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Part 1

Introduction

This is a critique of the Audit Commission’s report, For better, for worse: Value for money in strategic service-delivery partnerships, published in January 2008. It was accompanied by a framework for councils to maximise the benefits of strategic service-delivery partnerships and a literature review of private sector partnerships by management consultants. A précis of the main report is available on the Improvement Network website run by the Audit Commission, CIPFA, the Improvement and Development Agency, and the Leadership Centre.

The Audit Commission report raises many serious questions about SSPs, most of which have been raised over the last eight years. Unfortunately, the criticisms and reservations raised in the Audit Commission report are undermined by the superficiality of the research and the classification of public information as “commercially confidential”. This also applies to both the positive and negative aspects of SSPs. Whether this was by design, a result of the influence of the Advisory Group, a consequence of the research methodology or a combination of these factors, is a matter for conjecture. 

There is considerable hype of the SSP model, as with all new approaches in local government, aided and abetted by the government’s Strategic Partnership Taskforce between 2001-2003. The Department for Communities and Local Government (DCLG) updated the Taskforce’s toolkit and advice in 2006. The 4ps and the New Local Government Network produced case studies, which contributed to the euphoria. With no competition from in-house bids, except in Newcastle, private contractors must be thinking that a new era is unfolding. With this euphoric background, local authorities cannot be entirely blamed for being over-optimistic about the perceived attributes of SSPs.  There followed a period when the number of SSPs continued to grow but there was an unhealthy silence about the performance of operational SSPs. 

So why has it taken the Audit Commission so long to investigate the performance of SSPs when it must have had intelligence from Comprehensive Performance Assessments (CPA), service inspections and other sources about their performance.

Local authorities are subjected to claims of ‘failure’, yet the Audit Commission is at pains not to provide any information which can substantiate the performance assessment of private contractors delivering public services in SSPs. The government is, after all, depending on these same private companies (such as Capita, IBM, BT, Liberata, Vertex and Mouchel Parkman) to participate in commissioning, competition and contestability in the transformation of public services.

Europe-wide implications

This approach has ramifications for Europe. Arvato Services (Bertelsmann AG) operates the East Riding SSP and one in Wolfsburg, Germany. More SSPs are likely in Europe following the spread of PPP/PFI projects widely promoted by governments, consultants and business organisations. Is Britain to privatise its research of SSPs thus failing to share experience and lessons learnt? Is this information/evidence going to be classified “commercially confidential” across Europe?

Critique of SSP model

The ESSU has been critical of the SSP model since it was proposed in the late 1990s. ESSU worked with UNISON branches in Sheffield, Middlesbrough, Bedfordshire, West Berkshire, Cumbria, Milton Keynes, Northamptonshire, Swindon, Hammersmith, Swansea, Southampton and Somerset, which opposed SSPs. The Bedfordshire and West Berkshire contracts have since been terminated. These branches were very critical of the SSP model and argued that local authorities had the capability, and, with external support, could have transformed services in-house.

We also worked closely with UNISON branches in four of the ten local authorities (Newcastle, Kent, Northamptonshire and Salford) which ultimately decided for in-house provision because the SSP model could not provide value for money.

Structure of the report

This critique is in two sections. The first section describes the ten fundamental flaws in the Audit Commission’s research. The second section examines particular sections of the report to highlight the shortcomings in more detail. The critique uses quotes from the Audit Commission report (indented in bold italics) indicating the paragraph number, followed by commentary in normal text.

Part 2

General comments

The Audit Commission study has ten fundamental flaws. It has:

1. Inadequate methodology and no evidence base

2. Classified the evidence as ‘commercially confidential’

3. Ignored employment and staffing issues  

4. Questionable value for money

5. No assessment of regional business centres, social and economic commitments

6. No audit of private sector investment

7. No comparison of alternative in-house approach

8. A lack of analysis of public sector capability 

9. No analysis of SSPs and ICT trends

10. Used questionable public private comparators

1. Inadequate methodology

The Audit Commission methodology is flawed for the following reasons:

Superficial: The claim of “detailed research” (para 32) is highly questionable – the report is devoid of any substantive statistics, and lacks analytical comparisons and conclusions. It provides no disaggregation of services – the inclusion of multi-function ICT and corporate services together with single service SSP contracts is questionable, casting further doubt about the analytical rigour of the study. 

There is no reference to changes in the scope of services in recent SSPs with greater emphasis on the inclusion of professional/technical services and a focus on regeneration and social/economic transformation. The study did not examine the relative merits of incremental SSPs, in which a project is developed stage-by-stage and gives the local authority more flexibility. Another shortcoming is the failure to recognise that the current clustering of some District Council corporate services into shared services projects could potentially lead to a new type of SSP, which could compound the governance and other problems.

Local authorities are subjected to inspection, assessment and auditing by the Audit Commission. The Commission is also a vehicle by which government policy is explained and articulated. It is not unreasonable for local government to expect a similar degree of rigour in the assessment of those national policies.

