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A. Definitions

There are some specialist terms and acronyms contained within this document.
A brief explanation of each is included in this section.

BCIS - Building Cost Information Service is the UK’s leading provider of cost and price
information for construction and property occupancy.

DSCR - Debt Service Cover Ratio is the amount of cash flow available to meet annual
interest and principal payments on debt. It is calculated by dividing the net operating income by
the annual debt payments.

Financial Close - This is when a binding contract is signed between the Council and Axiom
Education (Perth and Kinross) Ltd. This took place on 4th October 2007.

HMT - The Treasury is the United Kingdom's economics and finance ministry. It is
responsible for formulating and implementing the UK Government's financial and economic
policy

ITN - Invitation to Negotiate. The ITN is a lengthy and detailed document and sets out
the Council’s specification and expectations for the Campuses. The bidder uses this information
as the basis for their bid.

LLFR - Loan Life Coverage Ratio is similar to the DSCR but is taken over the lifetime of
the project.

NPV - Net Present Value is a standard method for the financial appraisal of long-term
projects. It is widely used and measures the cash flows, at present day costs.

OBC – Outline Business Case. This is the original proposal outlining the project which
was provided to the Scottish Government in 2002 and amended in 2003.

OJEC - The Official Journal of the European Community. This has now been
updated to The Official Journal of the European Union (OJEU). This is the publication in
which all contracts from the public sector which are valued above a certain threshold must be
published.

PPP - Public Private Partnership. This involves buying asset related services for
schools from the private sector. PPP projects involve design, build, finance and operation of a
package of services. A key difference from conventional procurement is that PPP normally
involves school authorities specifying outputs (such as minimum and maximum temperatures
for classrooms), as opposed to inputs (such as the number and type of heaters). This
enables the private sector to develop innovative and cost effective solutions within the public
sector.

PSC - Public Sector Comparator. This is an estimate of the cost of the project if the
Council had acquired it through the traditional procurement route. If the PPP option costs less
than the PSC this shows that the PPP provides value for money.

SPV - Special Purpose Vehicle. Is a company that is created solely for a particular
financial transaction or series of transactions
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SSSC - Scottish Schools Standard Contract. This is a standard contract document
prepared by the Scottish Government. Any movement from this must be reported to the Scottish
Government for their approval.

Subordinated Debt - Subordinated debt has a lower priority than senior debt. Because
subordinated debt is repayable after other debts have been paid, they are more risky for the
lender of the money. It is unsecured and has lesser priority than that of an additional debt claim
on the same asset.

Unitary Charge - This is the amount charged, to the Council, by the private sector
provider, Axiom Education (Perth and Kinross) Limited, for the provision of the fully serviced
Campuses.

VfM - Value for Money.
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1.5 Value for Money

A Value for Money assessment has been undertaken in accordance with
the revised HM Treasury Green Book guidance, comparing both the PPP
and Public Sector Comparator (PSC) models. The results are
summarised in the table below:

NPV at 31 August 2007 PSC
£ million

PPP
£ million

NPV of PSC/Unitary
Charges

210.1 220.0

NPV of risk 31.3 -
NPV of tax adjustment 10.5 -
Total NPV 251.9 220.0
Differential between PSC and PPP 31.9
Differential expressed as a % of the PSC 12.7%

The Value for Money assessment shows that by choosing the PPP
option there is a saving in the net present values of the Unitary Charges
over the life of the contract of £31,872,000 (12.7%). The Council
considers that the project represents value for money.

1.6 Affordability

The Council will fund the project from the current education and property
budgets and the Revenue Support Grant (RSG) from the Scottish
Government, with the balance being funded from the Council’s own
resources. The sources of funding to meet the Unitary Charge for the first
full year, to 31st March 2013, are set out in the table below.

Source of Funds First Full Year Ending
31 March 2013

Revenue Support Grant (RSG) £7.402m
Existing Education Budgets £2.009m

Existing IIL Budget transfer £4.486m

Total Unitary Charge £13,897m
Funding Surplus/(Deficit) £0

An analysis of the whole life affordability of the project shows that
following the first full year there will be a requirement for the Council to
fund annual increases of approximately £400,000, in the initial years, to
meet the indexation costs within the contract (refer to section 9.1 for
further details). There will also be a requirement for additional funding for
a period of approximately 30 months at the end of the contract. The RSG
is paid for 30 years from the first school being opened whereas the
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contract continues for 30 years from the last school being opened. The
Council has confirmed to its auditors and advisers that it has been fully
aware, throughout the negotiations, of the requirement to find additional
funds to meet the budgeted cost increases. The Council has agreed to
fully fund the project and will find resources from a combination of
savings and the utilisation of reserves. There may also be the possibility
of modest re-financing gains but the Council is not relying on this as a
form of funding.

