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1. INTRODUCTION


The purpose of this document is to set out the objectives, resources and modus operandi LEP Business Plan 1 is to set out the:
· Objectives and associated milestones for [Insert details of the Local BSF Programme]
· Resource requirements
· Governance structures
· Financial forecasts and assessment of risks
of [insert name of LEP Co] for the delivery of Partnering Services as set out in the Strategic Partnering Agreement (SPA) signed between [insert name of LEP Co] and [insert name of Local Authority] on [insert date of financial close], as well as other , together with any additional   general business objectives as agreed between the parties to the Shareholders’ Agreement (SHA)may be approved from time to time by the   Shareholders in accordance with the terms of the Shareholders Agreement.


Bidders should note that this document is intended to be a concise document and not one that revisits already well understood principles. It will not form a contractual document other than as a schedule to the original SHA and will not form the basis for the establishment of contractual rights between the parties including (but not limited to) success fees, profit margins, timing of payments etc.

The format identified here is not intended to be compulsory, but to act as a guide to the bare minimum for the completion of the LEP Business Plan. It is at this stage intended to bring out some elements that would not form part of a traditional business plan, but are included for the sake of completeness.

Bidders should also consider the use of an Executive Summary to enable a clear impression of the LEP to be readily established.
2. BUSINESS PLAN OBJECTIVES AND ASSOCIATED MILESTONES

2.1. BackgroundBSF Vision

BiddersThis should set out simple background to the parties, the educational vision for thejoint Local Authority and a brief history/LEP vision for [Insert details of the Local BSF Programme to date, together with a brief outline of the Strategic Business Case (SBC). It should also cover a simple but complete description of the composition of the Private Sector Partner.]. 
2.1.1.
Requirements of the Strategic Partnering Agreement

Bidders should identify the key objectives of the SPA and in particular the role of Partnering Services and its interaction with the SBC. 
Bidders should highlight those parties identified above who will be responsible for delivering those requirements.
In addition, Bidders should provide details of how they will ensure that the LEP Representative has the support and buy-in from all relevant members of the PSP consortium.
2.1.2.
Initial Project and Identified New Projects
Bidders should set out a brief description of the Initial Project identified, together with any Future Projects that will be developed in the period following financial close. 
2.2. Objectives & MilestonesObjectives
This section is intended to identify the key and measurable objectives of the LEP Co over the short to medium term, namely the first five years of operation and importantly the achievement of the Initial Project identified in 2.1.2 above, and the provision of Partnering Services as required by the SPA.
It is not intended that Bidders replicate the aspirational elements of their proposals. This plan is required to reflect identifiable outcomes and how the LEP is to be established, managed and resourced. Accordingly, the waypoints for measurement and decision making should be clearly set out and understandable.
2.2.1.
Initial Project
Bidders should identify the key milestones and objectives for the achievement of the Initial Project and, importantly, set out the roles and responsibilities of LEP Co for the delivery and management of such issues as variations, decanting, finalisation of FF&E schedules, as well as the key role of managing any required ICT interface.
2.2.2.
New Projects
Bidders should identify the work required, the timing of it, and responsibility for the development of New Projects identified as part of SBC.  In addition, Bidders should explain what level of work they envisage for the achievement of the Stage 1 and Stage 2 requirements in the New Project Approval Procedure.
2.2.3.
Achievement of KPIs
Bidders should identify, by reference to the KPI table from the SPA attached at Appendix 2 (Extracts from SPA), how it intends to monitor and ensure the delivery of the KPIs required to ensure the maintenance of exclusivity.
This should set out the objectives for [insert details of the Local BSF Programme].
2. LEP Structure
This should set out the structure of the LEP including the identity of the LEP shareholders (and any group structures above the private sector LEP shareholders) and supply chain members. The structure should be in a diagrammatical format which will form Appendix 1 to this LEP Business Plan.
2. Summary Strategy
2. Short Term – first year of operations
This should summarise the strategy of the LEP for the first year of operations in order to deliver the vision and objectives of the [insert details of the Local BSF Programme].
2.4.2
Medium Term – first five years of Operations
This should summarise the medium term strategy of the LEP over the first five years of operations in order to deliver the medium term vision and objectives of [the Local BSF Programme].
3. RESOURCING & GOVERNANCE
Bidders should summarise the resource requirements.  Please note that in addition to this summary  the resourcing elements which are integral to the performance by the LEP of the services comprising the LEP Partnering Proposals must be set out in detail in Appendix 2 of this LEP Business Plan.
Bidders should provide an organogram of the LEPs and the supply chain     members  delivery team for [insert details of the local BSF Programme].  This should set out all the resources (as identified roles, with named individuals to deliver the role) required to deliver the [insert details of the local BSF Programme].  The organogram should identify the organisation that will be providing the resources to fill the roles (i.e. LA, LEP, PfS, supply chain partners and other stakeholders)2.
Bidders should summarise the LEP governance arrangements (including a structure diagram3).  This summary should include:
· 
board composition and remit;
· 
details of any strategic management group (including composition and remit);
· 
details of how the strategic  management group and the board of directors  and any committee of the board of  directors  will interact with each other; and
· 
details of how interfaces between the  LEP and the Local Authority , in its capacity as the client  and not in its capacity as a shareholder in the LEP  will be managed, having regard to the Local Authority’s governance structure and decision making arrangements.

In addition to this summary, Bidders should complete Appendix 3 of this LEP Business Plan.
4. FINANCE AND RISK MANAGEMENT
4. Financial Forecast
Bidders should include a detailed analysis of the budget for the first year of operations for the LEP and should summarise the medium term forecast cashflow (for the first five years of operations for the LEP) setting out the key assumptions underpinning these forecasts.  These should cover:
4. 
the LEP’s development activity – highlighting the costs and revenues associated with developing the Local Authority’s programme of anticipated  New Projects under the SPA;
4. 
the LEP’s provision of Delivery Services to Project Companies or LEP subcontracts (including ICT, D&B, MSA and FM as appropriate);
4. 
the LEP’s investment and related project finance activity;
4. 
Educational Support Services and Additional Services to the extent that specific requirements are included anticipated/required in Schedule 12 of the SPA (LEP Partnering Proposals).
4. LEP Equity requirements and capitalisation45
4. LEP Initial Set Up Costs
Bidders should set out the aggregate costs incurred in setting up the LEP (to exclude any costs incurred in relation to proposals for the Sample Schools).  The split of these costs between New Projects should be detailed in the LEP Financial Pro-forma (i.e. Pro-forma 1 in Vol [1-G(b)] (Financial and Technical Pro-formas).
Bidders are required to explain how these costs will be recovered through the Sample Schemes and the remaining phases in the initial wave.6  

These proposals should be reflected in the LEP Financial Proforma.
4. Working Capital
Bidders should identify the maximum Working Capital requirement necessary to deliver the [insert details of the Local BSF Programme].
Bidders should set out clearly how any Working Capital requirement is to be funded, including any requirement for the Local Authority and BSFI to contribute.  Bidders should also set out how what processes will be put in place to manage the drawdown and repayment of working capital and their proposals for capping the working capital liabilities of both the Local Authority and BSFI.
Bidders might wish to fund working capital by using their own balance sheets, or those of their supply chain.  Where such an option is used, then the extent, and mechanics, of such support should be set out.  This should be supported by confirmatory letters from the relevant parent company.  In particular, Bidders should highlight the extent to which development costs are being borne at risk by the supply chain. 
These proposals should be reflected in the LEP Financial Pro forma.
4. 
LEP Investments