Limited sample: The Audit Commission examined 14 SSP contracts with a total value of £2.6bn. ESSU has a PPP/SSP Database of 35 corporate, ICT and technical services contracts with a total value £7.5bn. If the problem encountered in the Audit Commission’s 14 case studies are reflected in other SSP contracts, then the impact and consequences of failure are likely to be far greater than recognised to date. The problem is not the size of the sample but the lack of detail in its composition.

Many of the figures in the report appear to be based on a handful of examples, thus further undermining the credibility of the research findings. Two Figures in the report are meaningless because no data or timeline is provided – see Figure 3 (page 15) and Figure 5 (page 23). They broad-brush and cannot be identified with particular types of SSPs or with particular services.

Lacks rigorous analysis: Inadequate research leads to vague statements, which when summarised, result in misleading statements. A good example is a statement on the Improvement Network website:

“Over half of councils say they are engaged in, or considering, a service partnership of some kind and SSPs represent significant sums for councils.”

But, in fact, the report says that over half of councils in the survey (136 respondents) had or were considering an SSP. So it is not, as the Improvement Network statement implies:

· half of all councils in Britain;

· there is no breakdown of operational SSP contracts by type of services or type of partnership arrangement;

· ‘considering’ an SSP is vague and could range from examining options, options appraisal or in procurement.

The implied message to local authorities, which do not have an SSP or are not considering one, is that over 50% of authorities have, so what are you going to do about it?

No evidence base: There is a dearth of facts about SSPs. The study has not provided a database of tables providing an overview of what, where, when and how. There is no analysis of the 58 councils involved in SSPs by type of authority, scope of services and type of contract.

Is the report a full reflection of the scope of the research or is it a reflection of decisions made within the Audit Commission not to reveal the full scope of the findings? Is the superficiality a result of a cost driven agenda? SSP contracts are large and complex and a full research study would have been resource intensive. 

Surveys of elected members and officers in the National Procurement Strategy Survey (para 85) provides some useful insights into procurement policy and practice. However, questioning the architects of SSPs will produce a series of predictable responses in the same way that the National Audit Office survey of PPP/PFI clients, consultants and contractors supplied a resounding endorsement of PFI. Surveys of this nature should only be one part of a wider consultation process.

That some organisations have the temerity to conduct surveys of local authority officers and elected members and others involved in the procurement process seeking their opinion of procurement, PPP/PFI and ‘partnerships’ whilst also claiming that trade unions present ‘producer interests’ is frankly beyond belief.

It is ironic, at a time when outcomes are considered the first priority, that the inputs and process of research are again revealed to be more important. Get the fundamentals wrong, then the rest is not credible.

2. Classified the evidence as ‘commercially confidential’

Due to the generally commercially confidential nature of SSPs, this report does not contain identifiable case studies. No councils or contractors are identified. (para 3)

This statement makes a mockery of transparency, performance management, democratic accountability and community engagement. It is fundamentally anti-democratic and undermines the credibility and policies promoted by the Audit Commission. How can a public body with the following remit claim that SSPs are commercially confidential, making the expenditure of £7bn of public money in the delivery of local authority public services secret?

“The Audit Commission is an independent body responsible for ensuring that public money is spent economically, efficiently and effectively, to achieve high-quality local services for the public……..As an independent watchdog, we provide important information on the quality of public services. As a driving force for improvement in those services, we provide practical recommendations and spread best practice. As an independent auditor, we ensure that public services are good value for money and that public money is properly spent” (Audit Commission 2008). 

From another perspective, the secrecy label affords the private sector a degree of protection, which is neither warranted, nor in the public interest. It appeases or avoids the risk of legal action by private contractors who want to challenge the findings. But with commissioning, competition, contestability and making markets the core of New Labour’s public sector reform strategy, it is incumbent on the Commission to ensure there is transparency. The solution is rigorous research and creation of a public evidence base.

ESSU has signed Information Agreements in several authorities and gained access to bids for evaluation on behalf of UNISON branches. Confidentiality has always been maintained and evaluation reports have been internal for elected members and officers. But the need for a degree of public and private confidentiality in the procurement process is quite different once a contract becomes operational. Service performance cannot be confidential. Contract commitments must be regularly scrutinised. Employment policies and practices must be monitored to ensure a two-tier workforce does not emerge. Public expenditure must be audited. The impact of social and economic projects must be assessed.

A cynic could ask why the Local Government and Public Involvement Act 2007 abolishes the requirement for Best Value Reviews and the annual Best Value Performance Plan. If the Audit Commission wants to promote “healthy competition” then it is imperative that this is transparent and democratically accountable.

The threat of legal action by contractors is real, although often exaggerated. And as competition, commissioning and contestability are mainstreamed in public services the fear of legal action will increase. The answer does not lie in adopting a bunker mentality and legal conservatism with minimum disclosure and widespread use of ‘commercial confidentiality’. This will drive public policy debate over these important matters into a morass of superficiality and secret exchange of dubious information, which cannot be verified or assessed.

