succeed in its objective of providing cheaper financing than PFI. The gap between the costs of finance between the Public Works Loan Board and commercial finance has narrowed considerably since the early PFI deals, and as a result we would suggest that the potential for providing cheaper finance is now not so marked as it once was.  Without the Scottish Government obtaining wider borrowing powers and providing guarantees for bonds, the cost of borrowing by the Scottish Futures Trust is unlikely to be significantly below the cost of senior bank debt for current PFI projects. 
· Further consideration should be given to the potential for market confidence in Scotland to be affected if the Scottish Futures Trust competes at all levels with the private sector market yet restricts Scottish public bodies to procure on the basis of the NPD model. 

· Finally, we would also welcome information on how Scottish Futures Trust will relate to other bodies such as HUB Scotland, Partnerships UK and the Scottish Government’s Financial Partnership’s Unit. 
RESPONSE TO CONSULTATION QUESTIONS

Q1: How would the availability of expertise and support from Scottish Futures Trust change the way public bodies handle infrastructure investments?

It is possible that, if the Scottish Futures Trust developed an in-house range of professional construction and technical services, then it may be possible for public bodies to use these services, thereby reducing their dependence on their own in-house teams. This in turn would have the potential for cost savings for those public bodies. 
Beyond this, the impact of the Scottish Futures Trust in this regard will depend on a number of factors which require further elucidation. The proposals would benefit from further detail as to how exactly the Scottish Futures Trust would provide the support and expertise required for infrastructure projects. Would, for example, this specialist support be provided to the public sector on commercial terms? Would existing advice and support provided by the Scottish Government’s Financial Partnerships Unit be transferred into the Scottish Futures Trust? If the Trust’s centre of excellence is in addition to existing forms of support such as the Financial Partnerships Unit, Partnerships UK and HUB Scotland, this would clearly not be an efficient use of public monies. 
Moreover, as Paragraph 9.11 notes, ‘the specialist skills required to handle large scale infrastructure investment and programmes are scarce and expensive’. Given this context, it would be instructive to see further detail as to how Scottish Futures Trust will develop sufficient in-house capacity and expertise in order to achieve its intended efficiency gains. 
Q2: What are the advantages and disadvantages in setting up the Scottish Futures Trust to generate surpluses to invest in further projects?

If surpluses are generated, this suggests an element of profit being charged to some projects.  This would appear to be inequitable, as all bodies using the Scottish Futures Trust should expect to receive the same level of service at the lowest possible cost. We would also suggest that the deliberate generation of surpluses is likely to be associated with a lack of transparency, which is patently undesirable. 
Moreover, the generation of surpluses appears to run counter to the proposal’s intention of removing the element of PFI that delivered extreme and unwarranted profits. If the Scottish Futures Trust is structured to generate profits, this will be at odds with the value for money test that has to be undertaken by the procuring public body. 
Q3: What are the advantages and disadvantages in public authorities entering into agreements with the Scottish Futures Trust for the use of facilities?

An apparent advantage of the agreement with the Scottish Futures Trust would be the potential for a larger support base for public bodies. 
A key issue in regard to disadvantages relates to risk. PFI involves the transfer of risks (e.g. construction delays; building costs overruns; whole life costing) to investors. If the Scottish Futures Trust is to take on these kinds of risks, this would entail higher charges. We would recommend that greater clarity is provided on whether the Scottish Futures Trust would accept the commercial terms that have been provided in the standardised PPP contracts. 
In order to answer this question more fully, we would welcome further information on the structure of the Scottish Futures Trust.  The proposals would benefit from further detail on issues such as: whether the Scottish Futures Trust is expected to compete against the existing private sector market; the extent to which the Scottish Futures Trust will lead to a ‘one size fits all’ model of procurement and the erosion of local choice; and whether the Trust will be able to generate the credibility and expertise required to fulfil the role of the private partner to the procuring public body, without increasing the costs of risk. 

Q4: What are the advantages and disadvantages of using a greater degree of standardisation based on exemplar, energy efficient, sustainable designs to meet public authority requirements?

Greater standardisation would, in principle, have the potential for reducing the timescales and costs incurred by all parties during the procurement process.  However, from our perspective, there is ample evidence that effective management can mitigate any additional time and bid development costs associated with individual, user-orientated design solutions. 
Indeed, it is important that standardisation does not compromise design, planning or build quality. The use of standardised designs in some schools PPP projects has been criticised for the development of ‘one size fits all’ solutions. While national guidance would still permit local autonomy, design templates would not only contradict views expressed by the Scottish Government about the importance of good design, but would also undermine the principle of local flexibility.  

Q5: Are there any difficulties envisaged in transferring/selling public sector owned sites to the Scottish Futures Trust investment vehicle for use in providing the new facility?

Questions remain about the ownership of assets after the contract term. Recent PFI deals grant ancillary rights or have a license granted to the private partner with the facilities returning to the public sector at the end of the concession; and indeed, the majority of infrastructure assets will still be required by the local authority after the end of the initial project term.  Paragraph 9.5 states that the public authority might not own the assets, as they could instead be owned by the Scottish Futures Trust. We would welcome clarification as to whether the asset would return to the public body for nil cost following the end of the contract period, as is currently the case with existing PFI contracts. 
Naturally, it is imperative that any situation is avoided where, for example, the Scottish Futures Trust could sell particular school sites on the expiry of the concession period because it deemed there to be a stronger for reinvesting the proceeds of sale in the provision of infrastructure in another part of Scotland. SOLACE (Scotland) is convinced of the importance of local authorities retaining long-term control over assets. 
Conclusion

SOLACE (Scotland) welcomes the publication of the Scottish Government’s proposals for the development of a Scottish Futures Trust and we are pleased to have the opportunity to contribute to this consultation. 
While welcoming this debate, we would suggest that there are a number of issues that require further development as the proposals for a Scottish Futures Trust are progressed. These include: the implications of the new International Financial Reporting Standards; the continuation of government financial support for Scottish Futures Trust projects; lack of borrowing powers; and tensions with UK fiscal policies. We would welcome clarification of how these issues will be resolved in the context of the Scottish Futures Trust.
SOLACE (Scotland) notes that the Scottish Government regards the Scottish Futures Trust initiative as a ‘development path’. We hope that the foregoing comments make a constructive contribution to the development of the Scottish Futures Trust proposals, and would be pleased to contribute further to this process. 
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