Bidders should identify the share capital and subordinated debt requirements in the LEP. 
In addition, Bidders should identify the minimum required Internal Rate of Return (on a pre-shareholder tax basis) for such investment. 
The terms of the private sector equity investment should be set out including:
4. Identity of the private sector investors in the LEP;
4. amounts to be provided by each of the investors;
4. terms and conditions of subscription, including anticipated returns (shareholder agreement/ term sheet);
4. dividend rights attaching to the shares and interest rate payable on shareholder loans/sub-debt;
4. any other special voting or distribution rights attaching to the shares/loan notes;
4. the extent to which funds are committed;
4. the length of time the funds will remain in the LEP;
4. details of intended security arrangements (if any);
4. details of pre-emption, drag along and tag along rights anticipated;
4. anticipated blocking rights attaching to loan-notes/equity; and
4. a proposed shareholders’ agreement should be supplied for review.
4. 
Project Investment
Bidders should include a concise investment plan for the project companies. This should include a table of the forecast equity requirements of the projects that are scheduled to be approved under the SPA over the first five years, and the associated requirements for LEP equity into Project Companies and any direct investments into Project Companies.  
Any differences between the approaches to project investment in future phases compared to the Sample Schools  should be highlighted as part of the investment plan.

This investment plan should cover:
4. the costs (if any) at LEP level of managing a portfolio of equity investments;
4. the anticipated returns from the investment portfolio (i.e. estimated IRR levels for future PFI projects, any profit margins from design and build/ICT/FM Contracts  etc); and
4. the longer term exit route (as applicable).
In addition, Bidders are referred to Vol 1 G of the IPD  which addresses the Local Authority requirements in respect of Project Company funding requirements for the Sample School  PFI.
4. 
Dividend Policy
Bidders should set out the circumstances in which and manner by which the LEP will declare and pay dividends to its shareholders.
4. 
Sensitivity Analysis
Bidders should identify the key commercial risks which may impact on the LEP and the achievement of this LEP Business Plan. This should be accompanied by a quantitative and qualitative assessment of such risks. Such assessment should address, as a minimum, the following sensitivity analyses:
4. 
delay of the next New Project by up to 6 months from the  anticipated timetable as set out in the OBC; 
4. 
failure of the next New Project to achieve Stage 1 Approval;
4. 
poor performance on one or more projects (PFI or 
otherwise7); and
4. 
failure/termination of one or more projects (PFI or otherwise).
The sensitivity analysis should indicate (against each key risk) the measures proposed to mitigate the risk and which party would be best placed to manage the risk. This should include how the LEP would manage a situation where additional working capital is required.  
Account should also be taken of the different impacts upon the LEP of delays outside the control of the LEP (where it may be possible to mitigate the impact through delaying costs) and delays that are partly or wholly within the control of the LEP such as a failure to develop an affordable project (where the scope to mitigate through delaying costs is unlikely to be available). Bidders should set out how they would seek to mitigate the impacts including management of working capital requirements.
Bidders should clearly set out the circumstances in which additional costs incurred due to delays to projects are to be absorbed by the sponsors and supply chain.
Bidders should complete Appendix 4 of this Template LEP Business Plan.
4. LEP Provision of Partnering Services
Bidders should refer to Clause 9 of the SPA which explains how the LEP will recover its costs and earn a return on its investment in providing the Delivery Services.  This will, at its simplest, be through:
· charging a Project Management Fee to the Service Provider for each New Project when it reaches financial close; and
· charging Management Services Fees to Project Companies for management services provided by the LEP under the Management Services Agreement(s) (as applicable).
The Project Management Fee will be derived from the following components:
· submission costs;
· LEP Initial Set-up Costs; and
· LEP Margin applied to the Submission costs.
Bidders should note that no Submission costs will be payable for the Sample Schools as all such costs should be recovered directly through the bid development costs charged to the SPV for the Sample School.
Using the LEP Financial Proforma, Bidders should set out an estimated Project Management Fee for each subsequent New Project. This should cover the costs of developing each New Project which are part of the Wave.  This will include:
· external costs, i.e., design costs, finance and legal advice, technical advice, surveys, costs associated with benchmarking and/or Market Testing etc; and 
· internal LEP costs of staff time recharged to developing new projects.
4. LEP Initial Set Up Costs
LEP Initial Set Up Costs are dealt with in paragraph 4.2.1.
4. Management Services Fee
The LEP Management Services Fee is charged by the LEP to PFI SPVs. Using the LEP Financial Pro forma, Bidders should set out an estimated Management Services Fee for each phase  of PFI projects covering: 
· running costs incurred by the LEP in administering and providing management services to active PFI SPVs. This may cover fixed LEP overheads and staff costs for work undertaken on the management of PFI SPVs, which would otherwise be included in the cost base at PFI SPV level; and
· the margin charged on the LEP running costs.
Bidders should indicate their strategy to minimise costs through economies of scale where the LEP will operate a number of PFI SPVs.  
In the event that there is little or no PFI within the programme, Bidders should set out their approach for recovering LEP overheads.
4. LEP Margin
Bidders should propose maximum LEP Margins that will be applied to: 
· the Submission Costs in order to derive the Project Management Fee for a each New Project ; and  
· the LEP Management Services Fee.
Bidders should note that this margin will remain capped for the life of the SPA, unless varied by agreement between the parties. The margins may vary for each phase of projects, and in such case, bidders should set out their assumptions phase by phase.
Bidders must provide a full explanation of how LEP margin figures (included within the LEP Financial Proforma) have been calculated.
4. Schedule of rates
Bidders should provide a schedule of "Agreed Rates" in accordance with clause 9.4 of the Strategic Partnering Agreement (Payment rates for services) and these rates must be set out in Appendix 9. 
4. Reporting and Information Sharing
Throughout the BSF documentation emphasis is placed on exchanging information and open book accounting techniques. Bidders should explain how this will be delivered by the LEP and the relevant supply chain, with reference also to how they will respond to ad-hoc requests for information that are received from the Local Authority, BSFI and PfS.
5. SUPPLY CHAIN MANAGEMENT
Bidders are required to provide details of the supply chain that has been established for the construction, operation and maintenance of the Sample schools and future phase Schools and for the provision of the ICT managed service.
Bidders should provide an exhaustive list of Partnering Services Agreement and/or Supply Chain Agreements that there will be between either:
· The LEP and the relevant Supply Chain Member; or
· Any subsidiary or affiliate of the LEP and the relevant supply chain member.
For each of the following Supply Chain Members bidders should complete the Partnering Service/Supply Chain Agreement response table in Appendix 5:
· 
construction 
· 
ICT
· 
FM (hard, soft and lifecycle)
· 
Catering
In addition to completing this table Bidders must provide written confirmation from each Supply Chain Member who is a counterparty to the relevant Partnering Services/Supply Chain Agreement that it is prepared to accept the risk allocation set out in the Partnering Services/Supply Chain Agreement response table.
6. 3. OPERATIONAL DELIVERY OF VFM AND CONTINUOUS IMPROVEMENT PLAN
Bidders should acknowledge the importance of benchmarking data, its use, and how the achievement of VfM is at the heart of the exclusivity provisions, and how as a result the obligations of the SPA in this regard will be met.  Bidders should highlight how they intend to structure and manage their supply chains so as to demonstrate continuing value for money in respect of New Projects.  
Bidders should provide a concise summary of the Continuous Improvement Plan which is provided in Appendix 6.
APPENDIX 1