3. Ignored employment and staffing issues 
The exclusion of employment from this study is at best inept. The report is silent on industrial relations, has nothing to contribute about the relative merits of TUPE transfers, TUPE Plus, secondment or the private contractor’s choices model. It ignores the increasing offshoring of ICT development and public service delivery. And it ignores local authority responsibility under the Code of Practice to monitor employment policies and practices to avoid a two-tier workforce. Are there any differences in performance, governance, value for money, and service quality between SSPs which are delivered through Joint Venture Companies (transfer or secondment of staff) and those where staff have been transferred to a private contractor?

The research could have provided an opportunity to assess public/private differences in the approach to staff and trade union involvement in the transformation process and the level and approach to the engagement of service users and community organisations. It is completely contrary to recent DCLG publications promoting the importance of staff involvement in the transformation process. See for example, National Process Improvement Project, 2007; Department for Communities and Local Government, 2007; Cabinet Office, Department for Communities and Local Government. Local Government Association and Improvement and Development Agency 2007; Improvement and Development Agency, Local Government Information Unit et al, 2001; ESSU, 2007.

Job creation targets for many SSPs are in the public domain (see local authority and private contractor press releases announcing projects) and should have been analysed, even if they had to be qualified given the complexity in identifying the cause and effect of employment change in SSP projects.

4. Questionable value for money

Council’s expect cost savings of between 1% and 15.4% 

The mean was only 8.3% - a far cry from the 25% plus savings claims made when most SSPs are announced. It is interesting to note that the 8.3% figure is virtually the same as that revealed in the Department of the Environment’s survey of Compulsory Competitive Tendering (CCT) savings in 1996! 

The SSP savings are merely forecasts and are not validated through research. Given all the qualifications about value for money and lack of financial transparency, they are likely to be optimistic.

Most councils have realised core value for money benefits… (figure 3, page 15)

This statement is not, and cannot be substantiated for the simple reason, as the study admits, that many contracts are in the early stages and only one contract (Sheffield, currently being retendered) has reached the end of the contract. Core value for money cannot be assessed until near or at the end of the contract – no one can predict what will happen in the second half of a ten-year contract, even if value for money objectives appeared to have been achieved in the first five years. Given the evidence of lower than expected savings and other factors, this statement has little credibility. Figure 5 talks about “perceptions” of value for money “based on the relative levels of expenditure on the SSP.” In other words, some £7bn of public money has been committed, so we must be getting something for it! Where is the evidence, and what criteria were used to assess value for money?

5. No assessment of regional business centres, social and economic commitments

The business model of other SSPs depended on selling services to other local public bodies, but these sales did not materialise. (para 41)

That has been evident for several years, but no evidence is supplied to indicate how many authorities, the extent to which they failed, or is the study saying “these sales did not materialise” in any of the 14 case studies!

Many of the additional partnership benefits that were expected to materialise have been difficult to realise. (para 80)

The report fails to identify the additional partnership benefits, although anyone with even a slight knowledge of SSPs knows that they have been promoted in most authorities as generators of additional jobs and the establishment of Regional Business Centres. Why did the study not investigate the success or failure of regional business centres?

What direct and indirect benefits were promised, to whom, and how were they going to be delivered? Why did they not ‘materialise’ or fail? It is correct neoliberal terminology only to refer to outcomes, hence the Commission’s use of “materialise” rather than “fail”, which relates to a process. But process is a core part of the SSP model, indeed any transformation project, and cannot be marginalised.

6. No audit of private sector investment

A great deal is made of private sector investment in the promotion of SSPs by officers and elected members. The reality, of course, is that SSPs are funded by public money and whilst the private sector may front load investment, this is financed by the local authority, at higher private sector interest rates, in contract payments in the latter part of the contract. There does not appear to be any record of a private contractor making a multi-million pound donation to a local authority.

However, private contractors may finance some investment where they will continue to own the assets. For example, contact centres or regional business centres, which they use to deliver services to other public and private sector clients and recharge the local authority for their use. The Audit Commission report refers to “capital investment provided by the contractor” of between £4.8m and £30m with a mean of £13m (para 17). The report is devoid of any analysis of what local authorities are being charged for the use of these assets, which are PFI type deals in practice, if not in name. The costs of the private contractor’s capital contribution are clawed back through rents, facilities management and usage charges. There are also questions about the extent to which public money and the state are facilitating the growth of a network of regional business centres for the private sector. 

Neither does the report probe the seepage of private sector profits out of the public sector. Assuming an average 10% profit from 33 contracts with a total value of £7bn this amounts to £700m being transferred to private companies over a 10/15-year period.