1.7 Programme

In accordance with best value it has been agreed with Axiom that the
campuses will be commissioned on a phased basis. Construction of the
first schools commenced in October 2007 with the last school being
handed over to the Council in October 2011. The concession period will
run for 30 years from the last handover date i.e. until October 2041.

A summary of the key school availability dates are included below:

School Construction
Start Date

Handover
Date

Services
Start Date

Perth R.C. Campus
Secondary

February
2008

March 2010 March 2010

Perth R.C. Campus
Primary

August 2010 October 2011 October 2011

Loch Leven
Community Campus
- Kinross

February
2008

October 2009 October 2009

Breadalbane
Community Campus
– Aberfeldy

October 2007 November
2010

December
2010

Blairgowrie
Community Campus

January 2008 June 2009 July 2009

Strathearn
Community Campus
- Crieff

January 2008 October 2009 November
2009

Glenearn
Community Campus
- Perth

January 2008 September
2009

October 2009

1.8 Consultation

In addition to the statutory consultation on the amalgamation aspects of
the Perth and Kinross Schools, there has been extensive consultation at
all stages with the staff of Educational Services and with Consultative
and user Groups which represent all local stakeholders. The views
expressed by these Groups have been communicated to the PPP Project
Board as appropriate. Communications, including newsletters, have been
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maintained with parents, pupils and staff throughout the process and the
local press has reported on the project as it has progressed. It is clear
that these proposals enjoy a very high degree of local support.

1.9 Conclusion

The Council is confident that the option chosen, and reflected in this
Business Case, provides the most economically advantageous solution
to meet the objectives of the project.
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4.3 Statutory Consultation

In terms of Section 22A of the Education (Scotland) Act 1980, the
Council is required to publish details of and consult with prescribed
parties on defined proposals. Such proposals include discontinuation of
a school or stage of education in any school, changing the site of any
school or providing a new school. For the Investment in Learning
Programme, this impacted on all six campuses, and additional statutory
consultation was required for the mergers of schools on two of the
campuses - the merger of Caledonian Road Primary and Friarton
Nursery on the Perth South campus and that of St John's Primary and St
Columba's High School on the Perth RC campus. Statutory consultation
on both aspects took place in 2004 and 2005.

Statutory consultation will also take place on the catchment area for
Perth South.

4.4 Consultation with School Communities

From the outset, there has been significant consultation with school
communities to identify the needs and aspirations of each community for
their new campus and feed this input into the design brief for each
location.

Campus User Groups have met regularly since Autumn 2003 to discuss
all key aspects of the project and put forward their views on a range of
issues. These groups bring together pupils, school staff, School
Board/PTA representatives, local elected members and other key
individuals as appropriate for each campus (e.g. Roman Catholic
Diocese representative for the denominational schools involved).

An In-School Co-ordinator has been in place at each campus since 2005
to liaise with key stakeholders, support consultation activity and ensure
information updates are provided to their specific school community. The
IIL Core Team has met regularly with the In-School Co-ordinators to
ensure they are in a position to undertake these tasks. One example of
the consultation process has been the naming of the new campuses and
schools which led to a fulsome response from schools in Autumn 2006.

School communities will continue to be consulted as the Programme
moves through its implementation phase.

4.5 Consultation with Other Parties

Key individuals have been consulted as appropriate throughout the
course of the project to date, from within the Council (representatives
from Education & Children's Services and other Council Services), from
partner organisations (e.g. NHS Tayside) and other interested bodies
(e.g. Sportscotland, Scottish Natural Heritage (SNH)) on specific matters
- shared service delivery, sports provision, etc.
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In June 2006, local communities had a further opportunity to comment on
the designs for the new campuses, when these were submitted to Perth
and Kinross Council for planning approval, by Axiom Education. Displays
of the designs were held in public venues (libraries, leisure centres etc)
alongside displays at the project schools, and a series of school
community meetings were held at which Axiom Education presented
their designs and answered questions from community members.

There will also be the opportunity, through the User Groups, for
community views to be expressed regarding the landscaping/outdoor
play equipment elements for each location and the public use of the new
facilities.
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5.5 Tax Adjustment

The revised Green Book requires, for PFI projects only, a tax adjustment
reflecting the differential tax implications of a PFI project compared to
traditional procurement. The tax adjustment factor has been estimated
by reference to the relevant tax flowchart. In applying this guidance a
number of assumptions had to be made which are detailed below.

Narrative Factor to be
applied

%

Notes

Step One 2% Standard uplift applies to all projects

Step Two 2% Nominal cost for facility management is
likely to be about the same as the
project capital value

Step Three 1% The project is likely to be on revenue
account for tax purposes

Step Four 0% Project sector is not risky

Total uplift factor
to be applied to
the PSC

5% The PSC cost prior to risk
adjustment is uplifted by this factor

The factor relates only to corporation tax, and consequently does not
include other taxes such as VAT, PAYE or NIC.