Corporate Structure Chart
Bidders should identify, by reference to the Continuous Improvement Plan (attached to this LEP Business Plan at Appendix 4 (Continuous Improvement Plan)), the key measurable actions and items required to ensure the maintenance of exclusivity. This should include, but not be limited to, how it will be reviewed, developed and measured with regard to local and national measures.
In addition, given the general obligation on the LEP to coordinate Project Agreement changes for projects which are part of its portfolio under clause 8.6 of the SPA, Bidders should set out how they intend to work with the relevant Project Service Providers to achieve the best value solution across the relevant LEP Projects in respect of any such changes.
4.
HUMAN RESOURCES 
APPENDIX 2

Resourcing
Bidders should detail the nature and depth of the staffing and related resources that will be required to achieve the objectives outlined above, as well as noting how these resources will be identified and remunerated. Importantly covering the following areas:
4.1.
Requirements

Identify anticipated staffing levels by function and responsibility (e.g. directly employed general manager might have responsibility for all reporting aspects under Management Services Agreements, as well as liaising directly with the supply chain.)
4.2.
Direct Employees
The staff structure and key job descriptions are set out in Section 3 of this LEP Business Plan.
Bidders should identify those roles that they wish to see delivered through the direct recruitment of staff to work for, and on behalf of, LEP Co.  It is not the intention to prescribe how the PSP should staff the LEP in the delivery of its objectives and requirements under the SPA and this LEP Business Plan.  
4.3.
Secondments - PSP
Bidders should provide details of their resourcing strategy as follows:
1.1
Recruitment Strategy
This section should detail the recruitment strategy for LEP staff with particular emphasis on the recruitment of a LEP General Manager.
It is considered likely that Bidders will wish to “second” their own staff members, either full or part time, to LEP Co in order to deliver existing, or develop New Projects, as part of the delivery of the SBC and SPA.  Bidders should explain the terms of such secondments, the anticipated hours, and the basis on which the staff or seconding PSP member is to be compensated. Given the potential length of such secondments, consideration of employment law points arising should also be demonstrated.
This should include:
Bidders should also highlight here, or in section 5, how conflicts of interest are to be managed.
4.4.
Secondments – Local Authority
· job Specifications for the key LEP roles (as a minimum the LEP General Manager, LEP Operations Manager or equivalent and New Project Development Manager or equivalent); 
· timeline for recruitment; and
· proposals for any interim positions required with clear strategy for handover arrangements.
· Remuneration of key LEP roles.
1.2
Employment Strategy
Given the essential education focus of the LEP, it is likely that core roles for delivering improved educational facilities (as set out in the SBC) will or could potentially require secondments from the Local Authority (directly or indirectly) to the LEP to improve partnership delivery.  Bidders should explain the terms of such secondments, the anticipated hours, and the basis on which the staff or seconding Local Authority employee is to be compensated. Given the potential length of such secondments, consideration of employment law points arising should also be demonstrated.
This section should identify the employment/secondment arrangements for each of the roles to be delivered by the LEP. This should cover the following:
· Direct Employment
Employment arrangements for staff employed directly by the LEP including nature of employment contracts.
· Secondments
It is anticipated that some or all of the LEP roles may be delivered through secondees from:
Bidders should also highlight here, or in section 5, how conflicts of interest are to be managed.
· Sponsors (e.g. the PSP);
· the Local Authority8; and
· the Supply Chain. 
4.5.
Secondments - Supply chain
The terms of any such secondments, the anticipated hours, and the basis on which the  seconding Sponsor, Local Authority and/or Supply Chain Member  is to be compensated should be identified. This section should also include how the LEP will ensure the appropriate degree of autonomy is vested in secondees into the LEP (whether full or part time) and how conflicts of interest will be managed  Given the potential length of such secondments, consideration of employment law points arising should also be demonstrated.
Given the value of exclusivity and arguably the removal of bidding risk following a successful Stage 1 approval, it is anticipated that the PSP will seek to pass down much/all of the cost of developing New Projects to its supply chain.  This work could require a supply chain member to second a staff member to LEP Co. Bidders should explain the terms of such secondments, the anticipated hours, and the basis on which the staff or seconding supply chain employee is to be compensated. Given the potential length of such secondments, consideration of employment law points arising should also be demonstrated.
Draft secondment agreements should be included.
Bidders should also highlight here, or in section 5, how conflicts of interest are to be managed.
Bidders should also highlight how conflicts of interest are to be managed.
4.6. 1.3 Training

Bidders usually provide training and skills development to more junior members of staff. Bidders should provide details of what training and skills development will be provided to juniorLEP staff to ensure that there is adequate training andthe LEP employees/secondees have the skill levels necessary to carry out the Partnering Services.

1.4
Accommodation Strategy9
This should detail the accommodation strategy for the LEP. As a minimum this should include:
· location of LEP office;
· timeline for setting up dedicated LEP office with strategy for any interim arrangements that might be required;
· strategy for any co-location arrangements with LA BSF team; and
· cost of the LEP office including rental, FM and all operating costs.
1.5
Administrative Functions
This should detail the arrangements for the provision of administrative functions for the LEP, and in support of the provision of the LEP Management Services obligations to PFI SPVs, FM contracts and ICT contracts.  As a minimum this should include:
· support staff;
· accounting/finance function; and
· company secretarial.
APPENDIX 3

Governance Arrangements
1.1
Governance Structure
5.
GOVERNANCE
This section should illustrate the governance structure for the LEP. This should indicate the respective roles, responsibilities and interfaces of the following bodies (including meeting frequency):
Bidders are required to demonstrate understanding of the corporate governance requirements of a joint venture vehicle working in the public arena; importantly, they should be able to demonstrate due process and acknowledgement of the statutory responsibilities of the Local Authority in respect of education, and the position of PfS as national manager of the Building Schools for the Future Programme. Importantly, they should also note the implications of the minority positions of the Local Authority and BSF Investments LLP (‘BSFI’) equity stakes, either individually or collectively.
· the LEP Shareholders
· LEP Board; and
· LEP Strategic Steering Group.
The following headings are considered areas which Bidders should address in addition to those that will directly impact on resourcing and the allocation of responsibilities between the parties.
5.1.
Board composition
A key aspect of the evaluation will be the establishment during dialogue of a strong partnering relationship by the Local Authority with the Bidder and key supply chain members. Fundamental to this will be the continuity of key individuals throughout the procurement phase and into the delivery of New Projects by the LEP. The governance arrangements should include details of the individuals who are to be involved and assurances as to their involvement in the following key stages:
Bidders should demonstrate how they intend to select the most suitable individuals to sit on the Board, providing illustrative or actual CVs. Bidders should also consider the role of Company Secretary and how that is to be serviced without any additional overhead.
· up to appointment of Preferred Bidder;
· from Preferred Bidder up to financial close of the Sample Schools;
· from financial close of the Sample Schools  through to service commencement for those schemes; and
· In relation to the development, financial close and delivery of the rest of the Local BSF Programme.
5.2. 1.2 Board Authorities

Bidders should highlight the extent to which PSP LEP Co directors and /or the LEP General Manager will be mandated to make decisions, and how that will be demonstrated in practice. 