It would be reasonable to expect the Audit Commission, given its remit, to have investigated the public finance aspects of the private sector’s financial investment in SSPs.
7. No comparison with alternative in-house approach

The report makes no reference to at least ten local authorities which considered SSPs, indeed several reached preferred bidder stage before abandoning the SSP option, and proceeded to improve services in-house. No attempt is made to compare the performance, problems and key issues encountered by the two distinctly different approaches. A comparative assessment of how these councils have proceeded and performed would have been very useful. Surely it would have been feasible to set up two groups of case studies for genuine comparison. 

The report makes no mention of Newcastle City Council, which has been the only authority to submit an in-house bid in SSP procurement. The in-house bid was successful against a BT bid and City Service has transformed and improved services on time and to budget.

Given the Audit Commission’s unique access to both local government and private sector contracts, this is a lost opportunity.

8. A lack of analysis of public sector capability

The report does not assess the impact of SSPs on retaining and increasing public sector capability and intellectual knowledge. Given large scale outsourcing, to what extent do SSPs transfer skills and knowledge to the public sector?  How do skills and knowledge transfer in SSP contracts compare with local authorities who are transforming services in-house? These are important questions which the report evades. The government has been carrying out a series of departmental capability reviews – why is a similar approach not applied to public private partnerships?

The consultants report into strategic partnerships in the private sector adopts a rather simplistic, non-historic view of capability using the old core-competencies view of the world: 

“At the moment the outsourcing debate within the public sector has focused on functions like ICT, and hasn’t got to grips with the question of ‘what is it that local authorities are really good at and should seek to be good at, and what is there no point in them being good at?' So for example, it could be argued that there is no point in local authorities developing a competency in revs and bens processing, which is a largely generic activity subject to economies of scale, but they do need to have a core competence in understanding their citizens.” (page 26, RSeconsulting, 2008)
9. No analysis of SSPs and ICT trends

The Audit Commission report fails to analyse trends and developments in the UK and European ICT sector. SSPs do not operate in a vacuum. Most corporate services and ICT based SSPs are operated by medium sized British ICT managed services companies such as Capita, Liberate, Vertex and Mouchel Parkman. What challenges and threats do these companies face in the wider European ICT sector? Apart from BT and IBM, the larger international ICT companies such as EDS, Accenture and Siemens have not competed in the SSP market to date. What will be the effect of increased offshoring? - both Capita and Capgemini have announced plans to increase the offshoring of contract work to partners in India. Most ICT managed services companies use, by necessity, established off-the-shelf software applications in local authority contracts and although they may adapt and improve these products, the research and development or innovation content of SSP projects is low. 

There are more questions about whether technology is driving public service investment and redesign, or vice versa? Because integration is technically feasible it does not justify investment. It raises other problems such as who has access, on what terms and how secure is the personal and public interest data. Because something is technically feasible it does not necessarily justify public investment, or that it is prioritised over other social and service needs. Is the SSP model driven by private ICT managed services companies, which have identified a potential market and succeeded in aligning government and agencies to support it? 

These are all crucial questions and issues, which should have been discussed in the Audit Commission report.

10. Used questionable public/private sector comparators

The Audit Commission outsourced a literature review of partnerships in the private sector to a management consultancy (RSeconsulting, 2008). There has been a rapid expansion of private sector partnerships and alliances in recent years. But drawing on the lessons from the private sector is difficult for several reasons:

Firstly, the literature review found that the private sector “does not offer a solution to the difficulties of demonstrating the benefits/value of alliance“ (ibid). Private sector strategic alliances have a failure rate of up to 70% and it is recognised that partnerships are inherently difficult to manage. “They demand a set of skills and capabilities that are in short supply and different to the traditional business skill set” (ibid).
The review “could find little evidence of the benefits of a partnership being clearly tracked against a baseline of not entering into partnership……It can be inherently difficult to track benefits against a baseline of no partnership…….Partnerships tend to develop in a way that is unpredictable and must be set up to deal with this uncertainty……… There is a tendency in the private sector to point to strong strategic imperatives for partnerships as the principle justification for proceeding, and success is then demonstrated through market-based measures of performance such as launching successful products, or successfully entering new markets” (page 2, ibid).

The commissioned review failed to identify the different kinds of partnerships in the private and public sectors.

Secondly, the review failed to recognise the different objectives, statutory duties, legal framework, governance and accountability, organisational structures, trading restrictions/opportunities and other differences between the public and private sectors. It fails to distinguish between partnerships in the manufacturing and service sectors and between companies operating in global markets and local authorities and public bodies providing public and welfare services. The lack of definition is disabling. The variable use of ‘partnership’ and ‘alliance’ is a case in point. SSPs are partnership contracts for services between a public body and a private contractor; they are not business alliances between private companies. Are there private sector SSPs delivering a similar range of services? The literature review includes sections on “relevance to the public sector” but these comments are general and flawed for the reasons stated above.

Thirdly, the review remarkably found only one reference to outsourcing. Fortunately, Domberger was not the only researcher of outsourcing! The claims of 20% savings were discredited after a series government-commissioned research reports revealed significantly smaller savings (DoE 1993, Escott and Whitfield 1995, Centre for Public Services 1995, Cabinet Office 1996, DoE 1997 and other research studies summarised in ESSU 2006). Why did the review omit any reference to the findings of these studies?