5.6 Risk and Tax Adjusted PSC

The impact of the risk and tax adjustment on the PSC is set out in the
following table:

NPV at 31 August 2007 PSC
£ million

NPV of non risk adjusted PSC 210.1
NPV of risk adjustment 31.3
NPV of tax adjustment 10.5
NPV of risk and tax adjusted PSC 251.9
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6.2.2 Core Team

On the day to day level the project is managed by the Project Core
Team. These are:

Mrs Helen Richardson, Programme manager

Mr Andy Cook, Assistant Programme Manager

Mr Alan Fraser, Project Officer (Education)

Mr Sandy Rattray, Project Officer (Finance)

Mr Ian Cameron, Project Officer (Technical)

Mrs Monica Duncan, Project Officer (Furniture and Equipment)

Mr Ian Innes, Project Officer (Legal)

Miss Mary Underwood, Project Officer, (Communications & Consultation)

Mrs Angela Williamson, Project Administrative Officer

Mrs Michelle Bain, Project Administrative Officer

The Council believes that the Project Core Team described above
represents the main disciplines required to progress the project to a
satisfactory conclusion. During the course of the procurement process
the team has been assisted by other Council officers as and when
required, for example, in relation to matters concerning, planning, roads
and health and safety. Due to the length of the programme the Core
Team has seen considerable changes in personnel since the start of the
project. The successful integration of the new members of staff in to the
project has ensured that the quality of the management approach has
been maintained and that knowledge accumulated during the process
has been passed on to the new members of the team. This approach has
ensured that the team has a considerable body of knowledge concerning
the specific details of the project and the PPP process overall. This will
be to the benefit of the Council in the future monitoring of services
provided by its preferred bidder. The knowledge and experience gained
in this project will also enhance the Council’s ability to progress other
major projects in the future.

6.2.3 Overall Management Structure

The overall structure of responsibilities for the management of the
Council’s PPP for Schools Project is illustrated overleaf:
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Overall Management Structure – To Financial Close

Overall Management Structure – Post Financial Close

Perth and Kinross Council

Strategic Policy and Resources
Committee

Executive Officer Team

IIL Programme Board

Education and Children's Services
(Senior Management Team )

Programme Core Team

Professional
Advice Consultative Groups
External Advisers User Groups
Council Services Head Teachers

Local Members
School Staff
Pupils/Parents
Community Planning Partners

Perth and Kinross Council

Strategic Policy and Resources
Committee

School Estate Strategy Board

IIL Core Team

Professional
Advice Consultative Groups
External Advisers User Groups
Council Services Head Teachers

Local Members
School Staff
Pupils/Parents
Community Planning Partners
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The post financial close structure will be complemented by the work of a
business change project board. This board will ensure that structures are
in place which will ensure that the Campuses are used efficiently and
effectively and meet the requirements of the Council and all users.

6.2.4 External Advisers

The Council recognised that its in-house team would require specialist
advice and support during the procurement of the project. The following
appointments were made:

Adviser Contact Address and Tel No.
Burness
Legal Advisers

Christa Reekie
50 Lothian Road
Festival Square
Edinburgh
EH3 9WJ
Tel: 0131 473 6153

Ernst & Young
Financial Advisers

Michael McVeigh
George House
George Square
G2 1RR
Tel: 0141 626 5104

Currie and Brown
Technical Advisers

Donald Milligan
1 Osborne Terrace
Edinburgh
EH12 5HG
Tel: 0131 313 7020

6.3 Procurement Process

The key milestones in the procurement progress are summarised below:

OJEC Notice December 2003
Issue of ITN 10 September 2004
Return of Bids 14 January 2005
Appointment of Preferred Bidder 24 April 2006
Financial Close 04 October 2007

The Council’s OJEC Notice advised that an Information Memorandum
and Pre-Qualifying Questionnaire were available. These were issued to
four parties.

All four parties subsequently returned the Pre-Qualifying Questionnaires.
Following a detailed evaluation of the respondents, the Council issued an
Invitation to Negotiate on the 10th September 2004 to three consortia.
Due to commitments elsewhere one consortium was forced to withdraw
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7. The Preferred Option

7.1 Scope

The Council will procure, by means of Public Private Partnership, the
construction, operation and maintenance of the following six facilities:

7.1.1 Breadalbane Community Campus, Aberfeldy

A new build nursery, primary and secondary school, will be built on the
existing and extended Breadalbane Academy site.

The new Breadalbane Academy replaces the old Academy and will
provide 100 Nursery places (50 am and 50 pm), 250 Primary and 600
Secondary places. The present school has a capacity for 60 (30 am and
30 pm), 231 and 540 respectively with current rolls of 57, 227 and 485.

