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Section 1: Executive Summary

There is a great deal of innovation present in the use of Public-Private Partnerships in the museums
and galleries sector and a wide range of partnership models are used. However, this is not consistent
across the sector and there appear to be cultural and institutional barriers which prevent some
institutions from exploring the full range of opportunities.

In particular, there is a reluctance to use the Private Finance Initiative (PFI) where capital can be
obtained from sponsorship, grants and donations. Although some institutions have embraced PFI
wholeheartedly, there is also a perception that PFI equates to profits for industry, rather than benefits
to public sector. There is a need for a central body to provide advice and information on PFI, with
examples of good practice from within the sector.

This research indicates a dependency on sponsorship and donations. However, the model of
partnerships with sponsors is developing and institutions are pursuing longer-term relationships with
the private sector. There is innovation in this area and institutions are working with their sponsors to
develop and add value to existing projects.

The research leads to a number of recommendations, which are summarised below. These are
explained in more detail in Section 7.

Recommendation 1:

DCMS should look at the model of the Public Private Partnership Programme (4Ps) and establish a
body of expertise to provide advice and assistance on best practice for all Public-Private Partnerships
in the sector and to offer support to individual institutions in developing and procuring partnerships.
This body could be part of QUEST or could reside within DCMS.

Recommendation 2:

DCMS should develop funding criteria to encourage collaboration and reward innovation and the
development of relationships with the private sector.

Recommendation 3:

DCMS should commission a study to compare the funding of museums and galleries in the UK with
the funding of equivalent institutions in North America, Australia and Europe.

Recommendation 4:

Institutions should consider the potential for Public-Private Partnerships at the initial stage of project
planning as a matter of course, for both capital and revenue schemes.

Recommendation 5:

Institutions should consider the potential for entering into partnerships with the private sector to
maximise the utilisation of the full range of their assets (including collections, and intellectual and real

property).
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Recommendation 6:

The Institution’s project team should have the requisite knowledge and experience to manage the
project through to completion. The team should have access to expert legal, financial and human
resources advice.

Recommendation 7:

There should be an ongoing evaluation process and the results should inform future projects.
Recommendation 8:

Market research should be carried out prior to procurement of a public private partnership.
Recommendation 9:

Contracts should be packaged to make them as attractive as possible for the market while still
delivering project objectives.

Recommendation 10:

Proposals for risk transfer should be made explicit to the market and form the basis of subsequent
negotiations. Risk transfer should follow the principle that the party best placed to manage a risk is
responsible for it.

Recommendation 11:
Specifications should be output based.
Recommendation 12;

Client side monitoring procedures should be streamlined to ensure that adequate but not excessive
arrangements exist for contract monitoring and a working party should be set up to learn from
existing practices in this area and develop best practice. Performance indicators should be specific,
measurable, achievable, relevant and timely (SMART).

Recommendation 13:

Parties should document sponsorship agreements and we have made recommendations on the issues to
be covered by the agreement.

Recommendation 14:

Institutions should consider the potential for collaborating with other museums and galleries and a
working party should be set up to learn from existing collaborative projects in the sector and develop
opportunities. Alternatively the Consortium of Administrators could take on this role.

Recommendation 15:
In addition to the previous recommendations, institutions should:

* anticipate the effect that new technology or a change in the law will have on the project and legislate
for this at the outset;
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* ensure that the risks are transferred to the partner that is most able to sustain them throughout the
period of the contract;

* Dbe flexible and creative to ensure that all partners benefit from the partnership;

* agree the structure for the future of the partnership at the outset and legislating for potential
problems;

 agree operating or output specs at the outset. In the event that there is an “agreement to agree” the
contract should define the structure and timeframe for reaching agreement and legislate for a failure
to agree;

* ensure that where there are two differing organisational cultures working together to deliver
services, there is clear project management of all operating functions and responsibilities and a
procedure for reconciling differences.
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Section 2: Introduction, Status and Scope

2.1.

2.2.

2.3.

Introduction to the DCMS Review and Status of this Document

Deloitte & Touche prepared this Excellence Study as part of the Efficiency & Effectiveness
Review of the Government Sponsored Museums & Galleries commissioned by the
Department for Culture, Media & Sport (DCMS). The study topic — Public-Private
Partnerships — was chosen by the Review’s Working Group as a key museum activity for
which the wider adoption of best practice was thought likely to yield significant benefits in
efficiency and effectiveness. The Terms of Reference are included in the Appendices.

This Study has been developed through an iterative process of consultation with the National
Museums and Galleries and through discussion at a seminar. This document should be seen as
a position statement contributing to the debate on Excellence within this area. It does not
purport to be a guide, or manual, on excellence.

Objective

The objective of this report is to identify best and innovative practice in securing private
sector partnership benefits within the museum and gallery sector. In particular, this report
seeks to establish the extent to which public sector experience in the use of public private
sector partnerships could and should be used within the museum and gallery sector, with
reference to the following key issues:

» what, in broad terms, is the use of the private sector in the delivery of goods and services
within the museum gallery sector?

» how does this differ from its use in the rest of the public sector?

» what is the split between goods and services which are unique to the sector and to
institutions within the sector, and goods and services which are more generally consumed?

» what is the split between services for which there is an external market and those for which
there is not?

» to what extent are museums and galleries inhibited in the development of services through
a lack of capital?

» to what extent are private sector skills applicable and to what extent are they being exploited?

» what is the scope for the realisation of greater economies of scale through joint
procurement of services and collaborative partnerships?

Scope

This document contains a summary of the information obtained from the reference sites and

presents emerging findings, including the key issues and lessons learnt from comparison with
Public-Private Partnerships from outside the sector. It will identify recommendations for the

development of best practice and issues for implementation.



Efficiency and Effectiveness of Government-sponsored Museums and Galleries 11

The document is structured as follows:

Section 3 contains:

A description of the range of Public-Private Partnerships;
A description of the aims of the partners in Public-Private Partnerships;
The scope of existing Public-Private Partnerships in the museum and galleries sector;

A description of collaborative projects in the museum and galleries sector.

Section 4 contains examples of how Public-Private Partnerships are currently being used in
the nationally funded museums and galleries sector.

Section 5 contains examples of how Public-Private Partnerships are being used in other
sectors and abroad.

Section 6 contains a summary of our emerging findings and the key issues.

Section 7 contains a summary of outcomes of the discussion seminar, which took place after
the first draft of this document had been produced.

Section 8 contains recommendations for the development of best practice.
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Section 3. Public-Private Partnerships

3.1.

3.2.
3.2.1.

Introduction

A broad range of public private partnership models exists in the museum and galleries sector,
ranging from innovative projects that bring income to the public sector, to more traditional
models of partnership like PFI. This section looks at the respective aims of partners and
examines the partnership models currently in existence. It then examines the use of Public-
Private Partnerships in the wider public sector and describes lessons learnt from these models.

The Aims of Partners in Public-Private Partnerships
The Public Sector

The public sector has a range of objectives it seeks to achieve through entering into Public-
Private Partnerships. These include:

 securing capital investment;

* attaining better value for money;

» improving standards of service delivery.
These are considered below in turn.
Securing capital investment

Although Lottery funding has seen a significant injection of publicly funded capital into the
sector, public investment in the museums and galleries is limited. Given the limited extent of
publicly funded capital museums and galleries have looked to the private sector for capital
investment via a range of models. These include:

» Donations and sponsorship from individual and corporate donors;

* Private Finance Initiative projects;

 Joint ventures with the private sector;

» Financially free standing projects entirely funded from the private sector.
Attaining better value for money

In recent years, public sector reform has encouraged public sector providers to test whether
services, which were traditionally delivered by the public sector, can be provided more cost-
efficiently by a private sector partner. Access to wider economies of scale, competition and risk
transfer give Public-Private Partnerships the potential to offer enhanced value for money.

The museums and galleries sector has used a number of models, including:
« Qutsourcing support services such as facilities management and catering;

» Qutsourcing the total management of a facility;
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» Private Finance Initiative projects;
 Joint ventures with the private sector;
Improving standards of service delivery

Public-Private Partnerships have also been seen as a means of improving standards of service
delivery in the public sector. Outsourcing in both public and private sectors has arisen as a
result of organisations deciding to concentrate resources on core activities central to their
business. Peripheral activities may be more effectively performed by an organisation that
specialises in these services. They may be able to offer service improvements through:

 greater ability to invest in research and development;
* innovation;
 focussed management.

The benefits of outsourcing have been proved in local government, where wide ranges of
services were subject to Compulsory Competitive Tendering (CCT).

The Private Sector

The private sector also has a range of objectives it seeks to achieve in entering into Public-
Private Partnerships. These will include:

» personal interest or charitable donations;
» marketing, including raising the company profile and defining the company image;

 delivering a service as part of its business activities, including short term contracts and
long term business partnerships.