An international literature review of academic studies of public sector outsourcing concluded that “the theoretical and empirical evidence here suggests that outsourcing does generate reductions in government expenditure” but the quality of service may suffer, workers may be worse off and the savings may be transitory (Jenson and Stonecash, 2004). The International Monetary Fund study of public private partnerships concluded, “Much of the case for public private partnerships rests on the relative efficiency of the private sector. Whilst there is an extensive literature on this subject, the theory is ambiguous and the empirical evidence is mixed” (IMF, 2004).
Finally, the review indicates a lack of understanding of market forces. The review speculates that the reason for the underperformance of many public sector partnerships relative to the private sector is “a tendency towards an adversarial approach which risks debilitating the alliance (rigid procurement processes may also contribute to this)” (page 46). It notes that direct commercial competitors sometimes manage to collaborate successfully. The review fails to recognise that an adversarial approach is a consequence of the power struggle between public and private sectors, that it is not a strategy simply selected by the public sector. It is well established that some companies cooperate in manufacturing, construction and supply alliances for vested interest economic reasons. 

Part 3

Commentary on key issues

This section comments on specific un-validated statements in the Audit Commission report under the following headings:

· Financial issues and value for money

· Performance

· Client side and contract management

· Risks

· Performance management and quality of service

· Accountability, transparency and participation

· Procurement process and costs

·   Transfer of lessons to other services

·   Inadequate SSP framework

Financial issues and value for money

Not all SSPs have delivered the core value for money benefits. In some councils contractors have been unable to make the savings stipulated in the contract, because the contractor had overestimated the scope for savings. (para 41)

“Not all SSPs” is inadequate language when all SSPs must demonstrate value for money.  In how many councils was this applicable, by how much did they fail to achieve the savings, were there particular services or aspects of service delivery where savings were more difficult to achieve, why was this, what remedies have been taken and with what effect, should certain services or functions be excluded from future SSPs?

In eight of the twelve SSPs that have been established for more than a year, the benefits of open-book accounting have either not been realised or not been sought. (para 50) 

……there has been uncertainty regarding the level of detail of the financial 

information the council can access. Therefore, the anticipated transparency of open-book accounting has not materialised in most councils. (para 52)
It is not possible to make definitive statements about the value for money of all SSPs. This is because each SSP is unique, and an overall statement on value for money would not account for the variation in experience between those SSPs with successful outcomes and those that have terminated. (para 57)

This is an admission that the 1% to 15% savings cannot be validated, so clearly these figures are not robust. How many SSPs are able to make definitive statements about value for money. Is there a pattern between the age, type and scope of SSPs, which cannot make definitive statements? Is the problems solely connected to open book accounting or are there other factors determining this problem?

Even where the business case and procurement exercises have been robust, councils have normally been unable, during contract management, to measure precisely the costs and benefits of SSPs over time. (para 69)

Once services have been transferred to the contractor, councils lose the ability to obtain detailed information on costs and performance. There are few councils where information about the cost base was available on a completely transparent or understandable basis through open-book accounting (para 77)

Experience in the private sector does not offer an easy solution to the difficulties of demonstrating the value or benefits that are realised from strategic partnerships. (para 79)

These two statements surely question the viability of the SSP model, let alone the validity of the savings figures. So how many councils can provide detailed information on costs and performance? If the value and/or benefits of SSPs cannot be demonstrated, how can they be justified in public policy terms?

And if there are no “easy solutions” from the private sector, which is considered to be the font of innovation in the ‘knowledge economy’ by those who promote the SSP model, then what is the purpose of SSPs. How can they be justified in terms of public management, public finance and the public interest? Are there viable alternatives, in which local authorities can transform services in-house through more measured change, drawing on best-in-class external support when required?

……a number of councils have compared the annual charge, which is the fee payable to the contractor, to the existing cost of providing the same services. This is a flawed approach because it: 

• assumes that no additional efficiencies could have been obtained from in-house provision; 

• does not take account of the different outcome specification against which the contractor must deliver; and 

• does not include the costs associated with procuring and managing the SSP. (para 64)

Efficiency savings are presented as the primary rationale for SSPs, and since savings tend to reduce during the procurement process compared to the optimistic early forecasts, it is not surprising that there is evidence of massaging the figures. The Audit Commission refer to good practice in developing a public sector comparator (Box A, page 25). However, public sector comparators have a very dubious record in PFI projects when they have been used to inflate the long-term cost of in-house options using negative assumptions about service improvements, capacity to reduce construction delays and so on (see various research studies by the Centre for International Public Health Policy (CIPHP) www.health.ed.ac.uk/CIPHP/ and the European Services Strategy Unit (ESSU). www.european-services-strategy.org.uk
For example, Bedfordshire County Council developed a Best Value Public Sector Comparator during the procurement of the SSP in 2000/2001 but this was commercially confidential. Since the same PFI consultants and advisers are engaged to advise on SSP projects, there is little confidence that such comparators are meaningful. Public Sector Comparators must be open to scrutiny and verification.