Additional community facilities and services to be provided on the
campus include an assembly hall, ICT suite, meeting rooms, music and
drama studios and public library. New sports and recreation facilities will
also be provided, replacing the current Aberfeldy Recreation Centre,
including sports halls, multi-use games area, all-weather sports pitch,
fitness suite, dance studio and swimming pool.

The Aberfeldy site is somewhat restricted and whilst it is perfectly
suitable as a new school site it is not practical to build a new school on
the site whilst the existing school remains operational. The design
solution, put forward by the preferred bidder, uses part of the footprint of
the present school for the new school. To allow for continuing education
in Aberfeldy during the construction period of the new school, pupils and
staff will be decanted to high-quality temporary accommodation on site,
whilst the new campus is built.

Work will commence on 22nd October 2007 with the handover taking
place on 22nd November 2010.

7.1.2 Strathearn Community Campus, Crieff

A new secondary school will be built on the existing and extended Crieff
High School site.

The new Crieff High School replaces the existing High School and will
provide places for 800 pupils. The present school has a capacity of 585
with a current roll of 699.

In addition to extensive teaching facilities, the campus will include an
assembly hall, dance studio, fitness suite, public library, music and
drama studios, meeting rooms, ICT suite and sports provision integrated
with Strathearn Recreation Centre including sports halls, all-weather
pitch, multi-use games area and squash courts
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Although the new school is being built on the same site as the existing
school, there is sufficient space to ensure that the existing school can
remain fully functional, with adequate sports and recreational facilities
whilst the new school is being built. There is therefore no requirement to
decant.

Work will commence on 7th January 2008 with the handover taking place
on 19th October 2009.

7.1.3 Loch Leven Community Campus, Kinross

A new build secondary school will be built on a green field site close to
existing sports facilities at Loch Leven Leisure and opposite the Loch
Leven Health Centre on the outskirts of the town.

The new Kinross High School replaces the existing High School and will
provide places for 1,100 pupils. The existing school has a capacity of
675 with a current roll of 975.

In addition community facilities on site will comprise a new public library
and museum, music and drama studios, multi-use games area, fitness
suite, dance studio, gymnasium, sports hall, ICT suite and meeting
rooms.

Work will commence on 11th February 2008 with the handover taking
place on 5th October 2009.

7.1.4 North Inch Community Campus, Perth

A new build nursery, primary and secondary school, will be built on the
existing and extended St Columba’s RC High School Site.

The new St John’s Academy will replace St John's RC Primary School
and St Columba's RC High School and will provide 100 Nursery places
(50 am and 50 pm), 350 Primary and 600 Secondary places. The present
schools have capacities of 50 (30 am and 20 pm), 462 and 360
respectively with current rolls of 50, 368 and 554.

Alongside the extensive educational facilities, community provision will
include meeting rooms, dance studio, fitness suite, music and drama
studios, a public library and an all-weather sports pitch.

Work on the secondary will commence on 4th February 2008 with the
handover taking place on 8th March 2010. Work will commence on the
primary on 23rd August 2010 with the handover taking place on 10th

October 2011.
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7.1.5 Blairgowrie Community Campus

A new build shared campus to replace the existing St Stephen’s Roman
Catholic and Hill Primary Schools will be built on a new green field site
on the outskirts of the town with purpose built facilities which will allow
each to retain its unique identity.

The new non denominational Nursery will provide places for 100 pupils
(50 am and 50 pm); St Stephens RC Primary will provide places for 100
pupils and the Newhill Primary will accommodate 350 pupils. The present
St Stephens has a capacity of 71 primary pupils with a current roll of 58.
The present Hill Primary has capacity for 90 nursery (50 am and 40 pm)
and 462 Primary pupils with rolls of 59 and 331 respectively.

The new campus will provide enhanced educational facilities and
improved curricular choice for the school and additional sporting and
leisure facilities. Alongside the educational provision, community facilities
on site will include a multi-use games area with changing rooms, sports
hall, ICT suite, music and drama spaces, family learning centre and
meeting rooms.

Work will commence on 21st January 2008 with the handover taking
place on 22nd June 2009.

7.1.6 Glenearn Community Campus, Perth

A new build primary campus to replace the existing Caledonian Road
Primary School and Friarton Nursery will be built on a new site at
Glenearn Road in Perth.

The new Inch View Primary School will provide 100 Nursery places (80
full time + 20 am and 20 pm) and 350 Primary places. The present
schools have capacities for Nursery provision of 60 full time + 10 am and
20 pm and 231 for primary. The current roles are 76 and 218
respectively.

The new campus will provide, modern, high quality educational facilities
which will be partnered with community provision including multi-use
games area, sports/assembly hall, family learning centre, ICT suite and
meeting rooms. Areas will be available for wrap around care and out of
school care in the same way as the other campuses that include primary
education.