The private sector will wish to equate risk with reward and the balance of risk and reward
will vary according to the private sector’s interests in the partnership. The private sector will
be willing to invest more time and resources in partnership activities which are likely to
deliver higher rewards.

The continuum is illustrated below.

Risk
A ngh
Joint venture
Medium Private
Finance
Initiative
Single Financially
Low service freeistandmg
outsourcing projects
Charitable Total .
donations outsourcing
Sponsorship
Reward
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The Range of Public-Private Partnerships in the Museums and Galleries Sector.

The range of partnerships available to museum and galleries sector and identified in the
previous section are considered below.

Donations and Sponsorship

Donations (i.e. gifts from individuals, charitable foundations and trusts and corporate
donations) tend to be made for specific, high profile projects and are more often given to
support capital projects as a result of fundraising efforts. The donor may or may not gain
publicity from making the donation.

Sponsorship (i.e. investment in return for promotion of the investor company or services) is
more often gained for the promotion of a particular event, exhibition or ongoing activities,
rather than a capital project. Sponsorship arrangements are becoming more sophisticated and
there is a move towards the establishment of longer term partnerships with sponsors, which
evolve in line with the strategic objectives of the partners.

The ability of museums and galleries to raise funds from donations and sponsorship is clearly
dependent on the profile of the organisation concerned. Large, internationally-known
organisations such as the Tate and the British Museum have been successful in fundraising
significant amounts of money for capital projects, but this avenue is not likely to be available
to a smaller scale regional facility.

Detailed consideration of the factors affecting the success of donations and sponsorship
programmes is beyond the remit of this study, although further analysis of how those
successful organisations have achieved this success would be helpful.

Outsourcing of Services

Many museums and galleries outsource a range of support services, such as retail, catering,
storage, security and payroll. These can be distinguished from services that are purchased on an ad
hoc basis (i.e. legal services). Outsourcing is more frequently used in the wider public sector,
particularly by local authorities that have outsourced many support services in recent years, for the
reasons discussed previously. Consequently, there are established markets in the following areas:

e administration;

« facilities management (including building maintenance, energy provision, cleaning and
security);

 personnel services (including payroll and recruitment);
e IT,;
* Internal Audit.

In the museums and galleries sector there appears to be a feeling that most basic services are
suitable for outsourcing, provided that it is possible to control quality and subject to the
agreement of an appropriate price. However, some institutions are of the opinion that the
private sector lacks the requisite skills and experience to deliver the certain specialist services
effectively. Services mentioned in this category were:
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3.3.3.

3.4.

» collection management;

* collection interpretation;

 collection development;

e conservation;

» research;

e marketing;

* visitor services (hosts and interpreters).

Despite this perception, this research suggests that there is scope to open up more of these
activities to competition and that institutions can benefit from the commercial expertise that is
offered by the private sector.

There is also a view that outsourcing is not necessary in the larger museums and galleries as
they are large enough to be able to achieve efficiency savings when services remain within the
organisation. It is important to recognise that the benefits of outsourcing are not limited to
efficiency savings. Outsourcing is an opportunity to benefit from private sector expertise and
learn from their approach to service management.

Private Finance Initiative

There are still relatively few partnerships negotiated under the private finance initiative in the
museums and galleries sector. The catering facility in the British Library is an example of a
successful PFI partnership.

There seems to be some reluctance to consider PFI as a way forward, whilst there is a
possibility of securing funds from sponsorship and donations. PFI is still treated with a degree
of suspicion in some areas and seems to be perceived in terms of profits for the private sector,
rather than the benefits that it can bring to the public sector. When museums and galleries do
consider PFI as an option, there is a tendency to look for ways to ensure a revenue stream
back into the public sector, rather than a straightforward purchase of services from the private
sector.

There are opportunities to develop core services and to exploit assets using PFI and the sector
would benefit from having a central point of information and advice on the application of PFI
to museums and galleries.

Collaboration in the Museums and Galleries Sector

There are a number of innovative collaborations in the museums and galleries sector.
Collaboration in areas of common interest can enable partners to achieve value for money and
can maximise the effectiveness and efficiency of existing functions.

Some collaborations are aided by geographic proximity or common objectives (i.e. those
involving the Science Museum, the Victoria & Albert Museum and the Natural History
Museum) and others are specific to the nature of the collections (i.e. the Aero-Space.com
project).
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3.5.1.

3.5.2.
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There are also a number of examples of museums and galleries selling skills or experience to
other institutions within the sector (i.e. the development of exhibits, which are hired or sold to
other institutions).

Public-Private Partnerships in the wider Public Sector
There is a range of Public-Private Partnerships in the wider public sector, which include:

» outsourcing of services, often as a result of Compulsory Competitive Tendering (CCT);

Private Finance Initiative (PFI);

PFI in local government;

financially free standing projects;

joint ventures.
These are discussed in turn.
Outsourcing

The major growth in outsourcing public services came about as a result of Compulsory
Competitive Tendering (CCT), which was introduced under the Local Government Act 1988.
It was introduced to address a perceived lack of efficiency and customer focus in local
authority services. Initially, the services that were subject to CCT were blue collar, but CCT
was subsequently extended to other white collar and professional services. Contracts were let
for a minimum of 3 years depending on the type of service involved and the necessity for
capital investment. Contractors are paid an agreed fee for the services delivered in the
contract. TUPE (Transfer of Undertakings of Public Enterprises) regulations meant that in
the majority of cases staff employed by the local authority were transferred to the private
sector on their current terms and conditions.

CCT has now been replaced by a duty on local authorities to secure ‘Best Value’ in service
delivery. Best Value was introduced to overcome widely accepted deficiencies in CCT, namely:

* concentration on inputs rather than outputs — there was a tendency for some of those
entering into contracts to specify the means by which the service should be delivered
thereby limiting the private sector’s ability to innovate and propose different solutions;

» performance monitoring — there was a tendency for weighty arrangements for client side
monitoring to be put in place resulting in large client teams and excessive overheads;

* short termism — the short term nature of many CCT contracts mitigated against the
development of long term partnerships with private sector partners and established
adversarial relationships;

Private Finance Initiative

The Private Finance Initiative (PFI) is another way for the public sector to procure services. In
a PFI procurement the public sector is seeking a total solution to its operational needs. The
public sector pays for the delivery of a service rather than buying assets that are then used to
provide a service. The aim of the Private Finance Initiative is to transform Government
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Departments and Agencies from being owners and operators of assets into purchasers of
services from the private sector. It gives the public sector the opportunity to use private sector
innovation and management skills to deliver significant performance improvements and
efficiency savings. PFI procurement is well established in the public sector and there are a
number of successful projects in existence relating to roads, hospitals, prisons, IT systems and
the refurbishment of schools.

PFI projects are structured to provide incentives for the private sector to perform efficiently
and effectively. There are four inter-related principles at the heart of the approach:

» genuine risk transfer;
 output specification;

» whole life asset performance;
» performance related reward.

PFI contracts should only be approved when they are demonstrably better value for money
than a traditional method of procurement, taking into account the private sector’s higher cost
of capital. In most cases value for money will be demonstrated by comparison of private
sector PFI bids with a detailed public sector comparator (PSC). This describes what it would
cost the public sector to deliver the outputs it has specified.

Some early PFI contracts were subject to delays and increased costs. However, a number of
projects have delivered substantial cost savings when compared with traditional procurement
methods.

The Bates Review in 1997 identified 29 recommendations to streamline decision making and
procurement procedures. These were concerned with:

 defining a clear division of responsibilities;

 dealing with the new and inherently complex nature of the PFI process;
* retaining the benefit of acquired knowledge.

PFl in Local Government

PF1 in local government has been facilitated by the establishment of the Project Review
Group (PRG) and the Public Private Partnership Programme (4Ps), along with the production
of a range of guidance. Projects are assessed at an early stage by the PRG and commitment
for support is either given or not as a result of the standard assessment.

The 4Ps offer advice to local government on specific PFI projects and are able to advise on
scoping, market issues and preparation of outline business cases. Lessons learnt from earlier
projects are shared.

Originally a number of Pathfinder projects were given additional support in development and
procurement and the outcomes of these projects have been shared. A set of standard contract
terms and conditions were recently issued by the Treasury, which enables authorities to cut
down on the amount of external legal advice necessary.
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Financially Free Standing Projects

Some public services are delivered by financially freestanding projects where the Government
does not pay directly for the services but the private sector partner recovers costs through
direct charges on private users. An example of this is the tolling arrangements for certain
road and bridge schemes.

Joint Ventures

Examples of joint ventures exist in the local authority sector where partnerships with the
private sector have been set up for services as diverse as refuse collection and street cleaning,
leisure services and provision of residential care for the elderly. A range of models exists, but
the key feature is that the local authority has a share in the special purpose company or trust
delivering the service. It consequently shares in any surpluses or losses.