Performance

Three of the councils in our sample, that were among the first of those to enter an SSP, have terminated their contracts because anticipated benefits had not materialised and there was little confidence that they would. (para 41)

The report provides no analysis about why three contracts failed, in which services, or in what type of contracts?

These risks occur if contractors underbid for work, and therefore councils accept a cheaper bid than can be sustained. In all of the research sites where councils terminated their SSPs this was the key issue (Box B, page 39).

SSPs can deliver good value for money where councils allocate significant project risks to a contractor who is better placed than a client to manage them (para 109).

What is the research base for these conclusions? It is easy to claim, with hindsight, that a private contractor got a bid wrong; that a local authority accepted a non-sustainable bid or that the allocation of risks was inappropriate. Estimating the cost of a 10 – 15 year service delivery contract is complex and has numerous risks. Despite identifying many concerns, the Commission does not question the SSP concept, but merely advocates getting the ‘right’ contract.

The Bedfordshire County Council contract with HBS Business Services (now part of Mouchel Parkman) was terminated because HBS failed to deliver several projects and failed to improve the quality of service performance as required by the contract (www.european-services-strategy.org.uk). The Strategic Partnership in Crisis? report notes that the Audit Commission was aware of the failure to improve services via the Annual Audit and Inspection Letter, District Audit, January 2005 and County Council’s Comprehensive Performance Assessment in 2004.
Honesty and transparency are vital in order to avoid misleading local authorities considering SSPs. For example, when the critical report of the Bedfordshire contract was publicised in the local press, Oldham’s Deputy Chief Executive claimed “We have discovered that the organisational difficulties were due to a significant degree to the way the project was being managed by Bedfordshire, rather than a failing by HBS” defending the selection of HBS.

The issues were not limited to ‘organisational difficulties’ and contract management was only one factor in what was a contract failure. The cause is more complex than underbidding the contract, if that was the case in Bedfordshire.     
Variables like service quality are hard to measure and there have been occasions when performance targets have been met on paper, but the council has had concerns about the quality of service delivery that cannot be evidenced through their performance management processes. (para 48)

How many times did this occur, in which local authorities, which services and which private contractors? What remedial action was taken and was this effective? Given the commitment to creating ‘learning organisations’, why is there so little usable learning content for local authorities in this report?
….Once the option of an SSP is chosen, no comprehensive tracking information on the alternatives (including in-house provision, traditional outsourcing, or public-public shared services) will be available again ….It is inherently difficult to track benefits against a baseline of no partnership (para 70) 

It is evident from the bid evaluation process in many authorities, that, whilst there has been comprehensive analysis of the contractor’s proposals, the assessment of the potential effects on community well being, the local economy, regeneration and community cohesion was less than comprehensive.

Client side and contract management

With the exception of one council, the level of resource is low relative to comparable data on the cost of managing external contracts. Office of Government Commerce guidance suggests that 2 per cent of the contract value is typical of all government procurement, including goods and services (Ref. 18). Experts on PFI contracts put the figure at approximately 3 per cent, and unpublished research undertaken by Compass Consulting suggests that the optimum figure for managing IT service contracts should be as high as 7 per cent. These figures suggest that increased complexity in contractual arrangements requires higher contract management costs. (para 93)

The lack of client and contract management resources has been forecast in every local authority where ESSU has been engaged in assessing SSPs. The Audit Commission report does not attempt to understand why insufficient resources are allocated for contract management. How does ‘lean and effective’ contract management turn out to be only partially effective? It is simplistic to claim that the reason lies solely in the interpretation of ‘partnership’. Some of the causes of this problem may be found in the pressure to achieve adequate savings to justify the SSP and the belief that Key Performance Indicators (KPI) are adequate measures of service performance and contract implementation. The Business Case and the evaluation of bids must show savings, otherwise the case for an SSP fails. When the financial analysis of bids and the public sector comparator are close, cost reductions are made to widen the gap in favour of outsourcing. Client and contract management are usually first in line for cuts.
……because the relationship was called a partnership, it was qualitatively different from a traditional contract. However, they also assumed that this implied less contract management rather than more. In practice, councils’ experience has shown that the opposite is true. (para 117)

We would anticipate that, at least for large or multi-functional SSPs, councils should expect to invest at least 3 per cent of the contract value to resource client-side management. This should be considered when undertaking appraisals of different options for service delivery. (para 94)

Councils have been confused about the meaning of a partnership arrangement. For many, the language of partnership had obscured the need for sound contract management. In some cases it was unclear what the term meant, and therefore how they should approach the relationship. (para 118)

This is disingenuous because most government departments and agencies, including the Audit Commission, have heavily promoted ‘partnerships’ for several years. A lack of clarity has been a direct result of the spinning of ‘partnerships’ - in many cases this language was a deliberate ploy to try to divert criticism from the outsourcing and privatisation of services. Local authority officers and elected members cannot be entirely blamed for believing the hype because they were repeating what was being fed to them by New Labour policy makers. 