Work will commence on 7th January 2008 with the handover taking place
on 14th September 2009.
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7.4 Contractual Arrangements

Axiom Education (Perth and Kinross) Ltd is a Special Purpose Vehicle
(SPV) established purely for this project. The ultimate sole shareholder in
the SPV is ABN Amro Bank NV (ABN AMRO), a major bank in the
Netherlands. Debt funding and the related interest rate swap for the
project is being provided by Sumitomo Mitsui Banking Corporation
(SMBC) and Landesbank Hessen-Thuringen Girozentral (Heleba). ABN
AMRO has provided an inflation rate swap for the project.

Construction of the campuses will be carried out by Laing O’Rourke as
the consortium sub-contractor within the Axiom consortium. The Facilities
Management services will be provided by Mitie. The contractual
arrangements are illustrated below.

Perth and Kinross
Council

Axiom Education
(Perth and Kinross)

Ltd

Operations and Maintenance Construction
Facilities Management Design and Build

Mitie PFI Ltd (Hard
and Soft FM

Provider)

Laing O'Rourke
Northern Ltd

(Construction)

Separate agreements, outwith the contract with Axiom, are in place for
the provision of leisure services (Perth and Kinross Leisure Company
Ltd) and with Tayside Contracts for catering.

7.5 Environment

Axiom is fully aware of the educational environment and its sensitivities.
In carrying out the repair and maintenance requirements they will
recognise the needs of the staff and pupils, especially regarding safety
and security and they will work with Head Teachers and staff to ensure
the delivery of services, without detriment to educational needs.
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Margin / Fee Subordinated
Debt Share Capital Equity Bridge

Facility
Margin - - 0.15%
MLA - - 0.02%
Swap margin - - 0.06%
Arrangement fee 2.50% 2.50% 0.95%
Commitment fee - - 0.15%
Coupon 12.60% - -
Letter of credit fees 0.35% - -

The bid is forecast to produce a cashflow IRR to investors of 14.65%
(nominal) based upon the initial investment and the dividend stream over
the concession period.
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8. Economic Appraisal (Value for Money Analysis

8.1 Approach to Economic Appraisal

The purpose of the economic appraisal of the project is to ascertain
value for money. The appraisal takes into account the guidance included
within the Treasury Taskforce Policy Statement No. 2 ‘Public Sector
Comparators and Value for Money’ and the ‘Green Book’.

The appraisal comprises a comparison between the risk adjusted PSC
and the unitary charges, both discounted to 31 August 2007 at 3.5%
(real) in accordance with Treasury guidance. A detailed description of
the key assumptions included within the PSC is included in Section 5.

The cost to the Council of the PPP procurement is derived from the
unitary charge quoted in the financial model supplied by the preferred
bidder. This cost relates directly to the provision of the required services,
as outlined in Section 7.

The table below highlights the results of this analysis:

NPV at 31 August 2007 Public Sector
Comparator

£ million

Unitary
Charge

£ million1

NPV of PSC/Unitary
Charges

210.1 220.0 2

NPV of risk 3 31.3 -
NPV of tax adjustment 10.5 -
Total NPV 251.9 220.0
Differential between PSC and PPP 31.9

1. Unitary charges are per Axiom’s Financial Close financial model of 4 October
2007 (071004 PKC FC final.xls). This model assumes a swap rate on Senior
debt of 5.02%.

2. This figure includes the £7.2 million in respect of the NPV of payments relating
to the Breadalbane Decant Facility.

3. NPV of risks retained by the Council in a PSC that would otherwise be
transferred to the private sector under PPP.

The assessment of value for money under the revised Green Book
guidance indicates that the scheme is likely to deliver value for money,
with a superiority margin of 12.7%. However, in undertaking this
evaluation a number of assumptions have been made regarding the
practical application of the guidance. The key assumption is that a tax
adjustment of 5% will be acceptable to the Scottish Executive. The
current detailed application notes for the tax adjustment indicate that this
is the appropriate adjustment.
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9. Financial Appraisal

9.1 Quantification of the Revenue Implications of the PSC and PPP
Options

The Council has examined the financial implications of the project on the
basis that it is funded out of the revenue budget. This is because the
project is regarded as off-balance sheet from an accounting treatment
perspective and does not therefore count against the Council's capital
consents.

The revenue implications of the PPP project are a function of the Unitary
Charge payable to Axiom and the Revenue Support Grant available from
the Scottish Executive in respect of this project. The affordability gap to
the Council resulting from this calculation is derived when the Council's
current budget for the service being transferred to Axiom is deducted
from the net cost to the Council of the PPP project.

The following table demonstrates the revenue implications of the PPP
project.