Typically staff will transfer to the new vehicle under TUPE, but the vehicle has greater
freedom to raise capital and manage innovatively than it would do under local authority
control. In the leisure sector a significant number of local authorities have successfully
transferred leisure centres to charitable trusts, which allows for tax savings as well as other
benefits of externalisation.
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Section 4: Examples of Public-Private Partnerships in the

Museums and Galleries Sector

4.1.

4.1.1.

Royal Armouries Leeds

The Royal Armouries is Britain’s oldest national museum. It began life as the main royal and
national arsenal housed in the Tower of London. In the last 150 years the collection has
expanded to include material from all over the world. As the museum'’s collection continued to
expand, it outgrew the premises available within the Tower of London and as a consequence,
in 1988 the artillery collection was moved to Fort Nelson, near Portsmouth. In 1990, after two
years of preliminary research, a decision was taken to establish a new Armoury in the North
of England, to house the bulk of the collection of world-wide arms and armour.

The Royal Armouries did not have the capital to invest in a new Armoury and was directed by
the Government to look at opportunities to work in partnership with the private sector. The
museum was designed and costed by the Royal Armouries and the project was then tendered as
a private investment opportunity. Investors were secured and a private company was formed,
which built and operated the Royal Armouries in Leeds until the PFI was restructured from 1
August 1999. The private company continues to operate catering, corporate entertainment and
car parking but other operations are now carried out by the Royal Armouries.

Key Terms of the Agreement prior to re-structuring :

Partners Royal Armouries (International) PLC (RAI), a consortium made up of 3i,
Gardner Merchant, Electra and Yorkshire Electricity

Type of Agreement Design, build, finance and operate (NB: Royal Armouries (RA) continue to
operate certain services relating to the stewardship and exhibition of the
collection and visitor information).

Length of Agreement 60 years

Private Sector Capital Investment £14m capital investment from RAI (With £8m non recourse project
finance from the Royal Bank of Scotland. The remaining £6m was provided
by RAI shareholders as a combination of equity and subordinated debt)

Public Sector Capital Investment Royal Armouries contributed 67% of the capital required to set up the
operation (the source of the funding being £20m from HRM, the Crown
agency responsible for managing the Tower of London, £5m from the
Leeds Development Corporation and £3.5m from Leeds City Council).

Value of Contract There is no management fee, but RAI receive all the profits from
admissions, retailing, catering and corporate entertaining. RA is entitled to
a share of the project income in the event that the annual visitor numbers
exceed 1.2m

Transfer of Assets RA has a 999 year lease from British Waterways Board. RAI have 60 year
sub lease from RA.

Specification Although the contract required the operating specification to be agreed
prior to the opening of the museum, this was deferred and the partners
have been subsequently unable to agree the specifications.
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Transfer of Risk

Full transfer of all operating costs to RAI, for the period of the contract

Performance Mechanism

RAI receive profits from admissions etc and therefore, under performance that
has an impact on visitor services will affect their income.

In the event of a failure to perform, amounting to a breach of contract, RA has a
right to step in and take over the running of the services. This right would be
exercised as a last resort. However, as the parties have been unable to agree an
operating specification, it is unclear at what stage this right would be triggered

Benefits

+ It would not have been possible to establish the collection in Leeds without
private sector finance and expertise

+ The risk to the public sector has been minimal in financial terms at this stage,
as there is no requirement to pay for the operating costs.

« There was a local benefit (1,000 jobs were created in Leeds)

Relevant Issues

+ There was an agreement to defer the agreement of operating specifications
prior to the commencement of the museum and the parties have been unable
to agree the specifications subsequently.

+ RAl was formed as a thinly capitalised company and therefore, is reliant on
operating capital to service its debt.

+ The museum has not met RAI's expectations on visitor throughput. However,
visitor numbers are in line with MORI predictions, based on the present level
of admission prices. RAl are making a loss as a result of poor returns on
retailing, admissions and catering.

+ RA has no right of veto over the level of admission prices and RAI assumes
the risk that increases in admission prices reduces the number of visitors.

+ The expected tramway, connecting the museum to Leeds City Centre has not
yet materialised. This connection would have a direct benefit to the Royal
Armouries.

+ The Museum is operated by RAI but key museum services are still delivered
by RA. The two organisations work side by side in the same building. This can
create tensions where the two organisations need to reconcile different
objectives and working practices.

British Library

The British Library is the national library of the United Kingdom providing a leading
resource for scholarship, research and innovation. Its services are based on a collection of
more than 150,000,000 items representing every age of written civilisation, every written
language and every aspect of human thought. The services it provides include:

internationally-important reading rooms and extensive enquiry services;

leading document supply services;

specialist information services in key areas;

essential services for the library, archives and information world; and

facilities for the wider public.

The Library provides document supply services in the UK and overseas. These services
operate at two levels, standard (which is a statutory service) and value-added. The standard
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UK services operate on a cost-recovery basis, whilst the value-added services, and all services
delivered outside of the UK, are priced according to market conditions to generate a surplus.

The Library currently has the right of legal deposit of printed publications and is seeking to
extend this to non-printed materials.

The Library has now moved into a new purpose-built headquarters at St Pancras in London,
completed at a cost of over £500 million. The new library building opened in 1997,
representing the biggest move of books and library services that the world has ever seen. In
1998 the public spaces in the new building (such as exhibition galleries, bookshop, conference
centre, restaurant and cafes) opened and the move will be completed in this year.

The British Library has initiated a number of public private partnership projects in recent
years. Not all have been concluded and in this report we have focused on two projects: the
catering contract which was signed in March 1998 and the Digital Library Programme.

Catering PFI

The original design for the new building at St Pancras included catering facilities and it was
intended that they would be built and equipped during the construction phase and that the
catering service would be sub-contracted or franchised by the Library. However, the finishing
and equipping of these areas were cut from the Construction project as a cost saving measure.
Budgetary constraints and a desire to secure wider value for money objectives led to a
procurement exercise under the Private Finance Initiative. As a result, the Library signed an
eleven year contract with Sutcliffe Catering (UK) Ltd for the provision of catering services to
the St Pancras building, at the beginning of 1998.

Key Terms of the Agreement

Contractor Sutcliffe Catering (UK) Ltd

Type of Agreement Completion and equipping of the catering facilities and the provision of
catering services

Length of Agreement 11 years

Private Sector Capital Approx. £1m in fixtures and fittings

Investment

Public Sector Capital Approx. £50,000 for modifications to the building where it failed to meet the
Investment declared specification.

Value of Contract £130,000 per annum for first 5 years of contract: however, if total net sales

exceed £700,000 per year, the library will receive a concession payment of
between 19 — 21% (depending on levels) calculated as a percentage of the total
sales figure. In order to ensure that the risk on visitor numbers is shared, the
Library will compensate the contractor if the number of visitors falls below
900,000 per annum.

In addition, the first £100,000 of income generated from all events/venue hire
will be retained by the Library. Income in excess of the first £100,000 counts
towards net sales income.
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Transfer of Assets

The assets (fixtures and fittings) are retained by the contractor for the life of the
contract. If the contract is terminated early or determined the assets become
the property of the Library. If the Library terminates the contract in exceptional
circumstances (i.e. change of use of the building) the contractor will receive the
depreciation value of the assets (which has been agreed upfront in the contract).
The assets are deemed to have no value at the end of the contract

Specification

Agreed at outset

Transfer of Risk

There is a shared allocation of risk. As the Library building is a new one, there is
no track record on visitor numbers or visitor behaviour. The contractor took the
risk of converting visitors into catering customers, financing the completion and
equipping the facilities and of providing a successful catering service and profit
share. The Library has underwritten the number of visitors through the front
doors.

Performance Mechanism

Performance mechanisms have been agreed in advance and a failure to perform
will impact on the fixed payment. A range of performance measures are
reviewed formally each month.

Benefits

+ The Library did not have the capital to invest in the completion and equipping
of the catering facilities. This deal has enabled the Library to provide a range
of catering facilities to meet the needs of staff and Library users.

+ The net income to the Library over the period of the contract is estimated to
be £1m skewed towards the latter years of the contract.

+ The contract included catering for staff, the public and research users of the
services. The pricing structure was worked out to permit a discount to staff that
was funded by the income from the public (and thus the Library was able to
guarantee a staff discount without directly subsidising the costs of
providing the services).

Relevant Issues

+ The capital investment required from the contractor meant that the contract
term is longer than the Library is used to, or would necessary have liked.

+ As the contract related to services for a new building, there was no track record
on visitor numbers or patterns of behaviour. This meant that the
original invitation to tender had to be modified to indicate willingness on the
part of the Library to share risk and to broaden the scope to allow for an
additional income stream, in order to attract private sector partners.