Risks

Among early SSPs, many councils erroneously considered a high proportion of risks as being fully transferred to the contractor. These councils either transferred too many risks, or considered that risks had been transferred when they had not. In recent SSPs, risks now tend to be better allocated to the party that will manage them most effectively. (para 112)

There are financial risks for both parties and service performance will not necessarily improve. (para 11)

This is the PFI story all over again. The statement that risks in later SSPs ‘tend to be better’ allocated is not very convincing. The study has not produced a risk matrix to identify the range of risks associated with SSPs, nor is there an analysis of the risks that councils erroneously transferred to the private sector.

Performance management and quality of service

Contractors have not always brought a more robust approach to performance management. (para 49)

What does “not always” mean – in what proportion of SSP contracts is this applicable? 

…..many SSPs use inappropriate, locally-developed performance indicators, which measure the wrong things, or emphasise processes rather than outputs or outcomes. Councils and their contractors have jointly struggled to design performance indicators that are fit for purpose for SSPs. (para 77)

There is evidence that KPIs have been used in some SSPs to ensure contractors get a steady stream of contract payments from task completions, rather than reflecting the quality of service. The quality of the process of transformation cannot be ignored because it reflects the degree to which staff are engaged in design and implementation.
……it is important that councils regularly assess the costs and benefits of service delivery in an SSP to ensure that it remains the most appropriate mechanism to deliver services, and continues to deliver value for money. (para 146) 

…….The cost of a break clause can be tested during procurement, by asking contractors to submit bids for different options with or without break clauses. If contractors are not prepared to submit a bid that includes a break clause, or if the price of a break clause is prohibitive, this may be seen as a warning sign for councils. (para 147)

This should be common best practice. But regularly assessing costs and benefits of an SSP is a difficult technical task, particularly if the evidence will be used in the use of break clauses. The vagueness of many KPIs, contractor self-monitoring, the lack of effective contract management and other issues raised in the Audit Commission report, make this a resource and financial challenge. Adding further costs to client management, and thus reducing savings, will not be popular!

Accountability, transparency and participation

Although SSPs generally had sound governance structures, these alone do not guarantee successful partnerships. Formal governance structures have not mitigated issues such as poor communication and inadequate reporting mechanisms, within or between organisations. Nor have they dealt with strained relationships. (para 127)

What criteria were used to reach this judgement? No reference is made to democratic accountability or to transparency and disclosure of information from Partnership and Operational Boards. Whilst a brief discussion is included of the advantages of JVCs, the Commission is more interested in internal governance than in democratic accountability. Scrutiny? What scrutiny? The word does not appear once in 68 pages!

The fact that legal advice in one council led to the removal of the Council leader and chief executive from a JVC Board because of a potential conflict of interest (para 130) only serves to illustrate the urgent need to re-establish democratic accountability principles, particularly given the continued growth of arms length companies and trusts.

The governance of SSPs raises many important issues, which have been marginalised and/or ignored in this research.

…….councils have taken proactive approaches to engage with service users where relevant. (para 91)

Only one example is provided in the report - where is the evidence to substantiate the claim? The SSP procurement process commonly engages only with internal clients such as schools, arms length companies and other departments. They have rarely engaged with external service users and community organisations.

Some local authority officers and elected members who were interviewed may have reported that there had been a degree of ‘community participation’ but these statements were not verified.

The presence of private sector directors and senior managers on JVC company boards and Partnership and Operational Boards affords the private sector new opportunities to gain knowledge and intelligence about local government. The Audit Commission expresses no concern about the possible longer-term consequences of the positioning of private interests within local government.

The report also fails to assess whether there have been changes in power relations between the local authority, the SSP contractor and subcontractors and to what extent they are related to different SSP models, services and the employment model.
Procurement process and costs

………contracts will be complicated and procurement costs for all but one of these councils are just over £1 million (para 96).

The recent Southampton and Somerset SSP transaction costs were between £2m - £3m and closer to the latter figure, making the Audit Commission’s estimates look decidedly low. There is no indication when the SSP costs were incurred, nor the type of contracts. The SSP planning, options appraisal and procurement process normally takes between two and three years. Local authorities have traditionally failed to identify all the transaction costs involved in procurement, usually by counting the cost of consultants but under-estimating or excluding their own staffing costs and on-costs. The latter represents an opportunity cost and must be fully accounted for.

If the government and its agencies are going to design and impose public policy, which has high transaction costs then it must ensure political and economic rigour and honesty to ensure those costs are transparent and accountable.

Transfer of lessons to other services

Councils expect that they will draw on learning from other SSPs and also that management practices within transferred services can also be applied to other retained councils services. But this has often not happened to the extent that councils anticipated (para 43).