In addition, Bidders should highlight where they consider decisions will need to be referred tofor Shareholder consent under the SHA, rather than be subject to the restricted capabilities of a PSP managerthe LEP General Manager, acting as a director of the LEP. Bidders should also highlight where they consider the same issue will arise for the BSFI or Local Authority directors.
5.3.
Interaction with Local Authority
Bidders should set out how they envisage the LEP Co Board will interact with the Local Authority, in particular identifying how conflicts of interest will be dealt with, such conflicts being inevitable given the Local Authority’s role as investor and client to LEP Co.
5.4.
Interaction with PSP
Bidders may wish to use a tabular format in order to facilitate the production of this part of the document.  This should set out the different areas where approvals might be required (e.g. recruitment, tendering, purchasing) with the level of delegated authority.  For the avoidance of doubt, nothing in this LEP Business Plan will overwrite the approval regime in Clause 6 of the SHA, and this Appendix 3 of the LEP Business Plan should include an express acknowledgment of this.
1.3
Reporting and Controls
Bidders should set out how they envisage the LEP Co Board will interact with the PSP, in particular identifying how conflicts of interest will be dealt with, such conflicts being inevitable given the PSP’s role as investor and client to LEP Co.
This should set out the reporting and controls used by the LEP Board and, LEP Strategic Steering Group and LEP Senior Management team.
1.4
Interaction with the PSP
This should set out how the LEP Board will interact with the PSP.
5.5. 1.5 Conflicts of Interest

BiddersThis should identify how theythe LEP Board will manage conflicts of interest and their impact on the business cycle and decision making process, noting that they will exist at different points and at a number of levels for all members of the Board.

1.6
Legal Responsibilities
This should set out the legal responsibilities of the LEP Board member.
1.7
Ethical Responsibilities
This should set out the ethical responsibilities of the LEP. 
1.8
Corporate Policies
This should set out how the LEP will establish appropriate corporate policies.
1.9
Quality Management and Quality Assurance
This should set out the LEP’s approach to quality management and assurance.
2.0
Health & Safety Management
6.
RISK MANAGEMENT
6.1.
Managing LEP risks
This should set out the LEP’s approach to Heath & Safety management.
APPENDIX 4

Risk Management
Bidders should provide details of how they will manage the situation where a LEP Event of Default occurs.  Bidders should set out the procedures that they will have in place to try to resolve the default as quickly as possible and how they would set about removing the defaulting Shareholder and replacing such Shareholder with a new shareholder without an interruption to the provision of the Partnering Services.
1.1
Residual Risk
Bidders are required to clearly identify every residual risk to be retained by the LEP individually ("LEP Residual Risk") in delivering the Initial Project Sample Schools  and in developing New Projects.  This should include:

· 6.1.1. a detailed identification and description of such risk(s); 

· 6.1.2. confirmation as to the contract or other arrangement by which the LEP is assuming such risk; 

· 6.1.3. how that LEP Residual Riskresidual risk is to be addressed by the LEP, and what measures the LEP will undertake to mitigate such risk; and

· 6.1.4. the extent to which the LEP will be capitalised to address such risks if they arise.

Bidders should use  a tabular format as follows:
	Risk
	Event
	Mitigation
	Cost10
	 Notes

	ICT Integration Risk
	
	
	
	 

	Insurance Risks
	
	
	
	 

	FM Services Risks
	
	
	
	

	Supply Chain Underperformance Risks
	
	
	
	

	Vandalism Risks
	
	
	
	 

	Third Party Income Risks
	 
	
	
	 

	General Annual Risk Contingency
	
	
	
	

	Other Risk
	
	
	
	

	Other Risk 
	
	
	
	

	
	 
	
	
	 


6.2. 1.2 Insurance

6.2.1.
General


Bidders should provide a detailed explanation of how they intend to manage throughout the term of the SPA (where and if appropriate), the following insurances for the LEP:

· 6.2.1.1. third party liability insurance (including products liability);

· 6.2.1.2. employer's liability cover; 

· 6.2.1.3. professional indemnity insurance; and

· 6.2.1.4

Directors’ and Officers’ liability cover.

The details in relation to each of the above insurances are set out in Part 1 of Schedule [7] of the SPA.

Bidders should explain what measures will be put in place in relation to the above-mentioned insurances to ensure that the Bidder and/or its Supply Chain Members do not act or omit to do an act which would either increase the premiums, excesses and/or entitle the insurer to refuse to pay a claim.

7.
FINANCIAL 
APPENDIX 5

Supply Chain
	
	SUB-CONTRACT ISSUE
	BIDDER RESPONSE

	1. 
	Term of agreement
	

	Heads of Terms of the Supply Chain Agreement

	2. 
	Summary of obligations of Supply Chain Members under that agreement
	

	3. 
	Scope of the Agreement (e.g. whether the Agreement includes provision of services for the Sample Schools or for other and/or future services under the BSF Programme).  If the Agreement is for more than one phase, any exclusivity arrangements should be clearly set out.
	

	4. 
	Details of caps on liability of Supply Chain Members
	

	5. 
	Details of Parent company guarantees of Supply Chain Members' obligations under the Supply Chain Agreement
	

	To the extent that Parent Company Guarantees are being offered, Bidders should supply written confirmation from the proposed guarantor of any Supply Chain Agreement that it is prepared to guarantee the obligations if the relevant Supply Chain Agreement on the terms set out in the Initial Bid.

	6. 
	Payment terms under the relevant Supply Chain Agreement, including details of any fee retentions.
	

	7. 
	Working at Risk – details of the extent to which the Supply Chain Member will work at risk in developing new projects at Stage 1 and Stage 2.  This should include any agreements around early payment should there be delays in achieving Stage 1 and Stage 2.
	

	8. 
	Provision of collateral warranties – Bidders should set out who which party will provide the collateral warranty and confirmation that the standard PfS collateral warranty is accepted.
	