+ The scope of the contract is wider than originally envisaged and the
contractor has also been granted the right to participate in the management
and hire of the stand alone Conference Centre Complex, which was not
originally envisaged. This brings additional resource to the function, but also
limits the Library’s revenue from events to £100,000 p.a. (plus the concession
payments when certain sales revenues are exceeded).

+ The lack of track record has impacted on the Library’s negotiating power.

+ The shared allocation of risk, and in particular the underwriting of the visitor
numbers, means that the Library needs to maximise visitor numbers.

+ The Library has had to devote a high level of resource to negotiating and
setting up the agreement and continues to invest resources to monitor the
performance of the contract.

+ The Library has to be aware that this contract is potentially very sensitive to
other changes that it might make (i.e. changes to opening hours).
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Digital Library Programme

In order to meet the challenges posed by the increasing production of, and demand for,
information in digital form, the Library took the decision to work with the private sector to
establish a Digital Library System (DLS). This decision was necessitated by the Library’s lack
of the financial resources and expertise to invest in the digital infrastructure. Following
endorsement by the Department for Culture, Media and Sport they pursued a partnering
arrangement through the Private Finance Initiative.

A market-sounding exercise and subsequent pre-qualification discussions in 1997 encouraged
the Library with respect to the potential of the commercial proposition to satisfy both the
Library’s service and revenue goals and the partner’s requirements for a return on investment.

An invitation to negotiate was issued, inviting proposals to design, build, operate and maintain
a digital library as a financially free-standing PFI enterprise with all the partner’s costs and
return on investment recovered through charges to external users of the services. Bidders
were required to provide value-added services in association with the British Library brand
name, in addition to the Library’s standard services and reading room access.

The Library’s contribution to the partnership comprised the licensed digital exploitation of
those parts of the collection which it owns, use of its bibliographic databases, access to
curatorial expertise, the association of its reputation and service brand name, its existing
customer base, and its relationships with copyright owners and the global library community.

There was only one compliant proposal and the proposed contract terms are set out below.
Unfortunately the negotiations broke down at the end of last year. The Consortium that was
bidding concluded that there was no realistic prospect of closing the gap between the Library
position and the Consortium’s basic requirements. The balance of risk and reward was not
considered to be commercially acceptable, and the prospects for reaching a commercially
acceptable agreement were considered to be remote.

The Library believes that there is still potential for Public-Private Partnerships exploiting
selected value added service areas rather than an all embracing PFI.

Proposed Terms of the Agreement

Contractor Dawson and the Stationary office

IBM would be appointed as a subcontractor

Type of Agreement Design, build, finance and operate
Length of Agreement 10 years

Private Sector Capital £10m

Investment

Public Sector Capital None

Investment
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Value of Contract No standard service payments from the Library, instead it would pass over the
rights to receive revenue from statutory and value added document supply
services, both existing and new.

The Library was looking for a revenue share of any value added services, with a
guaranteed minimum annual payment.

Transfer of Assets Consortium to retain assets, subject to the Library’s option to purchase the
assets and license the software at the end of the contract

Specification Not agreed
Transfer of Risk Not agreed
Performance Mechanism Not agreed
Benefits The Library lacked the capital to invest in the digital infrastructure. A successful

partnership would have allowed it to develop a Digital Information System for
reading room access and long term storage and to develop its existing
document supply services

Relevant Issues + End-to-end control of business processes

+ Revenue share vs profit share

+ Control of BL policy

+ Control of statutory cost recovery services, issues of definition and pricing

+ Uncertainty of future develop-ments in the marketplace, the pace of
technology change and attitude of publishers to granting digital licences

+ Goodwill: is the consortium providing a service or building a business?

4.3. Science Museum

The Science Museum dates back to 1857 when the South Kensington Museum was established.
The Science Museum and Victoria & Albert Museum developed from the original museum.
The arts and science collections gradually assumed their own identities and the Science
Museum and the Victoria & Albert Museum were formally separated in 1909. The extensive
collections on railway history held by British Railways were transferred to the Science
Museum as a result of the 1968 Transport Act. This led to the establishment of the National
Railway Museum in York in 1975. A second initiative was the opening of the National
Museum of Photography Film & Television in Bradford in 1983, which aims to study the art
and the science of images. Collectively the three museums are now known as the National
Museum of Science & Industry.

The National Heritage Act of 1983 meant that the Science Museum was transferred from a
government department to a Board of Trustees with members appointed by the Government.
New interactive galleries, such as Launch Pad and Flight Lab were opened, supplementary
exhibitions were initiated and the Science Museum continued to run a busy programme of
activities and events.

The Science Museum supplements its core funding by:

 corporate sponsorship and donations;
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4.3.2.

 public sector sponsorship and grants;
» Trusts, Foundations and non corporate grants; and
 income from its trading arm, NMSI Trading Limited

It takes an innovative and proactive approach to the development of opportunities to work
with the private sector. To date, the Science Museum has felt that it has proved more suitable
to obtain sponsorship and donations rather than enter into PFI contracts.

Corporate Partnership Programme

The National Museum of Science & Industry has a Corporate Partnership Programme.
Private sector partners are offered a specified range of benefits relating to four available levels
of membership at all of its three Museums. As well as employee benefits such as free or
discounted admission and discounts on purchases at the Museums’ Shops, Corporate Partners
receive complimentary tickets, invitations to special previews of exhibitions, and discounts on
the use of Corporate Facilities. Behind-the-scenes tours give Corporate Partners the
opportunity to see objects and exhibits not normally available to the general public. Patrons
include British Telecommunications Plc, Glaxo Wellcome Plc, SmithKline Beecham and the
UK Steel Industry.

Collaboration with other Museums
The Science Museum collaborates with a number of other public sector bodies. For instance:

» The Science Museum led a consortium of eight museums in the LASSI (Larger Scale
Systems Initiative) project. This developed and agreed a common specification and
Framework Agreement for a collections management system. Any UK museum can use the
Framework Agreement, which sets terms and conditions for the software. The software has
been acceptance tested for the central Framework Agreement, so any museum that
purchases a license is assured that it will function according to the specification.
Calculations of the benefits showed that this could save UK museums several millions of
pounds in staff time and software costs. The arrangement is administered by the Museums
& Galleries Commission.

* It operates a joint library with Imperial College.

It has collaborated with the Natural History Museum, Victoria & Albert Museum and
Imperial College to secure a heating system and with the Natural History Museum and
Victoria & Albert Museum on the procurement of high voltage electricity.

It shares a switchboard with the Natural History Museum.

It also jointly sources internal audit services with the Natural History Museum and shares
storage facilities in West London with the Victoria & Albert Museum and the British
Museum.

Like many other museums, the Science Museum designs exhibitions, which it leases or sells to
other national and international museums and science centres. Although this can have a high
return, it is also high risk and it is hard to enforce agreements.
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National Collections Centre

Only a small percentage of the collection is on display at South Kensington. The Science
Museum has two storage sites: smaller items are stored in West London, and larger objects at
their Wroughton airfield site near Swindon.

The Science Museum is looking to develop the storage accommodation at Wroughton and
offer facilities to other museums for the secure storage of their collections. The National
Collections Centre will be managed to maximise access to the collections both for the public
and for the purpose of research. In addition to storage facilities, the Science Museum will offer
value-added services to other museums. Museums using the facilities will be able to chose from
a range of services, depending on their specific needs.

The National Collections Centre, which will utilise existing buildings on the site, is not yet
established. A formal options appraisal will be undertaken for it, and the Private Finance
Initiative will be one of the options that are analysed. There may be scope for public private
partnership arrangements, for instance in catering or accommodation.

DCMS have committed £1.4 million for land purchase and initial development of the project.
The Science Museum also hopes to secure lottery funding for the work.

Wellcome Wing

In 1976 the Science Museum acquired the valuable Wellcome Collection of over 125,000
objects. The Collection spans the history and practice of medicine from the ancient Greeks to
present-day techniques, and is continually updated to map developments in biochemistry and
genetics. In the early 1980s, objects from this collection were placed on permanent display.

The Wellcome Trust has funded a number of projects at the Science Museum. This financial
support is given to meet projects that are compatible with the Trust’s objectives and further an
interest in Science. Therefore, Trust monies will not usually be given to fund core operational
activities, such as office accommodation. Their grant has made a very significant contribution
in enabling the Science Museum to build the new Wellcome Wing, which is due to open in the
summer of 2000. The Wellcome Wing will occupy roughly half of the available site at the
west end of the existing Museum. The remainder of the site will be devoted to a centre for
the public understanding of science on Queen’s Gate, an associated Forum for scientific debate,
and the remainder will be landscaped.

The Wing will feature new, fast-turnover displays on cutting-edge science and technology;,
including some exhibitions that are renewed weekly. In addition, there will be new thematic
galleries on biomedical science (notably genetics and brain science) and digital technology.
Both of these will bring the latest in these critically important areas of science and
technology to Museum visitors, through innovative hands-on exhibits and exhibits of objects
from their collections. Multimedia displays that will enable visitors to engage directly with
contemporary science and technology. On-line electronic access to huge new audiences all over
the world will be an integral feature of the galleries in the Wellcome Wing.