This is because too much faith is placed in the ability and innovation in the private sector – often exaggerated and with too many claims about ‘world class services’. A recent ESSU research report identified 105 public sector ICT contracts outsourced to the private sector which had £9bn cost overruns averaging 30.5%, a third of contracts suffered delays and 30% of contracts were terminated. Several of the same contractors have SSP contracts. www.european-services-strategy.org.uk/news/cost-overruns-delays-and-terminations-in-105-o/
Although the Audit Commission report claims otherwise (para 44), most local authorities are willing to accept proposals to transfer lessons to other services and perhaps extend the scope of the contract, but this comes at a price. SSP contractors see the Change Control mechanism as a means of increasing their income. If local authorities are unsure whether they are achieving value for money, they are naturally going to be reluctant to extend the scope of contracts.

….in some circumstances SSPs may reduce the flexibility of the council in responding to these changes (political and financial) (Para 11).

This has been another concern raised by staff and trade unions. As the Audit Commission emphasises, SSPs are contracts. But they are long term contracts of between 10 – 15 years, which will normally have to accommodate significant policy changes, changing population needs and demands, and developmental and delivery change in each service. This could reduce the flexibility of a local authority response unless the contract is continually amended to take account of changing circumstance.

The Audit Commission concludes that there are other options to transform service delivery – reforming in-house provision, collaborative shared services arrangements between public bodies and traditional, specified, short-term contractual arrangements. They add a fourth option of “delivery by voluntary and community sector organizations” which is, frankly, a hollow statement because such organisations have no capability or capacity to be able to tackle the scope of ICT and corporate services contracts, which are the core of most SSP contracts.

Inadequate SSP framework

In addition to the main report, the Commission has published a framework for assessing SSPs. It has eights parts covering key issues in considering value for money, capacity, performance management, risk management, partnership incentives, governance, trust and flexibility. However, the framework has limited effectiveness because it excludes a number of key issues which are central to the scope and effectiveness of SSPs.

The framework should be extended to include:

· Employment, skills and workforce development: Employment is a key variable and staff secondment or transfer influences the SSP model. The implementation of government policy and guidance on the quality of employment, avoidance of a two-tier workforce and staff involvement in the transformation process must be a key part of the evaluation process and contract management.
· Impact assessment of the proposals: The existing framework includes value for money but does not address the assessment of internal corporate impact nor the external impact on community well being and the local economy in the Business Case, bid evaluation and contract management.
· Accountability and participation: the section of Governance focuses solely on internal relations between the client and the contractor. There is no reference to accountability within the authority or externally or to community engagement and participation. Either the Governance section is expanded or a new section should be added specifically to address these issues.

· Social and economic transformation: This is a key objective and important benefit used to justify SSPs, the framework should include the planning, scoping, costing and timing of benefits so that they can be evaluated in procurement and the division of roles and responsibilities in implementation. They should identify in the Business Case but a separate category is essential to ensure that they are fully considered in procurement, contract award and contract management.
Part 4

Recommendations

At a time when government policy is directed at extending the role of PPPs and SSPs in the public sector, this critique raises many important issues. If we are to draw lessons from current practice, it is imperative that the Audit Commission report triggers urgent reflection and action.

1. The House of Commons Public Accounts Committee (or the Public Administration Committee) should launch a formal investigation to assess the performance of SSPs taking forward the Audit Commission’s report and the matters raised in this critique.

2. The Audit Commission should extend its research programme on SSPs with more in-depth analysis and create a publicly accessible evidence base.

3. The Audit Commission should immediately make available the evidence used to support the conclusions of the For Better, For Worse study so that local authorities, trade unions and community organisations can more fully understand the relative merits of the SSP model.

4. Guidance on SSPs should be revised and strengthened to take account of the Audit Commission’s findings.

5. Local authorities currently in the SSP procurement process (for example, Sheffield City Council, South Tyneside MBC and Sefton MBC) should reassess their SSP Business Case to take account of the Audit Commission’s findings prior to making any decisions on a contract.

6. The Southwest One: Lessons and New Agenda for Public Services in the South West report on the joint SSP between Somerset CC and Taunton Deane DC with IBM (for UNISON) has a series of recommendations for improving the procurement process. (http://www.european-services-strategy.org.uk). Three important changes are required in the policy-making process. Local authorities and public bodies should be required to produce a Participation and Engagement Plan for the commissioning and procurement process. Procurement documents should contain statements about their expectations of bidders in facilitating participation and their approach to access to information and protocols on user/community participation, staff/trade Union participation and access to Information protocols should be an integral part of local authority procurement policies and strategies. 
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PPP DATABASE  


Strategic Service-Delivery Partnerships for local authority ICT, corporate and technical services in Britain. 


The PPP Database on Strategic Service-delivery Partnerships (SSPs) in local government. The PPP Database consists of seven tables covering SSP contracts, those in procurement, regional distribution, employment models, private sector market share and local authorities, which rejected the SSP option. The PPP Database will be regularly updated.
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