PART 1

(OPEN TO THE PUBLIC)
ITEM NO.

REPORT OF THE LEAD MEMBER FOR EDUCATION



TO THE CABINET BRIEFING

ON 6 MAY 2003



TITLE :  
Private Finance Initiative (PFI) 2 – Replacement of Three High Schools: Project Management Arrangements



RECOMMENDATIONS:

(i)
It is recommended that the PFI Steering Group which was established to monitor and progress the PFI (I) Special Schools Project, be instructed to undertake similar Steering Group arrangements for the PFI (II) Replacement of three High Schools.

(ii)
It is recommended that the project management arrangements are approved.

(iii)
It is recommended that the appointments of External Advisors for the production of the Outline Business Case and for the project development to financial close be approved.



EXECUTIVE SUMMARY:


(i)
In December 2002, a bid was submitted to the Department for Education and Skills for PFI Credits to replace Buile Hill, Harrop Fold and Hope High Schools.  Subsequently, an announcement was received on 28 March 2003, confirming an allocation of £48 million PFI Credits.

(ii)
Salford financially closed its first Education PFI project, to replace three special high schools, in March of this year.  The reporting and decision making processes for the special schools project are described within this report and it is recommended that these arrangements, subject to approval, are re-enacted for this second PFI project.

(iii)
This report details the requirements in order to progress the Outline Business Case, which needs to be submitted for Treasury approval by March 2004, with regard to the appointment of consultants.  It also details the level of estimated expenditure for consultancy services up to financial close.



BACKGROUND DOCUMENTS:
Report to Cabinet 9 January 2001:  Replacement of Three Special High Schools – Further Actions

ASSESSMENT OF RISK:

An assessment of risk was undertaken as part of the three Special High Schools PFI.  It is intended to replicate this and a copy is available if required.


THE SOURCE OF FUNDING IS:
The PFI credits will attract special grant funding via the RSG payable to the Authority from the financial year in which the Authority makes payment to the Provider.

LEGAL ADVICE OBTAINED:
Advice has been sought from Corporate Services.

FINANCIAL ADVICE OBTAINED:
Advice has been sought from Corporate Services.

CONTACT OFFICER:


Judy Edmonds, Acting Deputy Director, Tel: 0161 778 0134

WARD(S) TO WHICH REPORT RELATES: ALL

KEY COUNCIL POLICIES



Pledges 1 and 6, Education Development Plan, School Organisation Plan, Asset Management Plan

DETAILS (Continued Overleaf)
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Details

1.
BACKGROUND

1.1
In December 2002, a bid was submitted to the Department for Education and Skills for PFI Credits to replace Buile Hill, Harrop Fold and Hope High Schools on their existing sites.  Subsequently, an announcement was received on 28 March 2003, confirming an allocation of £48 million PFI Credits.

1.2
This project is central to Salford’s strategy to raise standards and achieve inclusion at Key Stage 3 and 4 for the most deprived areas of the city.  The project has removed two high schools and incorporated their pupils into popular and successful neighbouring high schools.  This strategic reorganisation has created schools with the size, stability and capacity for excellence and innovation which will contribute to the regeneration of the areas of the City in which they are located.

2.
APPOINTMENT OF STEERING GROUP

2.1
As reported to Cabinet in January 2001 with regard to the PFI Special Schools project, the PFI process needs to be steered appropriately allowing the appropriate stakeholder groups to receive reports and issue appropriate approvals and authorisations at key points.  In view of these specific requirements, the following arrangements were enacted:

(a)
A Council PFI Steering Group – appointed by Cabinet with full delegated powers to negotiate and sign the contract;  

(b)
The membership would be the Lead and Deputy Lead Members for Education and the Director of Education and Leisure plus the Lead and Deputy Lead Members for Corporate Services with the Director of Corporate Services;  

(c)
The Lead Officer and project manager will select and negotiate with the contractor on behalf of, and with authority from, this group.


The above arrangements have proved successful in bringing the first PFI project to financial close; therefore it is proposed that these arrangements are also adopted for this second PFI project.

3.
PROFESSIONAL SUPPORT

For the Special Schools PFI project, advice was assembled from the advisory bodies on PFI, principally the 4Ps agency and Partnerships UK of the Treasury.  On the basis on their advice, the following strategy was developed to deliver the project:

(a)
Assemble in-house team

Assistant Director (Capital and School Organisation) from Education and Leisure Directorate as Lead Officer, Principal Group Accountant for Education and Leisure, a representative of Legal Services in Corporate Services and a representative of Development Services (this role later developed into a secondment post of PFI Technical Manager).  The roles involved:

Assistant Director (Capital and School Organisation) – Lead Officer directing project and co-ordinating stakeholder inputs and control;
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PFI Technical Manager – validation of Design and Technical aspects, both in-house and consultants of the project.  Responsibility for co-ordination of Planning Team;

Principal Accountant – validation of financial consultancy works undertaken and financial advice to project;

Legal Services – validation of legal consultancy work.

The team members were required to have the relevant professional background to support the roles above, and to prepare their methodology for undertaking the role.  They assisted with the appointment of consultancy support for the project.

(b)
Appointment of Consultants

It is anticipated that the level of external advice bought in for PFI (II) can be reduced due to the experience gained and skill transfer from PFI (I) Special Schools project.  However, it needs to be borne in mind that the first PFI project was valued at £16 million and this second project is valued at £48m.  Therefore, the volume of work will be greater.

Whereas the immediate requirement for consultancy services will be to assist with the production of the Outline Business Case (OBC), there will be a further requirement for such services for the duration of the project.  It is also beneficial to have these projects underwritten by external consultants.

It may, however, be beneficial in terms of continuity to consider utilising the services of the external consultants from the first PFI project.

With all of the consultants in place, we can then proceed to prepare final information and proceed to invite and select bidders.

(c)
School Governing Bodies

The Governing Bodies of the schools concerned will be asked to establish sub-committees to guide their commitments in the process.  The Council PFI Steering Group will need to have regard to the views of the Governing Bodies as they are also signatories to the contract, in respect of those elements of their delegated budgets which will be incorporated in the payments and services purchased.

The in-house team of officers will work with the consultants to propose and negotiate the contract terms.  In the initial stages, it may well be that the prospective bidders have contact with the whole team and school governors and senior management also.  However, all contact will be via the Project Manager, to ensure propriety.  Bidders will be advised that straying outside this arrangement will lead to penalty at evaluation.

It is envisaged that at the later stages, the officers conducting the negotiations may be the Lead Officer and Project Manager only, as authorised by the Steering Group.

4.
FINANCIAL IMPLICATIONS

There will be a requirement to engage external consultants to supplement the in-house services.  

The external fees from the three Special High Schools PFI equated to £500,000 (approximately as there are some minor invoices still outstanding).  On the £16.2 million project, this equates to 3.1%.  By comparison, the Salford/Bolton Magistrates PFI Project allowed for 5% fees.
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On a £48 million project, 3.1% equates to £1.488 million.  However, with the benefits of Standardised Documentation and the experience gained on the three Special High Schools project, we would expect to expend substantially less.

5.
CONCLUSION

(i)
It is recommended that the PFI Steering Group which was established to monitor and progress the PFI (I) Special Schools Project, be instructed to undertake similar Steering Group arrangements for the PFI (II) – Replacement of three High Schools.

(ii)
It is recommended that the project management arrangements are approved.

(iii)
It is recommended that the appointments of External Advisors for the production of the Outline Business Case and for the project development to financial close be approved.