The Science Museum has secured substantial funding and sponsorship from a host of
supporters, including Pfizer and Glaxo Wellcome (biomedical gallery), Intel and Agfa Gevaert
(digital gallery), and the Garfield Weston Foundation.



Efficiency and Effectiveness of Government-sponsored Museums and Galleries 27

4.3.5.

4.4.

The Wellcome Wing would not have been possible without private sector support and
sponsorship.

Other Public-Private Partnerships
The Science Museum has developed some innovative partnerships with the private sector:

» Toshiba have sponsored an interactive visitor information network throughout the Science
Museum, which will be fully operational in late summer 1999. The terminals and screen
graphics have the Toshiba logos and they benefit from the advertisement of their products.

» The Science Museum has licensed its logo for use on the simulator machines in the
museum. The machines are operated and maintained by a private partner, who provided the
capital investment, and the Science Museum gets a percentage of any profits that it
receives;

» The Science Museum has gained sponsorship-in-kind to install a state of the art combined
heat and power unit for the Science Museum premises, which will be configured so that the
public also has access to it as an exhibit.

* An anonymous donation enabled the Science Museum to fund a disability adviser post to
improve disabled access and facilities at the museum.

e A number of blue chip UK companies have entered into a 10 year agreement to support and
renew The Challenge of Materials exhibition.

Tate Gallery

The development of the Tate Gallery of Modern Art at Bankside is an example of the
development of a major new international cultural facility. It is funded by a combination of
National Lottery grants, grant for English Partnerships and private and corporate donations
and sponsorship. Details are given below.

Use of a Private Finance Initiative was discounted at the planning stage of the project
because it was believed that sufficient funds could be raised by fundraising. It was also decided
to manage the design and construction of the building by the gallery.

Key Terms of the Agreement

Type of Agreement Construction management contract
Length of Agreement Construction period

Private Sector Capital £5m finance lease

Investment

£50.75m donations and sponsorship (currently £2.5m off target)

Public Sector Capital £50m National Lottery
Investment
£12m English Partnerships

Value of Contract £117.75m
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Transfer of Assets

None

Specification

Construction management contract for construction of gallery

Transfer of Risk

Construction

Performance Mechanism

LADs

Benefits

Retention of control of design in complex project

Perceived reduction in cost of construction by accepting risk of construction
management

Relevant Issues

+ The Tate takes a pragmatic approach to different projects driven by

capabilities, risks and reward.

The Tate decided to retain the vast majority of the risk of this project in-house
because it was confident of its ability to fundraise sufficient money to bridge
the gap with other funding. This was assumed at the outset and has been
delivered. Clearly the ability to fundraise at this level is only open to a small
number of internationally important institutions and for specific projects.

This project was a unique building without template and was bound to be
subject to changes in requirements from the Tate throughout the design and
construction phases. The construction management approach was chosen to
maximise value for money and flexibility, although it relies on a high degree
of expertise being available or bought in house to manage the construction
process

In operating Bankside the Tate will adopt a ‘what works' philosophy and will
utilise the economies of scale from its other London sites to deliver certain
services. It has no preconceptions about services that can and cannot be
externalised, although it is clear that it is selling a ‘whole experience’, so needs
to exercise care in retaining control over all aspects of this experience for
visitors. It has taken different decisions in its Liverpool site to those it is taking
at Bankside based on local labour conditions and other influencing factors.

It used a founding corporate partner scheme for the Tate — 25 companies to
back it for 3 years with a flexible range of benefits available.

Other contracts

The Tate outsources the majority of facilities management at all of its existing sites. It is in
the process of retendering and packaging together multiple contracts. In London it currently
delivers catering services from an in-house team.

In the facilities management contract are building maintenance, some security, and boundary
site security. The only services considered inappropriate for outsourcing were:

 conservation, because there is no private sector market;

» marketing, because it is an integral part of the public face of the operation;

 collection storage, because of the lack of specialist expertise in the market and the Tate’s
requirement for continual changes to its works on display and those consequently in store;

 curating, because of the requirement for an in-depth knowledge of the collection.
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Other issues

The Tate has a wholly owned subsidiary company, which deals in publishing, merchandising
and retailing for the Tate brand. Profits are ploughed back to the Tate.

The Tate is very keen to keep control over the brand of the Tate because this is what it sells
both at its sites and in its merchandising activities. It is important to integrate retail with the
Tate experience by co-ordinating what is sold with what is in the gallery.

Collaboration in back of house services could bring great benefits but would not be easy to
establish because of the diverse interests of the institutions concerned and the migration costs
at the outset.

British Museum

The British Museum is currently in the process of procuring two major capital projects, for
which distinct funding and procurement routes have been used. These are:

» Development of a storage and education centre close to the British Museum;
» Conversion of the Great Court at the British Museum.

Below we concentrate on the development of the storage and education centre.
Storage and Education Centre

This is being developed as part of a larger development that will include a hotel and retail
facility on the same site. The building was bought by the British Museum.

Key Terms of the Agreement

Contractor Consortium between Granada and Bovis

Type of Agreement PFI contract

Length of Agreement 25 years

Private Sector Capital £32m

Investment

Public Sector Capital £8m Lottery grant

Investment

Value of Contract £40m

Transfer of Assets No

Specification Reconstruction and operation of building. Provision of a secure and conditioned
environment.

Transfer of Risk Full risk transfer for maintenance of environment in storage and education
centre. The contractor has the full risk of building maintenance, but British
Museum staff have responsibility for other facilities management activities
including visitor welcoming, most security, and care of objects.
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Performance Mechanism

Payment according to availability and quality

Benefits

To be seen

Relevant Issues

+ The perception has been that this is a lengthy and expensive method of
procurement. Advisory fees have been very expensive because of the ground-
breaking nature of the deal.

+ There were a limited number of bidders prepared to do business because of
the complexity of the project.

+ The split of responsibilities between contractor and the Museum evolved
based on the Museum'’s belief that it could not contract out of care for
objects or the public.

Other contracts

In theory it would outsource any operational contract apart from:

Security, because of the vetting requirements for staff, although these could be contracted

for;

Cleaning, because of security;

IT, because it is too expensive to outsource because the turnover is not big enough;

Visitor welcoming, because this is an essential part of the experience.

Other issues Arising from discussions at the British Museum

The Museum has a wholly owned subsidiary concerned with merchandising, publishing and
retail, which ploughs profits back into the museum.

The Museum felt it was unlikely that museums will collaborate because they are so
independent and it would involve a lot of time and effort.
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Section 5: Examples of how Public-Private Partnerships are being

used in other Sectors and Abroad

5.1

In this section we discuss how private sector partnerships are being used in other similar
sectors and abroad.

Heritage Projects

Heritage Projects is an independent operator currently managing 6 facilities. These are:
» The White Cliffs experience in Dover;

» The Jorvic Viking Centre in York;

» The Oxford Story in Oxford;

» The Canterbury Tales in Canterbury;

» A Day at the Wells in Tunbridge Wells;

» The Archaeological Resource Centre (ARC) in York.

Heritage Projects owns and manages the sites at Oxford and Canterbury and manages the
other sites on behalf of clients, which are local authorities in Dover and Tunbridge Wells and
Trusts in York. The company also provides consultancy advice on the feasibility and
development of new attractions.

The sites that are managed on behalf of clients are done so on a total facility basis. The
operator is paid a pre-agreed management fee and is responsible for all aspects of:

* Product development;

 Visitor services;

 Building management and maintenance;
» Catering and retailing;

e Marketing.

Heritage Projects prepares an annual business plan for clients, which estimates visitor
numbers and any profits or losses. Standard admission charges are just under £5 for most of
the sites. It also produces an annual marketing strategy, which makes proposals for
development of products and how they should be marketed. The client will approve the
marketing strategy and the interpretation of the material.

These projects are managed on short-term contracts of one to three years. Heritage Projects
do not share in the risk or reward of door receipts and do not invest in these facilities.

For the facilities it owns Heritage Projects carries out all management functions and takes the
operating risk.
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It is currently working on the development of a new attraction for Portsmouth City Council,
the New Millenium Tower. This is being designed, built, financed and operated by a
consortium including Heritage Projects. This will be operated on a 20-year contract and
payment from the Council will be based on visitor numbers. Clearly this demonstrates a
significantly greater degree of risk transfer and reward to the private sector than in the other
contracts.

Key issues

» Operators such as Heritage Projects are concerned with the commercial development and
management of sites and facilities and do not generally have the objective of stewardship
in the way that the museums and galleries sector does;

« Heritage Projects is operating in the local authority/private Trust museum sector, which is
usually supported by the authority or Trust and does not cover costs purely by admissions.
In the local authority sector shortfalls may be funded as part of an economic development
budget. The exception to this is the Jorvic Viking Centre, which makes a significant annual
profit.