£’000 Year

NPV 1 2 3 4 10 20 30 31 31 32

Year 31/08/07 2009/10 2010/11 2011/12 2012/13 2018/19 2028/29 2038/39 2039/40 2040/41 2041/42

£'m £'m £'m £'m £'m £'m £'m £'m £'m £'m £'m

Unitary
Charge 212,807* 3,565 10,350 12,999 13,897 16,116 20,630 26,408 27,069 27,745 14,960

Revenue
Support (86,778) (2,122) (5,621) (6,891) (7,402) (7,402) (7,402) (7,403) 0 0 0

ECS
Budget
Transfer

(32,231) (402) (1,186) (1,682) (2,009) (2,384) (3,253) (4,578) (4,745) (4,919) (2,689)

IIL Budget
Transfer (67,985) (4,832) (4,672) (4,672) (4,672) (4,672) (4,672) (4,672) (4,672) (4,672) (2,458)

Loan
Charges/
Borrowing

(6,578) (338) (338) (338) (548) (548) (548) (548) (548) (548) (288)

Service
Savings (31,712) (1,200) (1,700) (2,600) (2,600) (2,600) (2,600) (2,600) (2,600) (2,600) (1,367)

Net Cost
before
Operating
Costs

(12,477) (5,329) (3,167) (3,184) (3,334) (1,490) 2,155 6,607 14,504 15,006 8,158

Other
Operating
Costs

44,253 1,120 2,004 2,420 2,562 3,104 4,398 6,459 6,725 7,005 3,844

Loan
Charges 8,802 762 594 594 594 594 594 594 594 594 312

Net Cost
to the
Council

40,578 (3,447) (569) (170) (178) 2,208 7,147 13,660 21,823 22,605 12,314

* Excludes payments of £8 million (£7.2 million in NPV terms) made in respect of the decant accommodation. The Value for
Money calculation at 1.5 includes the decant accommodation at Aberfeldy. This is required in section 1.5 to allow for a fair
comparison with the fully costed Public Sector model.
The table above does, however, include Loan Charge payments of £61k per annum which help to meet the cost of the decant
accommodation.
There are some additional costs which are not reflected in the table above. These are for ‘one off’ items, primarily for the
decant accommodation, and asbestos removal. They have an NPV at 31st August 2007 prices of £8.002m
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10. Project Agreement

10.1. Financial Close took place on the 4th of October 2007. A copy of the
Project Agreement between the Council and Axiom (Perth and Kinross
Education) Ltd at Financial Close, containing a delta view comparison
with the version submitted to the Scottish Executive at the preferred
bidder key stage review, and a table indicating key changes between the
Agreement and SSSC3 was submitted to the Scottish Government on
13th November 2007.
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The consortium intends to put in place a comprehensive quality
assurance system and the regulation of services is intended to
take the form of on-site monitoring. The framework is
incorporated within the project agreement and, in particular, will
facilitate the monitoring and linking of:

a) the availability and performance standards set out in the
service specification with the monitoring procedure.

b) the result of the monitoring with the Payment Mechanism.

11.3 Detailed Monitoring Provisions of the Contract

To ensure value for money throughout the contract, the Project
Agreement provides for benchmarking of cleaning 5 years after Services
Commencement and every 5 years thereafter. (across Project Facilities).
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12. Accounting Opinions

12.1 Accounting Treatment – Final Judgement

In response to your request, dated 30 November 2007, for our comments
on the judgement on the accounting treatment of the above project, we
include our comments on its reasonableness and summarise the context
in which they are given.

12.2 Responsibilities of the audited body and the external auditor
Perth & Kinross Council is accountable to the public for the stewardship
of funds under its control. It is for the body alone to take decisions about
the most appropriate accounting treatment for any transactions it is
considering entering into, after taking whatever advice it deems
necessary.

It is the external auditor’s role to form an independent view on how the
Council has discharged its stewardship of public funds. It is not part of
the auditor’s role to provide accounting advice or to act as an accounting
advisor. The public sector audit regime requires their auditors should
not, nor appear to, compromise their independence.

Audit Scotland’s March 2007 Code of Audit Practice sets out clearly the
nature of public sector audit and the general duties of external auditors
operating under that audit regime. The Code includes reference to the
respective responsibilities of auditors and audited bodies.

12.3 Conclusion
The process followed to determine whether the body should account for
the transaction on or off its balance sheet appears in accordance with the
current underlying guidance and the Council’s judgement that the project
is off balance sheet appears reasonable.

12.4 Status of audit view
The purpose of this letter is to provide Perth & Kinross Council with our
comments on the reasonableness of the judgement on the accounting
treatment of the project from the perspective of the external auditor. The
views are expressed in our capacity as external auditor and for no other
purpose. In particular, no responsibility is accepted towards any other
organisation or individual who may seek to place reliance on its contents.

12.5 Changing circumstances
The provisional judgement on the proposed accounting treatment set out
in our letter of 30 August 2007 was based upon the information
presented to us as at 27 August 2007 and stated that our views on the
final judgement would take account of any changes which would have a
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material affect on the Project’s overall risk allocation. Further information
has been presented to us at 30 November 2007.

