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Purpose of this guidance

1. This guidance is for local authorities in England which have Building Schools for the Future (BSF) projects prioritised in any wave. It gives information on how to assess the funding terms submitted by bidders as part of their submissions at various stages of the procurement process.
2. Prior to this guidance bidders were expected to submit detailed funding terms as part of their responses to a local authority’s IPD/ITCD. These terms would be offered by the bidders in consultation with their funders, and assessed as part of the local authority’s evaluation procedures. Bidders would be expected to hold these terms until financial close, and potentially improve upon them in any future schemes developed through the same LEP (as part of the Continuous Improvement Plan).
3. Because of the present uncertainty in the financial markets, it is unlikely that bidders and their funders will hold their funding terms for this period of time. This guidance note is a response to these market conditions, and is expected to be of use whilst the present uncertainty continues.
Initial bids
4. The local authority should provide all bidders with an outline funding term sheet as part of its bid documentation. This should set out the key funding terms that are likely to vary between bidders and affect the unitary charge to be bid; it should be prepared by the local authority in consultation with its financial advisers and Partnerships for Schools (PfS) to reflect the market conditions current at the time the tender documentation is prepared. This will enable bids to be evaluated on a like-for-like basis, so that the comparison is not distorted by different assumptions on funding terms which are in any event likely to change prior to financial close. It is the bid based on these terms that should form the basis of the local authority’s affordability assessment.
5. Bidders should also be required to submit a full term sheet, as was the case prior to the issue of this guidance note. This should reflect the terms that the bidder and its funder believe they can deliver at the time of the bid submission. This should be supported by an indication that the funder’s credit committee is aware of the terms of the bid and is satisfied that it is reasonable in the then current market, in addition to the usual bank letter of support. The funder should set out its credit approvals process to financial close, the proportion of debt it intends to hold, and any other relevant conditions. Bidders and their funders will be expected to explain any subsequent changes (or lack of changes in the event of an improving market) to these terms.

6. The local authority should assess both of these elements of the submissions. The “Authority Funding Terms Bid” will provide a level playing field to enable the other financial aspects of the different bids to be compared. The “Offered Funding Terms Bid” will provide an indication of the terms that the funder is able to offer, enabling different funders to be compared.
7. In order to evaluate these bids, it is likely that the local authority will require both sets of funding terms to be modelled by the bidder (for the base case only; any other bids should use the Authority Funding Terms only), to provide two unitary charge figures. For the Authority Funding Terms Bid, the bidder and its funder should use their own terms for any element not specified in the Authority Outline Funding Terms sheet. There will not be much additional work in this for the bidder as only the funding terms will differ between the two bids.
8. These two bids together should carry the same weighting in the evaluation matrix as was previously carried by the base case bid. It is for the local authority to determine the relative importance of the two bids, and therefore the sub-weighting given to each. The more uncertain the market outlook the more weighting should be given to the Authority Funding Terms Bid (and consequently less weighting to the Offered Funding Terms Bid).
Subsequent bids

9. In subsequent stages of the procurement, in particular Second IPD Stage (or Invitation to Continue Dialogue) and Close of Dialogue, we anticipate that two bids are likely to be required as long as the market outlook remains highly uncertain. However, we would expect that the two sets of funding terms are likely to converge as the local authority and the bidders remove some of the inevitable conservatism that they will previously have adopted, and as the length of the period to financial close (and therefore the period of uncertainty) shortens.

10. At close of dialogue the local authority should decide whether the Offered Funding Terms received from a bidder are competitive. If not it should, in consultation with PfS, inform the selected bidder that it may require a funding competition to be run at a specified time prior to financial close, if market conditions permit this. If it believes the Offered Funding Terms are competitive, then there will be no need for a funding competition unless the bidder is subsequently unable to deliver these terms.
Financial close

11. If a bidder is unable to adhere to the terms originally offered in its Offered Funding Terms Bid (or in a funding competition), we would expect the local authority and its advisers to satisfy themselves that the movement in terms is reasonable in relation to what has happened in the market.

12. The local authority must ensure that it is getting value for money from the bid, including its funding terms. Where the local authority is not satisfied that the movement in terms can be justified by the market movements, then, in consultation with PfS, it should consider requiring the bidder to run a funding competition. If so, then the local authority’s financial adviser should be involved in this to ensure that the local authority’s interests are protected, so avoiding the need for the local authority to run a second competition to prove its VfM case. The local authority’s financial adviser should liaise with PfS as it may have additional market knowledge.
Funding competitions (post Preferred Bidder)
13. To avoid delaying financial close, the local authority should request written updates of funding terms regularly, though not too frequently. If a funding competition is required it should be carried out at least two to three months before financial close when possible, to ensure there is sufficient time to complete all due diligence.
14. Any funding competition should make clear to prospective funders that their bids must be based upon the contracts already agreed between the local authority and the Contractor, i.e. they can not seek to make changes to the contractual terms or pricing.
15. If the financial markets stabilise and this results in the market offering improved funding terms, the local authority may want to consider a funding competition if it believes it is not being offered competitive terms.

Annex A

Contents of Authority Outline Funding Terms Sheet
The Authority Funding Term Sheet should include:
i. Construction margin (senior facility, change in law facility, equity bridge facility);

ii. Operations margin (senior facility, change in law facility; probably divided into ten / ten / five year periods);

iii. Sub-debt bridging facility margin;

iv. ADSCR cover ratios (average and minimum) with definitions;

v. LLCR cover ratios (average and minimum) with definitions;

vi. Gearing;
vii. Tail requirement; and
viii. Arrangement fees (senior facility, change in law facility, debt service reserve facility, equity bridge facility).
If the bidder believes that any of its other funding terms are likely to change prior to financial close, it should set out here what these will be.
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