» Operators such as Heritage Projects are able to offer clients commercial expertise, which
they may not possess in-house, in managing and marketing facilities. This is a market in
which there are relatively few players, the other key ones being Tussauds, Vardens and
Gardner Merchant.

» Operators will balance the risks and rewards of the opportunities on offer. For example
Heritage Projects does not normally invest in its managed sites, but contract lengths are
short. For the Portsmouth attraction currently in development it will have a 20-year
contract and will share in the risks and rewards of its success;

* In order to invest in a project and take elements of the operating risk, the operator will
wish to be involved at the earliest possible stage and in particular to verify the assumptions
on which visitor numbers are based. It will also wish to be involved in the design of the
facility in order to ensure that it is developed to maximise its commercial potential.

Hadrian’s Wall Tourism Partnership

Hadrian’s Wall Tourism Partnership is a public private sector partnership promoting
sustainable tourism around Hadrian’s Wall World Heritage Site. Northumberland Tourist
Board initiated the project, with involvement in and support from key organisations with an
interest in the Hadrian’s Wall World Heritage Site. The project is funded by the partners and
the European Regional Development Fund (under objectives 2 and 5b). Private sector funding
contributes less than 10 % of the core funding, but there is ongoing work to secure private
sector sponsorship.

The project spans an 80 mile coast to coast “corridor” across the narrowest part of England,
following Hadrian’s Wall from the mouth of the Tyne to the Solway Firth, and a narrow strip
down the West Cumbria coast following the Roman coastal defences. Leisure and Business
tourism is estimated to be worth around £200m in the area covered by the partnership.
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The management plan for the project was published in July 1996. The project has an initial life
span of five years and work is underway to extend the project by a further five years. The
objectives of the project are:

» To develop a high quality tourism product which meets the needs of the independent,
environmentally-aware tourist;

» To achieve an increase in visitor spending;

* To encourage more people to leave their cars at home and travel by public transport and
other, non-motorised, means;

* To encourage more British tourists to take short breaks in the area by extending the
tourism season into the quieter months;

» To stimulate visitor interest in the management and conservation issues surrounding World
Heritage Site designations and encourage them to play a part in caring for the area’s special
features.

There are currently 20 partners representing local authorities, English Heritage tourist boards
and other public and private sector organisations with an interest in the area.

The project has been successful in uniting a number of diverse organisations, each with
different aims and objectives, and providing a forum where they can work together to promote
sustainable tourism. The benefits of this joint initiative include:

» Achievement of “Value for Money” through the pooling of resources;
* Increased awareness and co-operation between partner organisations;
» Co-ordinated marketing approach in UK and abroad,;

» Co-ordinated presence at exhibitions in UK and abroad;

* The development of visitor packs;

 Joint projects focusing on:

product development;

increasing visitor’s spending and breaks in the quiet season;
co-ordinated work on public transport;

investigating the possibilities of “branding” Hadrian’s wall; and
stimulating visitor interest in the management and conservation issues.

Aero-Space.com

The Director of the Royal Air Force Museum (Dr Michael Fopp) has, under the supervision of
his Trustees and with the approval of his sponsor Department (MoD), been personally
working on an initiative to set up a public-private partnership to provide a global resource of
digital material from Air and Space Museums. The partnership is structured around a special-
purpose company that will provide the resources to place digital representations of the
collections from partner museums throughout the world onto the internet. The museums will
own the assets (i.e. the digital representations) and licence their use. The aim of the project is
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to exploit the digital assets commercially to provide global access and financial returns for the
partners. In addition to paid access to the digitised collection, it is anticipated that there will
be free access for schools and educational establishments.

Whilst the museums will not directly control the company, a consortium of partners will be
formed to represent their interests, with a non-executive position on the Company’s Board. In
addition to royalties, it is anticipated that the museum partners will be paid a “dividend
donation”.

Information Technology in this area is developing rapidly and many museums are not able
fully to exploit the digital versions of their assets. This project will give museums an
opportunity to increase access to their collection at minimum risk to the museum. The project
has the potential to develop innovative uses for the assets (such as interactive access) and
hence maximise the royalty potential. Although the project is still in its development phase,
approximately 25 Air and Space museums have expressed an interest and private sector
interest is high.

DCMS were consulted when the project was conceived and there have been subsequent market
soundings. Market research indicated that the private sector was not interested in getting
involved in the project under the Private Finance Initiative. They felt that the length and
public nature of the PFI procurement process would mean that the concept of the project
would be put into the public domain and, as a result, the project would lose its competitive
edge. Despite the fact that the project is not proceeding under PFI, the proposed structure of
the deal will effectively transfer the risk in developing and exploiting the digitised collections
to the private sector.

USA

Public-Private Partnerships operate in a number of sectors in the USA. There is an
established market in facilities management and outsourcing, particularly in public housing
projects. The importance of relationships with the private sector is recognised by the Arts and
Humanities sector and federal agencies in this area are working to encourage non-
governmental funding for projects.

The National Endowment for the Humanities

The National Endowment for the Humanities (NEH) is a federal agency that supports learning
in history, literature, philosophy, and other areas of the humanities. It funds research,
education, museum exhibitions, documentaries, preservation, and activities in the United States
of America. From its creation in 1965 through the end of fiscal year 1998, the NEH has
awarded more than $3.1 billion for 56,000 fellowships and grants. Some of these grants have
required one-to-one matching funds from private-sector donors and have been matched by
$348 million in non-federal contributions. Grants made by the NEH challenge grants
program, requiring $3 or $4 in matching funds for each federal dollar, have generated more
than $1.2 billion in non-federal support for America’s libraries, colleges, museums and other
eligible humanities institutions since the program began in 1977.

One of the largest public-private partnership in NEH’s history was a joint initiative to support
advanced research fellowships in the humanities at the nation’s independent research libraries,
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museums, and other centres for advanced study. In this initiative, NEH provided $2.5 million
and the Andrew W Mellon Foundation $4.8 million, to support 170 fellowships in various
centres for advanced study.

In another example, a four-way humanities partnership was established to produce The New
Georgia Guide. In this partnership the Georgia Humanities Council managed, compiled and
edited the Guide, Governor Zell Miller — provided leadership and money, the University of
Georgia Press in Athens — published the book and the private sector and philanthropic
community provided more than half the money.

The National Endowment for the Arts (NEA)

Public-Private Partnerships are clearly recognised as being key to the development of the Arts
in the USA and one of the NEA's strategic goals in their strategic plan for 1999 — 2004 is to
strengthen its partnerships with the public and private sectors in order to afford greater
funding opportunities to arts organisations. By developing the market at this level, the benefits
will extend to the projects and institutions that they support.

Australia
Government Support for Public-Private Partnerships

Similarly, the Australian government is working to encourage and facilitate Public-Private
Partnerships. An example of this was the “Seizing the Sponsorship Initiative” run by the
Department of Communications and the Arts and the Australia Foundation for Culture and
the Humanities. A series of workshops and breakfast seminars were designed to enhance
sponsorship knowledge, understanding and skills. Representatives of sponsoring businesses
explained their needs and priorities in forming partnerships, using interactive workshops
designed to educate the business and cultural sectors on the mutual benefits of forging
partnerships to achieve common goals.

Cultural tax incentive programs such as the Department of Communications and the Arts
Taxation Incentives for the Arts Scheme and the Register of Cultural Organisations help
encourage philanthropic support through community donations.

The Powerhouse Museum

The Powerhouse Museum has taken a proactive approach to securing long-term relationships
with its sponsors. Rather than seeking a passive provision of financial support it aims to achieve
a close working relationship with its sponsors. This strategy stems from the Museum’s belief
that building and managing successful partnerships between the arts and industry depends on a
shared strategic vision, a clearly defined agreement, effective relationship management, a
commitment to the evolution and renewal of the partnership over the long term.

Key elements of their strategy are:
* recognition of the need to devote time, energy and resources to secure new sponsorship;

* recognition of the consequences of a change in the strategic direction and personnel
involved in the relationship and needed to rebuild loyalty and generate enthusiasm to
ensure that there is no loss of momentum or drive;
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recognition of the sponsor’s strategic direction, sponsorship objectives and expectations;

a written agreement which defines the parameters of the partnership and includes a
description of sponsored activity; the objectives and benefits of the sponsorship; exclusivity
arrangements; duration and critical dates; the size and placement of sponsor logos on
signage and marketing communications; ownership of intellectual property and other
assets; sponsorship cost (cash and in-kind) and payment requirements; the evaluation and
reporting process (including any targets to be achieved); and conditions for renewing and
terminating the agreement;

reassessment of the partnership in the event of any change in the corporate strategy of
either partner, and a proactive approach to identifying alternative projects which fulfil the
revised objectives of the partners;

an awareness of opportunities (actual and potential) to add value to the relationship.
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Section 6: Emerging Findings

6.1.