The views are also expressed in recognition of the current underlying
guidance which is Application Note F to FRS5 – Reporting the Substance
of Transactions; Private Finance Initiative and similar contracts (which
provides clarification on how the principles and requirements of FRS5
should apply to transactions conducted under the UK Government’s
Private Finance Initiative), as supplemented by Treasury Taskforce
Technical Note No.1 (revised) – How to Account for PFI Transactions
(Technical Note No.1).

12.6 Comments on reasonableness of the proposed accounting
treatment
The Council’s Head of Finance has confirmed to us that his final
judgement on the accounting treatment is that the transaction should be
accounted for as off Perth & Kinross Council’s balance sheet.

The Council appointed Ernst and Young LLP as its financial advisor and
they have provided advice on whether the transaction should be
accounted for as on or off the Council’s balance sheet. Ernst and
Young’s opinion, contained in their Indicative View of Accounting
Treatment for the Perth & Kinross Council Schools Project in Accordance
with Treasury Taskforce Technical Note 1 (Revised), dated July 2007, is
that the transaction should be accounted for as off the Council’s balance
sheet. Ernst & Young’s opinion has not changed during the period
between July and 30 November 2007.

We note the financial advisor’s conclusions and comment as follows:

12.6.1 Separability
We concur with the assessment of the separable elements of the
property identified in the financial advisor’s report. The project involves
the Council paying a single service charge for the property and related
provision of lifecycle, hard and soft FM services (excluding catering).
The soft FM services (including utility) are considered separable since
the costs are subject to market testing and a proportion of any
adjustments and costs are passed back to the Council. The hard FM
services are considered to be specifically “property related” in so far as
the property will not be available for use if there is significant failure in
these areas. The payment for the property and the provision of hard FM
services comprises a single payment stream, and as no costs are
passed back to the Council through benchmarking, the contract can be
considered to be non-separable. Passed through costs in this contract
will comprise business rates.
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13. Sustainability

13.1 Introduction

The Investment in learning programme was not considered under the
Environmental Assessment (Scotland) Act 2005 as the programme was
approved by the Council prior to the Act coming in to force. However, a
voluntary sustainability assessment was undertaken and a Sustainability
Management Plan has been developed with Axiom and is included within
the overall contract. The first part covers the design and construction and
the second covers the operational phase of the buildings. A mission
statement ensures that there is a linkage and continuity between the two
plans.

13.2 Assessment

The Building Research Establishment Environmental Assessment
Method (BREEAM) pre-assessment carried out by Axiom shows the
schools will achieve either an ‘Excellent’ or ‘Very Good’ rating. Axiom in
partnership with the Council is committed in the project agreement to
using their best endeavours to maintaining this rating when the schools
are constructed and in operation. At the very minimum Axiom are
committed to achieving a ‘Very Good’ rating.

13.3 Energy Use

The Council has set an annual carbon dioxide (CO2) target of less than
5kg/m² for the new school campuses. This is in line with the required
rating under Building Bulletin 87 (BB87). The anticipated annual CO2

output per m² for the campuses varies between 2.02 kg/ m and 4.15 kg/
m².

The table below shows the results for each campus:

BB87 Whole Building Calculation Results
School Heating

Fuel
CO2 Emitted/m² GIFA CO2 Emitted/

m² GIFA
Heating DHW Electrical

Breadalbane Academy Biomass 7.4 2.02
Blairgowrie Primaries Biomass 8.5 2.32
Crieff Secondary Biomass 7.8 2.14
Perth RC Campus Gas 2.8 1.04 7.4 3.06
Perth South Primary Gas 5.6 1.04 8.5 4.15
Kinross High School Gas 3.5 1.04 7.4 3.26

To achieve the required rating under BB87 the carbon emission has to be less than 5.
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14. Timetable

The Council achieved Financial Close on 4th October 2007. Appendix 5 contains
the construction programme in respect of the schools and is summarised in the
table below:

School Construction
Start Date

Handover
Date

Services
Start Date

Perth R.C. Campus
Secondary

4th February
2008

8th March 2010 29th March
2010

Perth R.C. Campus
Primary

23rd August 2010 10th October
2011

31st October
2011

Loch Leven
Community Campus –
Kinross

11th February
2008

05th October
2009

26th October
2009

Breadalbane
Community Campus -
Aberfeldy

22nd October
2007

22nd November
2010

13th December
2010

Blairgowrie
Community Campus

21st January
2008

22nd June 2009 13th July 2009

Strathearn Community
Campus – Crieff

7th January 2008 19th October
2009

9th November
2009

Glenearn Community
Campus - Perth

7th January 2008 14th September
2009

5th October
2009
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financial advisers and reflects its experience of public sector procurement
compared to PFI procurement. They estimate a total nominal cost of £5.0m
(£1.7m at August 2007 prices)