	9. 
	Circumstances in which the agreement may be terminated.
	

	10. 
	Compensation payable on termination or expiry (if any).
	

	11. 
	Details of how the employment and CRB provisions will be stepped down to the relevant agreement.
	

	12. 
	Details of any agreements in relation to achievement of Continuous Improvement Plan savings.
	

	13. 
	Any other key terms and conditions.
	


APPENDIX 6
Continuous Improvement Plan
Bidders are required to develop fully their assumptions for the delivery of the requirements detailed above and elsewhere. This includes the development of a detailed financial model, as well as solutions for the meeting of any resultant funding requirement that will require bank or similar funding arrangements.  
Continuous Improvement - General
7.1.
Performance and Assumptions
Bidders are required to provide a Continuous Improvement Plan.  The Continuous Improvement Plan must set out clear, measurable and specific targets for continuous improvement across all areas of the Partnering services, along with Bidder strategies for achieving these targets over time and over projects. 
Bidders should summarise the forecast financial results for the initial five years, and set out the key assumptions underpinning these forecasts.  These should cover:
7.1.1.
the LEP’s development activity – highlighting the costs and revenues associated with developing known New Projects under the SPA; and
7.1.2.
the LEP’s investment and related project finance activity – highlighting the costs and returns from managing the portfolio of investments made by the LEP into Project Companies (if any). 
7.2.
Project Structures
The Continuous Improvement Plan should contain, as a minimum, the following elements:
Bidders should specify whether they intend to establish any entity or company as a subsidiary or affiliate of the LEP to be a counterparty to any of the PFI, Design and Build, Facilities Management or ICT contracts for the Initial Project and/or for New Projects.  Bidders should explain the shareholding and contractual structure where any holding companies or subsidiary companies are set up to be counterparties to delivery contracts and/or funding agreements.
Bidders should identify the key requirements of LEP Co under the Management Services Agreement (MSA) for any Project Companies, outlining how these will be delivered and what controls are required to ensure compliance with the MSA. As a minimum, Bidders should include details in relation to:
7.2.1.
how they intend to report to the Project Companies;
7.2.2.
what they see as being the main risk areas under the MSAs and how they intend to manage such risk areas;
7.2.3.
how they will manage a change of ownership within the LEP;
7.2.4.
how they would react to the SPA being terminated; 
7.2.5.
how they intend to manage different categories of investor; and
1.1
Clear, identifiable targets for each element of the Continuous Improvement 
Plan.
7.2.6.
who will provide the required services.
7.3.
LEP Provision of Partnering Services
1.2
A methodology which sets out how each of these targets will be achieved.  This should also explain how the LEP will obligate its supply chain to meet such targets.
Bidders should refer to Clause [9] of the SPA which explain how the LEP will recover its costs and earn a return on its investment in providing the Partnering Services,  This will, at its simplest, be through:
1.3
A quantification (in monetary terms) of the guaranteed minimum savings where appropriate for each element of the Continuous Improvement Plan.  This should be broken down by:
· Phase
· Charging a Project Management Fee to the Service Provider for each New Project when it reaches financial close: andWave
· Charging Management Services Fees to Project Companies for management services provided by the LEP under the Management Services Agreement(s) (as applicable).Programme over the life of the SPA.
1.4
Clear and precise steps as to how the LEP will demonstrate that these savings have been achieved for each element of the Continuous Improvement Plan during the New Project Approval Procedure for Future Projects.
1.5
Worked examples to enable the Local Authority to track through the steps set out in 1.4 for the key elements of the continuous improvement plan.  These should illustrate, as a minimum, how the LEP will ensure that savings can be transparently tracked through to the costs of Future Projects.
1.6
An explanation of those areas for which a quantified monetary target is not feasible or appropriate.  The non-monetary targets for such areas should be set out, together with a methodology for validating their achievement.
1.7
A Methodology for how the LEP will review and evaluate the Continuous Improvement Plan annually with the Local Authority for the duration of the SPA.
Bidders should note that all targets set in the Continuous Improvement Plan will be assessed as part of the New Project Approval Procedure set out in Schedule 3of the Draft SPA.  Targets which are based on LEP KPIs, as set out in Schedule 14 Part 2 of the Draft SPA, will also be assessed through the Track Record Test.  These Continuous Improvement Targets applied to the LEP KPI will replace the LEP KPI Target for the purpose of this test. Continuous Improvement Targets should be set for year on year improvement and will also be assessed against a baseline of the original LEP KPI Target as finalised at the signing of the SPA unless subsequently otherwise agreed by the Local Authority and PfS. Bidders should note that it is not necessary for continuous improvement targets to be graduated smoothly over time; measures that generate dramatic improvements early on in the programme will be looked at favourably, even if those improvement rates cannot be maintained indefinitely in the future.  
APPENDIX 7
Notes on Preparation of the LEP Business Plan
Flow of Projects
Bidder LEP proposals should be based on the following assumptions about the flow of projects11:
	School(s)
	Start Date of New Project Dev’ment
	Start
Date
	End 
Date
	Funding route
	Value
(£m)

	Sample Schemes

	New School
	
	As in Bidder’s proposed construction programme
	PFI
	Estimated outturn cost in Bid

	School 2 
	
	
	Conventional
	

	Non-Sample Schemes

	New School
	
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	New School
	
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	New School
	
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	New School
	
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	Phase 2 Schemes

	School1
	
	Month / Year
	Month / Year
	PFI / Conventional 
	[x]

	School2
	
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	School3
	
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	School4
	
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	Phase 3 Schemes

	School1
	
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	School2
	
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	School3
	
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	School4
	
	Month / Year
	Month / Year
	PFI / Conventional
	[x]


It should be noted that the information in the above table is purely given as assumptions to enable Bidders to price on a common basis. In particular, the information for Phases [2 and 3] is illustrative, as the Local Authority has not yet carried out options appraisals for those stages and it is not yet known in which of Waves [X] these phases will receive BSF funding.
The start and end dates are the assumed approximate dates for financial close/start of construction and end of construction.
The values in the above table are the assumed initial capital expenditure figures based on Phase 1 outturn prices.
Shareholding Requirements
The Project Management Fee will be derived from the following components:
Bidders should note the following in the preparation of the LEP Business Plan:
· SBC Development Costs and Submission CostsThe equity structure of the LEP should be based on a 10% BSFI shareholding, 10% Local Authority shareholding and 80% Private Sector Partner shareholding. The equity injection should be structured as efficiently as possible.
· LEP Set-up Costs; andThe minimum BSFI investment terms are set out in [the BSFI Term Sheet.]
· LEP MarginThe public sector shareholders will adopt the same return requirements on the same terms as the PSP shareholder(s).
Bidders should note that no Submission Costs will be payable for the [Sample Schemes]. However, Bidders should set out an estimated Project Management Fee for the schools in [the Initial Project], broken down as follows:
7.3.1.
SBC Development Costs and Submission Costs
Bidders should set out:
· estimated SBC Development Costs for developing the SBC with the Local Authority which are not specific to a New Project but relate generally to the phase of projects of which the New Project is a part (for example, LEP inputs into education vision, ICT strategy, school organisation, capacity planning), and Bidders should note that the Local Authority and BSFI reserve their right under the SHA not to exercise their option to invest in future equity requirements of the LEP.
· Submission Costs for developing all other [schools projects] which are part of the [Initial Project], for example, design costs, finance and legal advice, technical advice, surveys, costs associated with benchmarking and/or Market Testing etc)It is a requirement that all Project Companies be subsidiaries of the LEP at financial close, and that a minimum of 10% of the risk capital (equity and sub-debt) flows through the LEP. 