6.2.

6.3.

Introduction

This section discusses the findings emerging from our research in the following categories:

the wider public sector;

the market;

the museum and galleries sector abroad,;
the museum and galleries sector in the UK;

managing a public private partnership.

These are discussed in turn below.

The wider Public Sector

Lessons learnt are in the areas of outsourcing and PFI projects for capital schemes.

Outsourcing

Outsourcing of contracts is likely to deliver greater benefits when the following are applied:

services should be specified by outputs rather than inputs, in order to give the private sector
an opportunity to propose innovative solutions;

performance monitoring should include a mixture of self regulation and spot checks;
cumbersome client side procedures should be avoided;

performance indicators should be SMART - specific, measurable, achievable, relevant and
timely;

the service to be procured and the view of the market should determine contract length.

PFI

the division of responsibilities should be clearly defined,;

there should be mechanisms to deal with the new and inherently complex nature of the PFI
process;

there should be mechanisms to retain the benefit of acquired knowledge.

The Market

There are different issues concerned with:

the market for support services, which can be applied to other sectors;

those which are specific to the museums and galleries sector; and
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» he market for design, build, and finance of new facilities.
Support services

There are established markets in the outsourcing of a range of support services which can
offer advantages to the museums and galleries sector in terms of increasing value for money
and producing innovation in management. These service areas include:

administration and estate management;

« facilities management, including building maintenance, energy provision, cleaning, security;
visitor services etc.;

» personnel services including payroll, recruitment etc.;
e IT;
e Audit.

Doubts were expressed as to the ability of the private sector to deliver some of these services.
For example it was suggested that outsourcing cleaning services was more expensive because
of a requirement to supervise external staff for security purposes. It was also felt by some
that visitor services should be retained in house because of the importance of this area to the
public’s enjoyment of a visit. However, these views were not completely consistent and some
institutions were happy to outsource services like cleaning.

Our research leads us to believe that where there is an established market and the institution is
large enough to be able to offer a contract of interest to this market, there are advantages to
be gained in exploring the possibility of Public-Private Partnerships without preconceived
ideas of what will or will not work. Effective procurement can specify particular requirements
for security clearance or use of staff skilled in dealing with the public etc.

Where the market is not established, it could be developed and there is a need for a central
body to take the initiative in promoting the possibilities in this area.

Specialist services

There is a limited market in the more specialist side of museums and galleries activities,
although the experience of the local authority heritage sector in using companies such as
Heritage Projects indicates that there is potential for this market to develop.

Those services which were generally considered inappropriate for delivery by the private
sector were:

» Collection management
 Collection interpretation
» Collection development
» Conservation

* Research
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6.4.

* Marketing
e Curating

With the exception of marketing, all of these services are currently delivered almost
exclusively in-house and consequently there is no established market in the private sector.

The experience of the local authority museum sector demonstrates that some interpretation
and marketing can be delivered by the private sector with the authority retaining ‘editorial
control’.

Our research leads us to believe that the use of the private sector in the services listed above is
less likely to deliver benefits because of the absence of an established market. \WWe believe there
is potential for the private sector to deliver interpretation and marketing within a total facility
management package if the museum or gallery retains ultimate control over the content of
interpretative and marketing material.

Design, build, finance and operation of new facilities

The general PFI market demonstrates that there is considerable private sector interest in the
market for design, build, finance and operation of public buildings. Schools, prisons, hospitals,
and others have all been developed via PFI usually with a consortium of a construction
company, many of which now include facilities management arms, funders and specialist
operators.

Schools and hospitals have generally been developed with retention of the core professional
services, i.e. clinical and teaching services, by the public sector but prisons have been developed
on a total facility management basis.

Clearly the market interest in a particular project will depend on the balance of risk and
reward available to the private sector. Whist the numbers of occupants of schools and prisons
can be estimated with some certainty in the future, this is not the case for numbers of visitors
to museums. However, Government funding of museums and galleries does not rest on visitor
numbers and this is not likely to be the case in the future. For those facilities which are
developed on the basis of a charge being made the extent to which the risk of setting and
collecting this charge is transferred to the private sector will be key. Close consideration to the
appropriate allocation of risks, particularly with respect to demand risks, should be given at
the outset of any project.

The Museums and Galleries Sector Abroad

Although detailed research into Public-Private Partnerships outside the UK is beyond the
remit of this study, our preliminary research indicates that attention is focusing on the private
sector as a source of additional financial assistance, as government grants and support
programs are under increasing demand from an expanding cultural sector. Government
agencies in USA and Australia have identified the need to develop private sector interest at a
higher level and have implemented initiatives to encourage partnerships. However, it would
appear that these initiatives focus on levering in sponsorship and donations.
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In the USA, federal agencies are forcing humanities projects to seek private sector funding by
requiring match funding for grants. In some cases the grant conditions will require as much as
$3 or $4 in matching funds for each federal dollar.

Without further research into this area, it is not possible to evaluate the success of these
initiatives, but clearly there is benefit to be gained from developing private sector interest in
the museums and galleries sector.

The Museums and Galleries Sector in the UK

The experience of the museums and galleries sector in the UK in Public-Private Partnerships
is mixed. While there are examples of successful outsourcing, sponsorship, and collaboration,
PFI projects have not proceeded smoothly. These are considered in turn below.

Outsourcing

Museums and galleries have most frequently outsourced support facilities for which there is an
established market. There appears to be reluctance on the part of some institutions to consider
fully the potential benefits that may be realised by widening the scope of contracts or
collaboration.

The starting point for a decision on outsourcing is an objective assessment of how efficiently
and effectively the service is currently carried out in-house. This can be done by comparing
performance with other operators in the sector and with the results of market testing. If
performance is below an acceptable level, then outsourcing should be considered as an option
for delivering service improvements.

In the context of total facility outsourcing the decision will rest on different factors. If the
objective is to transfer as much of the operating risk as possible away from the public sector,
then compelling reasons should be found for excluding services.

Sponsorship

Museums and galleries often depend on sponsorship and donations to develop new projects.
The ability of an institution to raise funds from donations and sponsorship is dependent on
the profile of the organisation concerned. Large institutions with strong branding and high
public profile have been successful in raising significant amounts of money for capital projects,
but as the sponsorship market becomes more competitive, museums and galleries have to look
for ways to “sell” the benefits of sponsorship to the private sector and to add value to
traditional sponsorship arrangement.

One of the limitations of sponsorship is that sponsors can attach conditions to funding and
may be reluctant to fund core operational activities. Institutions may need to consider
alternative forms of partnerships in order to develop core functions.

Sponsorship is a partnership and the relationship needs to be treated as a long-term one rather
than passive provision of financial support by the private sector. Once the relationship with the
private sector partner has been established, it is vital to dedicate resources to the maintenance
and development of the partnership. It is important to keep track of changes in personnel and
to ensure that the communications with the sponsor company are at the right level.



Efficiency and Effectiveness of Government-sponsored Museums and Galleries 41

6.6.

There are opportunities to add value to existing sponsorship partnerships and it is important
to keep abreast of any changes in personnel or the corporate objectives of the partnership in
order to identify new projects.

A written agreement between the sponsor and the public sector partner clarifies the
expectations of the parties and avoids misunderstandings. It also establishes the longer-term
relationship and builds a framework for the evolution of the relationship.

Collaboration

Collaboration with other museums and galleries can enhance purchasing power and can
maximise the effectiveness and efficiency of existing functions. The LASSI consortium project
described in 4.3.2 above is a good example of this. However, our research indicates that
attitudes to collaboration vary across the sector. Some institutions feel that the diversity of
collections is an obstacle to collaboration. The projects initiated by the Science Museum
demonstrate that this is not necessarily a limitation. The common aim to care for and preserve
national collections provides an opportunity to work together.

Clearly there is scope to sell services or facilities to other museums or galleries. However
unless this is done on a truly commercial basis, with the parties entering into enforceable
contracts, there are limitations.

PFI

Where PFI projects have been entered into in the UK it has been to provide an injection of a
shortfall of capital and to improve value for money. Our research demonstrates that there has
often been a lack of overall planning at the outset and that there has not always been sufficient
interest from the market. The projects have been extremely complex and costly in terms of
time and professional fees and have not always delivered a successful outcome.

The problems identified with early PFI projects in other areas of the public sector appear to
apply here:

o Lack of clear division of responsibility;
» Lack of mechanisms to deal with inherently complex nature of the process;
* Inability to share in lessons learnt by others.

To some extent these problems have obscured the benefits of PFI and explain the perception

of PFI in the sector. Institutions need encouragement to identify opportunities to use private

sector innovation and management skills to deliver significant performance improvements and
efficiency savings.

