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AUDIT COMMITTEE 

 
AGENDA 

 
8th Meeting, 2008 (Session 3) 

 
30 April 2008 

 
The Committee will meet at 10.00 am in Committee Room 1.   
 
1. Decision on taking business in private: The Committee will consider whether 

to take agenda item 5 in private.   

2. Financial overview of Scotland’s Colleges 2006/07: The Committee will 
receive a briefing from the Auditor General for Scotland on his report entitled 
“Financial overview of Scotland’s colleges 2006/07”. (AGS/2008/3) 

3. Performance overview of sport in Scotland: The Committee will receive a 
briefing from the Auditor General for Scotland on his report entitled “A 
performance overview of sport in Scotland”. (AGS/2008/4) 

4. The First Scotrail passenger rail franchise: The Committee will receive a 
briefing from the Auditor General for Scotland.  

5. Consideration of approach: The Committee will consider its approach to the 
Auditor General for Scotland’s report entitled “Financial overview of Scotland’s 
colleges 2006/07”. (AGS/2008/3) and “A performance overview of sport in 
Scotland”. (AGS/2008/4) 

6. Section 22 Report on Western Isles Health Board (in private): The 
Committee will consider a draft report on its inquiry. 

 

Tracey Reilly                   
Clerk to the Audit Committee, Room T3.60   
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SCOTTISH PARLIAMENT AUDIT COMMITTEE 
 
WEDNESDAY 30 APRIL 2008 
 
REPORT BY AUDITOR GENERAL FOR SCOTLAND 
 
FINANCIAL OVERVIEW OF SCOTLAND’S COLLEGES 
 
 
1. The Auditor General’s financial overview of Scotland’s colleges for 2006/07 was 

published on 24 April 2008. This is the first financial overview report on the college sector 
since December 2003. 

 
2. The report comments on the financial performance of Scotland’s colleges in 2006/07 and 

the factors that have contributed to that position. It considers the challenges the college 
sector is likely to face in the next few years. It also considers the governance 
arrangements in place at both the Scottish Funding Council and individual colleges. The 
report has four parts: Financial performance 2006/07; Factors contributing to improved 
financial performance; Financial challenges faced by colleges; and Governance 
arrangements. 

 
3. The key messages outlined in the report are: 
 

• The overall financial performance of Scotland’s colleges has improved over the last 
five years, moving from an overall operating deficit of £6 million in 2002/03 to an 
overall surplus of £16.9 million in 2006/07.  

 
• The number of colleges recording operating surpluses has increased and the overall 

accumulated surplus has grown to £98.9 million. 
 
• This improving position has been achieved by increases in funding; a sustained 

concentration on financial security by the Scottish Funding Council and colleges; and 
a renewed focus on networks and peer support within the sector. There has also 
been significant capital investment since 2000 with a number of major campus and 
estates developments.  

 
• The sector continues to face a number of challenges over the next few years 

including a tighter financial settlement and the risk of reductions in other sources of 
funding. Seven colleges forecast deficits in at least one of the next three years. 

 
• Governance arrangements appear to be generally sound although there remains 

some room for improvement. In general, there is evidence to show that lessons are 
being learned from those colleges where weak governance arrangements have led to 
financial difficulties. 

 
• The Scottish Funding Council and colleges should continue to work together to 

achieve financial sustainability within the sector.  
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SCOTTISH PARLIAMENT AUDIT COMMITTEE 
 
WEDNESDAY 30 APRIL 2008 
 
REPORT BY AUDITOR GENERAL FOR SCOTLAND 
 
A PERFORMANCE OVERVIEW OF SPORT IN SCOTLAND 
 
 
The overview report on sport in Scotland was published on 29 April 2008. It examines the 
structure and funding of sport and performance against national targets. It also considers the 
funding implications of hosting the 2014 Commonwealth Games, and the risks associated 
with staging major events. The scope of the report is limited to those areas where information 
is publicly available.  
 