These costs should be based upon the LEP’s estimate of the time involved and  be calculated using a proposed schedule of rates for the Partnering Services Costs, which Bidders must include in their submission, and reconcile through to the Resource Spreadsheet [see the Partnering section of the ITCD document Volume 1-C Part 2 paragraph C8].
7.3.2.
LEP Set Up Costs
Bidders should set out the aggregate costs incurred in setting up the LEP (to exclude any costs incurred in relation to proposals for the [Sample Schemes]).  Bidders are required to explain how these costs will be recovered through the Project Management Fee charged to the [Sample Scheme], the remaining [schools projects] in the [Initial Project] and the [insert number] of [schools projects] expected to be delivered in the first five years of the SPA.1  These proposals should be reflected in the financial model.
7.3.3.
LEP Margin
Bidders should propose a maximum LEP margin that will be applied to the aggregate of the SBC Development Costs, Submission Costs and the LEP Set-up Costs, in order to derive the Project Management Fee for a [schools project].  Bidders should note that this margin will remain capped for the life of the SPA, unless varied by agreement between the parties.
Bidders must provide a full explanation of how LEP margin figures (included within the financial model) have been calculated.
7.3.4.
Schedule of Rates
Bidders should provide a further schedule of rates for additional services and call-off services from LEP/Supply Chain Members.
7.4.
LEP Equity requirements and capitalisation
7.4.1.
Working capital
Bidders should identify the maximum Working Capital requirement necessary to deliver the above detailed objectives, as well as an assessment of the impact of any delay risk on timing of decisions, or release of New Projects, either centrally or at local level.  In particular, Bidders should highlight the extent of development costs being borne at risk by the supply chain, and the residual costs that need to be covered by the LEP. 
Bidders should identify those costs it is seeking to defer from the Initial Project to subsequent New Projects. The funding of this deferral should also be explained, together with supporting evidence.  Bidders should remember that only the deferred set up costs are guaranteed, with unrecouped general overheads not being guaranteed by the Local Authority.
7.4.2.
Project Investment
Bidders should set out an investment plan for the LEP, identifying the forecast equity requirements of projects approved under the SPA over the first five years, and the associated requirements for LEP equity into Project Companies (as the case may be). This investment plan should include a description of:
7.4.2.1.
equity/investment requirements of PFI projects, design and build projects and/or ICT projects (as the case may be, and including the Sample Schemes);
7.4.2.2.
the costs of managing a portfolio of equity investments;
7.4.2.3.
the returns from the investment portfolio (i.e. dividends/sub-debt returns from PFI projects, profit margins from design and build/ICT schemes etc); 
7.4.2.4.
the longer term exit route (as applicable); and
7.4.2.5.
where an additional equity requirement is already established post year 5, the Bidders should highlight likely sources for such equity requirement.
The investment plan should set out clearly the manner in which funding (equity and/or sub-ordinated debt) will flow into the LEP, and into any subsidiary holding companies and/or special purpose vehicles set up by the LEP to deliver any of the Partnering Services or Project Services.
In particular, if the investment plan contemplates direct investment of equity and/or sub-debt into subsidiary companies by the PSP and/or third party equity investors, then the likely terms of such investment (including the sub-debt) must be set out clearly, together with appropriate support letters. 
· Bidders should note that it is a requirement of the SPA that all Project Companies be subsidiaries of the LEP at financial close, and that a minimum of 10% of the risk capital (equity and sub-debt) flow through the LEP or a wholly owned subsidiary of the LEP. Bidders should also note that theThe public sector investors (Local Authority and BSFI) will invest up to 20% (10% each with BSFI reserving the right to invest any unutilised portion of the Local Authority share) of the overall risk capital (equity and sub-debt) required for the PFI projects. Bidders should confirm that they understand and will comply with these requirement.
· Bidders should also note that under the terms of the SHA, the setting up of any non-wholly owned subsidiaries will require a degree of shareholder consent as set out in clauses 6.2 and 7.2 of the SHA.  An important element of this is approval of the terms of any subordinated debt instrument in relation to such companies.
· Bidders should further note that other than the initial investment identified as being required by the LEP, neither the Local Authority nor BSFI can be relied upon to fund shortfalls in working capital and Bidders should identify how they will address any funding shortfall.
7.4.3.
Capitalisation
BSFI and the Local Authority intend to invest alongside the PSP in the LEP, subject to due diligence on the investment proposition.  Bidders should note that PfS will conduct an initial investment review of all the Bids received by the Contracting Authorities in response to the ITCD before the Preferred Bidder is appointed. The expectation will be to appoint a Preferred Bidder having had an initial positive view from the BSFI investment committee to invest in a LEP led by the Preferred Bidder, and this "in principle" approval will be subject to detailed due diligence prior to financial close and a formal sign off by the BSFI investment committee.Bidders should note that it is the assumed intention for the three shareholders in LEP Co to invest initial start-up capital (the "Initial Capital Requirement") in the LEP to take the LEP through the first years of development, to a point where equity will be recycled through future schemes and the LEP will be self sufficient for its working capital and investment requirements. At the time the LEP is established, the entire Initial Capital Requirement will need to be committed.  This can then be drawn down through issue of equity shares and, if thought appropriate, loan notes as capital requirements demanded over time.requirements.
· Bidders should assume that each shareholder will meet the costs of their shareholding, including remuneration and, where appropriate, liability insurance for their director nominees on the board of the LEP.

· There are no minimum thresholds for the return requirements from projects, but Bidders should note that the Local Authority and BSFI reserve their right under the SHA not to exercise their option to invest in future equity requirements of the LEP.
· Bidders are further advised that the equity structure of the LEP should be based on a 10% BSFI shareholding, 10% Local Authority shareholding and 80% Private Sector Partner shareholding in respect of the Initial Capital Requirement (see above). The equity injection should be structured on the most efficient basis in the same proportions as the Bidder has adopted.  It is expected that the public sector shareholders will adopt the same return requirements on the same terms as the PSP shareholder(s).
· Bidders should identify the level of investment required of the Parties, based on the assumptions in this LEP Business Plan, for both equity and risk capital, in order to deliver the objectives of the SPA and this LEP Business Plan. In addition, Bidders should identify the likely minimum required level of return on such investment on a pre-tax IRR basis in the hands of basis (i.e. post LEP, post Proj. Co. (where direct investment made)). Where any third party finance is anticipated to augment/provide risk capital at the LEP level, the terms of such finance should be set out including:
7.4.3.1.
identity of the third party investors in the LEP Co;
7.4.3.2.
amounts to be provided by each of the investors;
7.4.3.3.
terms and conditions of subscription, including anticipated returns (shareholder agreement/ term sheet);
7.4.3.4.
dividend rights attaching to the shares and interest rate payable on shareholder loans/sub-debt;
7.4.3.5.
any other special voting or distribution rights attaching to the shares/loan notes;
7.4.3.6.
the extent to which funds are committed;
7.4.3.7.
the length of time the funds will remain in the LEP Co;
7.4.3.8.
details of intended security arrangements (if any);
7.4.3.9.
details of pre-emption, drag along and tag along rights anticipated;
7.4.3.10.
anticipated blocking rights attaching to loan-notes/equity; and
7.4.3.11.
a proposed shareholders’ agreement should be supplied for review.
7.5.
Dividend Policy
Bidders should set out the circumstances in which and manner by which the LEP declares and pays dividends to its shareholders.
7.6.
Project Company Funding Requirements
Bidders should provide details of their funding structure for Project Companies, setting out how the funding requirements of Project Companies (for both debt and equity) will be met, and where investments are anticipated directly into Project Companies, how such investments will be funded. 
Bidders should note that, under the terms of the SHA, the public sector shareholders reserve the right to invest alongside the PSP (in their respective proportions of LEP shareholding) into any direct investments made into Project Companies (i.e. investments not routed through the LEP) on the same terms as the PSP. This includes both pin-point equity and sub-debt investments. Bidders should highlight whether the public sector decision to take up (or decline) its share of equity investment in the Project Companies is likely to have a material effect on the LEP’s ability to deliver the relevant project. 
Where any third party finance is intended to augment/provide risk capital, Bidders should set out supporting evidence of how this finance will be obtained to meet the requirements, and, wherever possible, the terms on which such finance is likely to be obtained.  Supporting evidence should comprise support letters from parent companies, supply chain members and/or lending institutions.  The terms of third party finance should cover:
7.6.1.
identity of the third party investors in the Project Company;
7.6.2.
amounts to be provided by each of the investors;
7.6.3.
terms and conditions of subscription, including anticipated returns (shareholder agreement/ term sheet);
7.6.4.
dividend rights attaching to the shares and interest rate payable on shareholder loans/sub-debt;
7.6.5.
any other special voting or distribution rights attaching to the shares/loan notes;
7.6.6.
the extent to which funds are committed;
7.6.7.
the length of time the funds will remain in the Project Company;
7.6.8.
details of intended security arrangements (if any);
7.6.9.
details of pre-emption, drag along and tag along rights anticipated; and
7.6.10.
blocking rights attaching to loan-notes/equity.
7.7.
Guarantees
It is recognised that many PSP members would wish to improve VfM for LEP Co by using their own balance sheets to achieve lower funding costs.  Where such an option is used, then this should be explained in detail and supported by confirmatory letters from the relevant parent company. 