In addition we discovered a series of specific issues related to the management of PFI projects
which are discussed below.

Managing a Public Private Partnership

The success of any public private partnership will be dependent on the strength of the
partnership and the effort that goes into developing and maintaining a good working
relationship.
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Good internal project management will have a significant effect on the success of the project
and the relationship with the project partners. A project steering group should be established
to oversee the project, sign off deliverables and make recommendations to management. Below
that, an effective project team should be established to manage the project through to its
completion. The roles and responsibilities of the project team and steering group should be
clear. A project manager should be appointed to liaise with the partners and ensure that the
project stays on track.

The project team’s skills and experience should be supplemented by good legal and financial
advice and support should be sought from DCMS and institutions that have entered into
successful Public-Private Partnerships in the past. Trade organisations and special interest
groups can also be a valuable source of support and information.
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Section 7: Seminar

Once we had completed the first draft of this study and agreed the outcomes with the project
sponsor, we held a discussion seminar with representatives of the state sponsored museums
and galleries. These discussions were useful and enabled us to test our original
recommendations.

A number of additional issues began to emerge in the seminar. In particular:

Institutional structures do not encourage the development of Public-Private Partnerships
or collaborations with other museums and galleries. Funding criteria (particularly for
Lottery funding) could be developed to encourage museums and galleries to achieve greater
economies of scale, secure capital investment from the private sector and work
collaboratively with other institutions.

At present museums and galleries are investing a great deal of time and resources in the
competition for funding and grants. The requirement to use resources in this way will
ultimately impact on their ability to achieve innovation;

Given that some institutions have voiced a fear that efficiency savings will be “rewarded” by
a cut in funding, there is a need for any funding criteria to be explicit and transparent;

The development of Public-Private Partnerships and collaboration requires a considerable
investment of time and resources. Institutions felt that they did not have sufficient control
of their overall resources to be able to make the necessary adjustments to priorities, to
enable this investment to take place in the absence of any additional funding;

PFI requires a longer term financial commitment in times of funding uncertainty. This
needs to be recognised and funding agreements structured accordingly;

There needs to be recognition that innovation in this area brings with it the risk of failure.
Failure should be evaluated and used positively to inform future projects;

There needs to be greater clarity about the types of collaboration that will be supported.
For instance, should institutions be looking at global partnerships?
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Section 8: Recommendations for the Development of

Best Practice

8.1.

8.2.

Introduction

Our research indicates that there is considerable potential in the museums and galleries sector
for the development of public and private partnerships to achieve:

 capital investment that would not otherwise be available;

* better value for money;

» improved standards of service delivery.

This section describes our recommendations for best practice in the following areas:
* recommendations for Government ;

» recommendations for institutions.

These are detailed below:

Recommendations for Government

Recommendation 1:

DCMS should look at the model of the Public-Private Partnership Programme (4Ps) and
establish a body of expertise to provide advice and assistance on best practice for all Public-
Private Partnerships in the sector and to offer support to individual institutions in developing
and procuring partnerships. This body could be part of QUEST or reside within DCMS. It
should be proactive in promoting the full range of Public-Private Partnerships and should
offer practical advice and assistance on how to make partnerships work. The scope of Public-
Private Partnerships covered by this body should be wide ranging and include:

 PFI;

» Qutsourcing;

» Collaboration between Museums and Galleries;

 Joint ventures;

» Financially free standing projects;

» Sponsorship and donations; and

» Partnerships with the voluntary sector and the use of volunteers.
Recommendation 2:

DCMS should develop funding criteria to encourage collaboration and reward innovation and
the development of relationships with the private sector.
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8.3.

8.3.1.

Recommendation 3:

DCMS should commission a study to compare the funding of museums and galleries in the
UK with the funding of equivalent institutions in North America, Australia and Europe.

Recommendations for Institutions

Recommendations for institutions are divided into the following categories:
 project planning;

* engaging with the market;

e outsourcing;

 sponsorship;

» collaboration;

* PFI and other Public-Private Partnerships.

Project Planning and Evaluation

Recommendation 4:

Institutions should consider the potential for Public-Private Partnerships at the initial stage of
project planning as a matter of course, for both capital and revenue schemes.

Recommendation 5:

Institutions should consider the potential for entering into partnerships with the private sector
to maximise the utilisation of the full range of their assets (including collections, and
intellectual and real property).

Recommendation 6:

The project team should have the requisite knowledge and experience to manage the project
through to completion. The team should have access to expert legal, financial and human
resources advice.

Recommendation 7:

The evaluation process should be ongoing and the results should inform future projects.

8.3.2.

Engaging with the Market
Recommendation 8:

Market research should be carried out prior to procurement of a public private partnership.
This should seek views from the market on:

¢ contract scope;
e risk transfer:
e technical issues;

e alternative solutions.



46

8.3.3.

8.34.

Efficiency and Effectiveness of Government-sponsored Museums and Galleries

Recommendation 9:

Contracts should be packaged to make them as attractive as possible for the market while still
delivering project objectives. This should include consideration of:

e packaging services together;

» extending the contract length;
 including additional services;

* innovative solutions;
 collaboration with other institutions.
Recommendation 10:

Proposals for risk transfer should be made explicit to the market and form the basis of
subsequent negotiations. Risk transfer should follow the principle that the party best placed to
manage a risk is responsible for it. Proposals to transfer demand risk should be accompanied
by robust, verifiable assumptions of likely demand.

Outsourcing
Recommendation 12:

Specifications should be output based and should include an analysis of:

objectives;

purpose;

* SCOpe;

» performance;
e compliance;
e constraints;

* risk; and

alternative solutions.
Recommendation 12:

Client-side monitoring procedures should be streamlined to ensure that adequate but not
excessive arrangements exist for contract monitoring and a working party should be set up to
learn from existing practices in this area and develop best practice. Performance indicators
should be specific, measurable, achievable, relevant and time-limited (SMART).

Sponsorship
Recommendation 13:

When entering into a sponsorship agreement, the parties should consider the following
aspects of the agreement:
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8.3.5.

8.3.6.

the parameters of the partnership;

a description of sponsored activity;

the objectives and benefits of the sponsorship;

exclusivity arrangements;

duration and critical dates;

the size and placement of sponsor logos on signage and marketing communications;
the use of the institution’s logo (or other intellectual property) by the sponsor;
the publication of the relationship (by either party);

confidentiality;

ownership of intellectual property and other assets;

sponsorship cost (cash and in-kind);

web site links;

payment requirements;

the evaluation and reporting process (including any targets to be achieved); and

conditions for renewing and terminating the agreement.

Collaboration

Recommendation 14:

Institutions should consider the potential for collaborating with other museums and galleries
and a working party should be set up to learn from existing collaborative projects in the
sector and develop opportunities. Alternatively the Consortium of Administrators could take
on this role.

PFl and other Public-Private Partnerships

Recommendation 15;

In addition to the previous recommendations, institutions should:

anticipate the effect that new technology or a change in the law will have on the project and
legislate for this at the outset;

ensure that the risks are transferred to the partner that is most able to sustain them
throughout the period of the contract;

be flexible and creative to ensure that all partners benefit from the partnership;

agree the structure for the future of the partnership at the outset and legislate for potential
problems;
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» agree operating or output specifications at the outset. In the event that there is an
“agreement to agree” the contract should define the structure and timeframe for reaching
agreement and legislate for a failure to agree;

 ensure that where there are two differing organisational cultures working together to
deliver services, there is clear project management of all operating functions and
responsibilities, a clear understanding of the sponsor institution’s statutory responsibilities
and objectives, and a procedure for reconciling differences.
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Section 9. Appendix 1: Terms of Reference for this Study

Best Practice in the use of Public-Private Partnerships

Objective

To identify best and innovative practice in securing partnership benefits within the museum
and gallery sector

Scope

The study will establish the extent to which public sector experience in the use of public
private sector partnerships could and should be used within the museum and gallery sector.

Key Issues

what, in broad terms, is the use of the private sector in the delivery of goods and services
within the museum gallery sector?

how does this differ from its use in the rest of the public sector?

what is the split between goods and services which are unique to the sector and institutions
within the sector and goods and services which are more generally consumed?

what is the split between services for which there is an external market and those for which
there is not?

to what extent are museums and galleries inhibited in the development of services through
a lack of capital?

to what extent are private sector skills applicable and to what extent are they being
exploited?

what is the scope for the realisation of greater economies of scale through joint
procurement of services and collaborative partnerships?

what is the scope for use of voluntary staff?

Proposed Approach

establish in broad terms how public private sector partnerships are developing within the
public sector;

establish how these trends are manifesting themselves within the museum gallery sector;
identify the opportunities and constraints for greater take-up of the wider trends;
review best-practice examples of public-private sector partnerships;

identify the key features of best practice;

identify the potential impact of the wider adoption of best practice within the sector.



