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Introduction
The purpose of this Appendix A is to provide Local Authorities with guidance on the following two aspects of the financial experience and economic standing section of the PQQ evaluation:

· approach to the setting of appropriate turnover tests; and
· approach to the use of a holding/parent company guarantee or a third party guarantee.
This guidance does not represent a prescribed methodology but sets out a number of the issues associated with these two aspects of the evaluation. Local Authorities and their financial advisors should discuss and agree the detailed evaluation methodology to be applied on a project by project basis.

Setting a Turnover Test
A Local Authority may wish to consider setting a turnover test threshold which would require a Bidder and/or investor and/or a supply chain member to demonstrate a minimum level of turnover before being eligible for selection to proceed in the procurement. When considering whether and how to set such turnover thresholds, a Local Authority should ensure that the requirements are appropriately balanced in relation to two factors:

· the need to prequalify robust bidding consortia with sufficient capacity to undertake its BSF programme; and 

· the risks of prematurely de-selecting a bidding consortium (or one or more members of a bidding consortium) from pre-qualifying for its BSF programme.
Where turnover test thresholds are established, the principal reason for doing so is to reduce the risk that the overall value of the contract will overwhelm the capacity of the relevant Bidder, investor or supply chain member if it was ultimately successful in winning the contract.

Applying a Turnover Test Threshold 
It is necessary to consider which member(s) of a bidding consortium will be subject to a turnover test threshold. Generally, there is perceived to be limited value in applying such tests outside of the following key consortia members:

· Principal construction contractor;

· Principal FM/lifecycle contractor;

· Principal ICT contractor;
· Equity investors.
Setting an appropriate Turnover Test Threshold 
PfS recommends that when considering a turnover test threshold a Local Authority should consider looking at the indicative profile of expenditure over the expected life of the programme for the delivery of its BSF project, in addition to absolute levels of expenditure. This approach is illustrated for the construction component in the following example:
Example

The total nominal construction costs of a local authority BSF project are estimated at £200m to be incurred between 1 April 2010 and 31 March 2015. In this example the relevant local authority and their financial advisors have determined that a multiplier of 3 should be applied to the construction costs. However, rather than set the turnover test threshold for the principal construction contractor at £600m per annum (£200m x 3) the local authority may wish to consider, as below, the likely profile and timing of when the expenditure is expected to be incurred:
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	Sample schools
	30
	15
	15
	0
	0
	0

	Phase 2 projects
	70
	0
	35
	35
	0
	0

	Phase 3 projects
	60
	0
	0
	30
	30
	0

	Phase 4 projects
	40
	0
	0
	0
	20
	20

	
	
	
	
	
	
	

	Total
	200
	15
	50
	65
	50
	20

	
	
	
	
	
	
	


Based on this example the local authority may consider setting the turnover test threshold for the principal construction contractor at or around a level of £195m per annum (£65m x 3). This represents a multiple of the estimated capital expenditure that will be incurred, during the period of peak activity, in the year ending 31 March 2013.
A similar methodology to that undertaken for the construction costs can be undertaken to develop a turnover test for the following key consortia members:
· Principal FM/lifecycle contractor – the value of FM services (generally deemed to be hard, soft and lifecycle) can be used as the measure.
· Principal ICT contractor – the value of ICT services can be used as the measure. The exact test will depend on the nature of the ICT services required.
· Equity investors – the value of equity investment can be used as the measure.
Where a Local Authority intends to use a turnover test threshold, then this will need to be referred to in the OJEU Notice. The Local Authority and its legal advisors will need to complete “Section III.2.2) Economic and financial capacity “of the proforma draft OJEU Notice 
Holding /Parent Company Guarantee or Third Party Guarantee
In general there should not be an automatic requirement for members of bidding consortia to provide a holding/parent company guarantee or a third party guarantee. However bidders often offer a holding/parent company guarantee or a third party guarantee within their PQQ responses.

Local Authorities and their advisors will need to give careful consideration to the level of comfort that they take when a member of a bidding consortium indicates that a holding/parent company guarantee or a third party guarantee is intended to be provided in support of a subsidiary or related undertaking. 
Question 1.14 of the template BSF Standard Form Pre-Qualification Questionnaire requires the proposed guarantor to submit a commitment letter setting out the extent of the guarantee, the organisation for which the guarantee is being offered and the form that the guarantee will take. 
Local Authorities will need to review the commitment letter(s) and assess whether they provide the appropriate level of support. Where a holding/parent company guarantee or a third party guarantee is offered, and is assessed as robust, it is generally considered reasonable for the Local Authority to evaluate the solvency and financial strength of the company providing such a guarantee in place of the company relying upon such a guarantee.

If a commitment letter is not provided in support of a holding/parent company guarantee or a third party guarantee in accordance with Question 1.14 of the template BSF Standard Form Pre Qualification Questionnaire , then  it is recommended that the assessment of financial experience and economic standing is undertaken in respect of the member of the bidding consortium who proposes to provide the relevant service.
In addition to Bidders offering guarantees as part of their PQQ response, Local Authorities may consider, when undertaking the evaluation of the PQQ responses that one or more of a bidding consortium’s members are not sufficiently robust in their own right without some form of additional support. Typically BSF bidding consortia comprise  a range of different companies and it is not unusual for one or more of the individual consortia members to be allocated a marginal or low score in relation to financial experience and economic standing.
In this instance, Local Authorities will need to consider the relative importance of the role and responsibilities of the relevant bidding consortium member compared to the roles and responsibilities of the other members of the consortium applying to be selected for the Local Authority’s BSF programme. Local Authorities should seek additional support for the relevant bidding consortium member(s) during the evaluation of the PQQ, to avoid a situation where the entire consortium is not pre qualified for the competitive dialogue stage as a consequence of the financial strength and economic standing of the relevant consortium member. Typically the support sought will be a commitment to providing a holding/parent company guarantee, a third party guarantee or appropriate performance bond. In this instance a similar commitment letter to that required under Question1.14 of the template BSF Standard Form Pre Qualification Questionnaire should be sought and evaluated.
Section III.1.1”Deposits and guarantees required” of the proforma draft OJEU notice includes a reference to holding/parent company guarantees and third party guarantees. This should be reviewed by Local Authorities and their legal advisors in order to ensure that the OJEU notice specifically meets their requirements in this respect. 
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