7.8.
Sensitivity Analysis
Bidders should identify the key commercial risks which may impact on LEP Co and the achievement of this LEP Business Plan. This should be accompanied by a quantitative and qualitative assessment of such risks. Such assessment should address, as a minimum, the following sensitivity analyses:
7.8.1.
an increase in the amount of funds required at the LEP level, for example working capital requirements due to higher costs, or longer timescales in between financial close of the Sample Schemes and the next New Project;
7.8.2.
delay of the next New Project by up to 12 months from the anticipated timetable as set out in the SBC; 
7.8.3.
failure of the next New Project to achieve Stage 1 Approval;
7.8.4.
poor performance on one or more projects (PFI or otherwise); and
7.8.5.
failure/termination of one or more projects (PFI or otherwise).
The sensitivity analysis should indicate (against each key risk) the measures proposed to mitigate the risk and which party would be best placed to manage the risk. 
7.9.
Reporting and Information Sharing
Throughout the BSF documentation emphasis is placed on exchanging information and open book accounting techniques. Bidders should explain how this will be delivered by the LEP and the relevant supply chain with reference also to how they will respond to ad-hoc requests from the Local Authority, BSFI and PfS.
· The shareholder consent matters set out in clauses 6.2 and 7.2 of the SHA in relation to LEP subsidiaries. 
APPENDIX 1
FINANCIAL MODEL8
LEP Financial Model
Bidders should submitAlongside the LEP Financial Pro-forma, which sets out in a consistent manner the information required by Local Authorities in order to understand and evaluate the financial aspects of the LEP proposals, it is anticipated that Bidders will also prepare a Financial Model for the LEP Co, to support the Financial PlanLEP Business Plan, and provide detailed back up to the LEP Financial Pro-forma. 

It would be expected that any LEP Financial Model will be supported by a detailed LEP resourcing plan.  There should be transparent linkages between the resourcing plan and the LEP Financial Model.
In this regard, addition Bidders should consider how any such LEP Financial Model used to develop bid proposals will be utilised by the LEP as an operational Financial Model.  
Bidders are requested to refer to the Economics of the LEP Guidance Note on the PfS website (www.partnershipsforschools.org.uk). 

This note provides some guidance on the typical structure of such a summary of the business of the LEP including the scope of work, cost and revenue streams and business cycle. The model shouldmodel.  A typical LEP Financial model will cover: 

· revenues;

· costs;

· funding;

· model assumptions including tax and accounting; and

· detailed forecast P&L, BS and cashflow forecasts for each year of the first five years on semi annual basis, with subsequent five years on annual basis.

All services offered by the LEP should be clearly priced and identified (and cross-referenced to the Partnering Services Specification)
Local Authority Secondees
Where bidders are assuming that appropriate Local Authority secondees are to work for the LEP, the full cost of these employees should be reflected in the LEP Financial Model.  
Flow of Projects
The ten-year model should be based on the following assumptions about the flow of projects2:
	School(s)
	Start
Date
	End 
Date
	Funding route
	Value
(£m)

	Sample Schemes

	New School
	As in Bidder’s proposed construction programme
	PFI
	Estimated outturn cost in Bid

	School 2 
	
	Conventional
	

	Non-Sample Schemes

	New School
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	New School
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	New School
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	New School
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	Phase 2 Schemes

	School1
	Month / Year
	Month / Year
	PFI / Conventional 
	[x]

	School2
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	School3
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	School4
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	Phase 3 Schemes

	School1
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	School2
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	School3
	Month / Year
	Month / Year
	PFI / Conventional
	[x]

	School4
	Month / Year
	Month / Year
	PFI / Conventional
	[x]


It should be noted that the information in the above table is purely given as assumptions to enable Bidders to price on a common basis. In particular, the information for Phases [2 and 3] is illustrative, as the Local Authority has not yet carried out options appraisals for those stages and it is not yet known in which of Waves [4-6] these phases will receive BSF funding.
The start and end dates are the assumed approximate dates for financial close/start of construction and end of construction.
The values in the above table are the assumed initial capital expenditure figures based on Phase 1 outturn prices.
All margins and costs should be shown in addition to the project construction values shown.

[Lifecycle and FM costs for D&B projects should not be modelled.]
The ICT contract: costs should be modelled as per standard bid ICT Financial ModelsLEP Model should capture cashflows from all contracts being delivered including any FM Financial services to D&B contracts.

Milestone payments should be modelled on the same basis as for the Sample Schemes.  In particular Bidders should assume that milestone payments will be made in accordance with the project timetable and contractual terms (i.e. that there is no delay in satisfying the criteria for milestone payments)

Other Matters to Note

In preparing the LEP financial model for the LEP Co, Bidders should take note of the following:
1. Relationship between LEP Financial Model and Sample Schemes:
The setting up of the LEP will be simultaneous with the financial close (or equivalent) for the Sample Schemes. It is quite possible that one or more of the Sample Schemes may involve the creation of Special Purpose Vehicles (SPVs) to deliver contracts for those schemes.  
It is intended that the resources needed to deliver all the contracts will be raised at the LEP level, and then get charged out to SPVs as necessary to deliver the schemes under the MSA entered into with each SPV.  The data book should clearly set out how issues such as IT, accounting systems, staff, management costs, office costs are assumed to be focussed.  
As a corollary, the financial models for the Sample Schemes should clearly show the re-charge of SPV-related costs by the LEP Co to the SPVs, which will be paid by these SPVs as an on-going management services fee to the LEP Co.  

It is not a requirement that the financial models be linked, however, it is a requirement that the relevant flows between the financial models are clearly identifiable and capable of verification for the ten year time period covered by the LEP model.
2. Structure of the LEP Model:
The LEP Financial Model should set out the assumptions in relation to the roll-out of the programme over time, showing the development of New Projects, Stage 1 and Stage 2 approvals, financial close and then construction and services.  
Based on this programme, the LEP financial modelFinancial Model should reflect the cycle of costs and revenues associated with the development of New Projects.  Bidders should therefore ensure that the model is consistent with the Resource Spreadsheet [see the Partnering section of the ITCD document Volume 1-C Part 2 paragraph C8]   Further Bidders should provide a clear link between the Resource Plan and LEP financial modelFinancial Model.
Separately, the LEP financial modelFinancial Model should set out the assumptions and cashflows in respect of delivering Approved Projects, including:
· the requirements for risk capital to manage any residual risks remaining at the LEP Co level;
· the requirements for equity capital to invest in the equity and sub-debt of any PFI SPVs set up to deliver Approved Projects;
· the corresponding returns from these projects over time, in the form of dividends, interest, principal repayments and/or sale proceeds. 
The LEP Financial model should be capable of scenario testing to assess the robustness of the proposed LEP structure (e.g. to a delay in programme) and its likely working capital requirements.

These cashflows should be consistent with the investment assumptions in the LEP Business Plan.

3. General Assumptions:

Key Dates

Bids should be made on the basis that financial close will occur on [insert date] and that the SPA and related contracts will be executed on that date. All cashflow, income and expenditure and balance sheet projections should be shown on a semi-annual basis.

Payment and Contract Term

The LEP modelFinancial Model should cover a period of ten years from financial close.  Within the LEP modelFinancial Model it must be made explicit where there are costs that are not fixed for the full term or are based on short term contracts (i.e. where costs such as ICT have been extrapolated for the contract term).

Indexation

The base date for all revenue costs should be [1 April 20062008].

For the purposes of the ITNIPD, Bidders are requested to assume an inflation rate of 2.5% per annum.