Net Present Value
The PSC has been discounted to 31 August 2007 prices at 3.5% real in
accordance with Treasury guidance.
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Appendix 3 – Quantified Risk Analysis

P&K Council Investment in Learning PPP Schools Project

NPV of Risks Transferred by the Council

Risk Category Description of Risk NPV

£'000

Design Risks

Planning - Detailed Failure to receive detailed planning permission 134

Planning - Delay Delay to planning consents & building warrants 693

Change in Design & Construction Design incorrect, poor construction relative to use 8,978

Additional Operating Costs due to poor design Due to poor design, operating costs may rise by 15% 1,421

Climate Change Climate change require changes to design (includes Flood Risk) 684

11,910

Construction Risks

Ground conditions unforeseen Unforeseen ground conditions & services 875

Construction Time Construction duration overruns 360

Accommodation during Construction Period Rental of temporary accommodation for all schools effected for a total -

Construction Cost Overruns 100% of new build costs exceed initial estimate by 10% 6,800

Contractor Default / Liquidation Resulting in a retendering exercise creating a requirement for 8.5 members of 21

Commissioning Commissioning to time and cost 61

Transfer costs higher than expected Additional costs for transfer 6

8,122

Availability and Performance Risk

Additional Management Time There is a risk that the FM and other associated services will encounter 2

Latent defects (major/structural) - new build Quality of new build impaired 307

Latent defects (minor) - new build Quality of new build impaired 615
Retendering If the Council outsourced the FM services there is a risk that the performance 25

School Unavailability 10% of total floor space will be unavailable for 2 months, resulting in 14

Vandalism/ Security Reactive maintenance and security costs will rise by 1% 76

1,039

Operating Cost / Lifecycle cost Risks

Operating Cost Increase 12.5% increase in operating costs eg, more cleaners required. 2,960

Cost Inflation Variation Risk that inflation 2.5% over that estimated. Per annum. 592
Maintenance - lifecycle There is a risk that the lifecycle and reactive maintenance 1,797
General Change in Law Full risk is say 4% of cap-ex. 4,060
Availability Deductions Where there are unavailability failures the Contractor would be deducted against 1
Performance Deductions Where there are performance failures the Contractor would be deducted against 0

9,411

Additional Risks

Availability of resources Due to lack of local labour the cost of the labour element increases by 10% 544

Insurance 15% annual increase in insurance costs 311

855

NPV of Risks Transferred by the Council 31,337
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Appendix 4 – Summary of Campus Facilities

4.1 Breadalbane Community Campus
Primary Classrooms 15no.
Secondary Classrooms 49no.
Nursery Activity area 150m²
Assembly Hall 400m²
Sports Hall 1 646m²
Sports Hall 2 340m²
Dance Studio 160m²
Fitness Suite 105m²
Swimming Pool 10m x 25m
Community Library 455m²
Multi-use Games Area 1no.
All Weather Pitch 1no.
Full Size Grass Pitch 1no.
Five a side Grass Pitch 1no.

4.2 Blairgowrie Community Campus
Primary Classrooms 18no.
Nursery Activity area 150m²
Sports Hall 323m²
Community Library 145m²
Multi-use Games Area 1no.
Seven a side Grass Pitch 1no.

4.3 Strathearn Community Campus
Secondary Classes. 53no.
Assembly Hall 400m²
Sports Hall 646m²
Dance Studio 160m²
Fitness Suite 105m²
Community Library 540m²
Multi-use Games Area 1no.
All Weather Pitch 1no.
Grass Hockey Pitch 1no.
Grass Football Pitch 1no.
Grass Rugby Pitches 2no.
Grass Running Track 1no.
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4.4 Loch Leven Community Campus
Secondary Classrooms 68no.
Assembly Hall 400m²
Sports Hall 1 646m²
Sports Hall 2 323m²
Dance Studio 160m²
Gymnasium 266m²
Fitness Suite 105m²
Community Library 680m²
Multi-use Games Area 1no.
All Weather Pitch 1no.
Grass Hockey Pitch 1no.
Grass Football Pitch 2no.
Grass Rugby Pitches 2no.
Junior Football Pitch 1no.

4.5 North Inch Community Campus
Primary Classrooms 18no.
Secondary Classrooms 42no.
Nursery Activity area 150m²
Assembly Hall 400m²
Sports Hall 1 646m²
Sports Hall 2 485m²
Dance Studio 160m²
Fitness Suite 105m²
Community Library 500m²
Multi-use Games Area 1no.
All Weather Pitch 1no.
Grass Football Pitch 1no.

4.6 Glenearn Community Campus
Primary Classrooms 17no.
Nursery Activity area 195m²
Sports Hall 485m²
Community Library 135m²
Multi-use Games Area 1no.
All Weather Pitch 1no.