Accounting Principles
The model must reflect UK Generally Accepted Accounting Principles.  
LEP Margin and Fee income

In order to allow for a robust methodology for calculating fees where there is uncertainty over future activity, the Local Authority proposes that a more rigid framework for the determination of matching costs with income should be applied.  The table below shows the Local Authority's view on which costs should be matched with each fee type.

	
	Project Management Fee
	Management Services Fee
	ICT and D&B Milestone

	Core LEP Overhead Costs (i.e. non-staff costs and non-new-project costs)
	(
(note 1)
	(
(note 1)
	

	SBCSFC Development costs
	(
	
	

	Submission Costs
	(
	
	

	Costs for Delivery of Signed Projects
	
	
	(

	Costs directly attributable to management of specific PFI Projects
	
	(
	

	New Project development and staff cost Funding / Working Capital Costs
	(
(note 2)
	
	


Note 1: 
LEP Overhead Costs recovered through the Management Services Fee are to be restricted to the core overheads of maintaining a company, ie. premises costs, insurance, annual financial costs.  All other costs should be recovered from the Project Management Fee received upon successful delivery of a New Project.  Bidders should clarify how they will recover costs associated with running the LEP (e.g. monitoring of KPIs) when the flow of new projects has ceased, and how they will ensure that, following the expiry of LEP exclusivity, any reduction in overhead costs will be passed on to the Authority.    

Note 2:  
The margin on the Project Management Fee should reflect the funding costs of the LEP and the shareholder return.  Achieving the projected return on funding should clearly be wholly dependent on the performance of the LEP.

LEP Margin payable under D&B and ICT Contracts 

The timing and value of the LEP Margin received under the D&B and ICT contracts should be modelled in accordance with the relevant contractual documentation and the proposed construction programme.  

LEP's Fee under Management Services Agreement

The timing and value of the LEP fee received should be modelled in accordance with the payment terms of the Management Services Agreement and the Bidder’s proposals.  

APPENDIX 2
EXTRACTS FROM SPA9
[insert Part 2 of Schedule 14 of the Strategic Partnering Agreement]
Agreed Rates (see SPA, clause 9.4) 12
APPENDIX 3
CORPORATE STRUCTURE CHART
APPENDIX 4
CONTINUOUS IMPROVEMENT PLAN
	Discipline
	Grade and Qualifications

	Hourly Rate
£
	Day Rate
£

	LEP Staff 
	
	
	

	Director/ Chief Executive
	
	
	

	Manager
	
	
	

	[Other]
	
	
	

	
	
	
	

	Feasibility & Design
	
	
	

	Architect
	Director
	
	

	
	Associate
	
	

	
	Project Architect
	
	

	
	Technician
	
	

	Energy Specialist
	
	
	

	Planning Advisor
	
	
	

	Rates Advisor
	
	
	

	[Other]
	
	
	

	
	
	
	

	Construction
	
	
	

	Structural/Civil Engineer
	
	
	

	Building Services
	Director
	
	

	
	Associate
	
	

	
	Snr Engineer
	
	

	
	Engineer
	
	

	
	CAD
	
	

	Planning Supervisor
	
	
	

	Quantity Surveyor
	
	
	

	Building Project Manager
	
	
	

	Neighbourhood Involvement
	
	
	

	Building Surveyor
	
	
	

	Valuer
	
	
	

	Independent Design Certifier
	
	
	

	[Other]
	
	
	

	
	
	
	

	Finance Support
	
	
	

	Financial Modellers
	
	
	

	Risk Specialist Advisor
	
	
	

	Tax Advisor
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	Company Secretary
	
	
	

	External Advice
	Partner
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	Equipment Procurement Support
	
	
	

	Records Management
	
	
	

	
	
	
	

	ICT Services
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	Educational Support Services
	
	
	

	[To add]
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	[To add]
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1 	Bidders should aim to produce a concise LEP Business Plan that avoids revisiting well understood standard form BSF principles. 





The format identified here links to the LEP Partnering Proposals and as such should be used as the template for completion at bid stage.  The document will evolve over time and to reflect the requirements of the LEP management team, LEP Board and Local Authority.  Notes on the completion of the LEP Business Plan are included at Appendix 7.


2 During the development of the SfC , OBC and procurement  documentation (including Schedule 12 of the SPA), the Local Authority is  expected to identity the activities, roles and responsibilities  that it will retain responsibility for together with the level of resources that it will commit to in respect of any such activities ,roles and responsibilities  for the [ insert details of the Local BSF Programme ] for the development and implementation of the  client function under the SPA..


3 The Local  Authority should identify its  governance structures and decision making  arrangements  that is anticipates being in place following the establishment of the LEP and the completion of the SPA. 


4 Bidders should refer to the guidance notes set out in Appendix 7 to this template LEP Business Plan for the programme level investment requirements.


5 For comparator purposes, Bidders are required to complete the LEP Financial Pro-forma which will provide Authorities a clear and consistent set of LEP financial outputs in order to evaluate and understand the Bidder’s LEP solution from a financial perspective.  However it is anticipated that Bidders will still need to develop detailed resourcing models and a LEP Financial Model in order to establish the resource requirements within the LEP to deliver the services and the detailed cash flow consequences of the costs and cost recovery mechanisms.  Bidders should refer to Appendix 8 for guidance on the typical structure of such a model.


6 Authorities are advised, for consistency of bidding assumptions at the Initial Bid Stage, to indicate the proportion of LEP Initial Set up Costs to be charged to each phase of the initial wave of projects.  Typically the costs are recharged against PFI schemes.  The proportion could be based on the estimated capital cost of each phase.  Alternatively, authorities may choose a different profile (for example by the LEP recovering the costs through a smaller number of phases in the early stages of the programme) provided this does not detrimentally impact the affordability position of an individual phase.


7 Examples include lower than expected equity returns and the costs of replacing sub or sub-subcontractors.


8 Authorities should provide clarity to bidders over their appetite for seconding Authority staff into the LEP


9 Some authorities may have space that they are prepared to offer, or require, the LEP to use as its office accommodation.  In these instances authorities should clarity the terms, costs and extent to which refurbishment /fit out costs should be borne by the LEP.


10 Bidders to clearly identify whether the cost of mitigation is a ‘one-off’ cost or an annual cost that will recur over the life of a contract.


11 Authorities should ensure that this table is completed to show a realistic, and not overly optimistic estimate of project flow.  This table should only include projects which have a reasonable certainty of being delivered in the proposed timescale.


1 Authorities should direct bidders on how the LEP set-up costs are to be recovered based upon a realistic forecast of projects within the first five years of the SPA.


2 Authorities should ensure that this table is completed to show a realistic, and not overly optimistic estimate of project flow.  This table should only include projects which have a reasonable certainty of being delivered in the proposed timescale.


12 	Categories in this table may require further input/consideration at local level as against the Local Authority Requirements and the LEP Partnering Proposals.  In some cases, it may be appropriate for packages of work to be priced as such rather than on the basis of hourly or daily rates.  However, rates would still be needed for relevant inputs to these packages of work to enable any Incurred Project Management Fee to be calculated (e.g. for recovery of costs by the LEP where a New Project Final Approval Submission is improperly rejected).


13 	Important: if the relevant rates are not specified then the relevant inputs/ resources will need to be market tested as Non Scheduled Costs in accordance with clause 9.1(c) of the SPA and, without being specified or market tested, would not be recoverable in the event of e.g. any Incurred Project Management Fee being payable under the SPA.
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