The key messages outlined in the report are: 
 

• Public bodies in Scotland spend on average more than £558 million a year on sport. 
Councils are responsible for around 90 per cent of this (£511 million); sportscotland 
spends around £26 million; and sport has received an average of £21 million each 
year over the last three years from lottery funding, although this source of funding is 
declining.  In addition, the public sector has committed £298 million to the cost of 
staging the 2014 Commonwealth Games.  

 
• There is no clear link between the national strategy for sport and councils’ investment 

of money in facilities and services across Scotland. The development of an 
outcomes- based approach to performance management provides an opportunity to 
clarify the links between national and local strategies, and ensure they are aligned. 

 
• A national audit of sports facilities in 2006 identified that investment of around £110 

million a year for the next twenty five years is needed to bring them up to an 
acceptable standard. There is no nationwide investment strategy.  

 
• Significant amounts of national funding have been targeted at two priorities: 

increasing participation in sport and developing Scotland’s elite athletes. Performance 
in these areas is mixed. Targets for young people’s participation are not being met, 
and adult participation is declining. Performance is better against the target for elite 
athlete performance.  

 
• The Commonwealth Games in 2014 offer a major opportunity to attract visitors and 

investment to Scotland.  Preparations for the Games are in the early stages - this 
report highlights key areas which will need to be managed carefully to ensure that the 
games are delivered to time and cost and achieve the benefits expected. Audit 
Scotland will manage how the risks are being managed in relation to the Games.  
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The First ScotRail 
passenger rail franchise  
 
Project Brief, revised April 2008 

 
 

 

Audit Scotland is undertaking this study on behalf of the Auditor General for 
Scotland and is carrying out the study through the powers of the Auditor General 
under section 23 of the Public Finance and Accountability (Scotland) Act 2000 to 
examine the efficiency and effectiveness and economy with which public bodies 
use their resources in discharging their functions. 
 
Audit Scotland is a statutory body set up in April 2000. It provides services to the 
Accounts Commission and the Auditor General for Scotland. Together they ensure 
that the Scottish Executive and public sector bodies in Scotland are held to account 
for the proper, efficient and effective use of public funds. 
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Introduction 

1. More than 75 million rail passenger journeys were made in Scotland during 2006/07, with 

demand expected to increase as road congestion worsens. Passenger rail services in 

Scotland are provided through a franchise contract between the Scottish Government and 

a private train operating company. The current franchise was awarded to First Group in 

August 2004, with the franchise officially commencing as First ScotRail in October 2004. 

The Scottish Government agency Transport Scotland is responsible for letting, 

subsidising and managing the franchise and monitoring First ScotRail’s performance. 

This study will assess how well Transport Scotland is monitoring and managing the 

current rail franchise and examine First ScotRail’s performance against the targets and 

standards set out in the franchise contract. We have extended the scope of the study to 

review the process for awarding the franchise extension. 

 

Current legislative and policy background 
2. The Railways Act 2005 established the current regulatory structure for rail in Britain, with 

most of the funding, strategic planning and management of Scotland’s rail industry 

devolved to the Scottish Executive1. The Act also enabled Scottish Ministers to develop a 

long-term strategy for rail in Scotland. Scotland’s Railways was published in December 

2006, detailing Scottish Ministers’ twenty-year vision for rail in Scotland2.  

 

3. Scotland’s Railways shares the strategic aims of the National Transport Strategy3 to 

improve journey times and connections, reduce emissions, and improve the quality, 

accessibility and affordability of public transport in Scotland. Scotland’s Railways’ vision 

for rail passenger services is to provide:  

• World class train services which connect city regions and major towns and provide 

journey times and a quality of service competitive with car and air travel. 

• High quality interchange stations linking rail services and providing easy transfer from 

other public transport, car and cycle transport, and walking. 

• Rail services that are attractive to commuting passengers and offer high quality, 

reliable travel. 

• Rail services that consider environmental issues, including air quality and noise 

emissions, when selecting trains (rolling stock). 

 

                                                      
1 Prior to September 2007 the Scottish Administration was generally referred to as the Scottish Executive. It is now 
called the Scottish Government. When dealing with the earlier period this brief refers to the Scottish Executive but in 
all other instances it refers to the Scottish Government. 
2 Scotland Railways, Scottish Executive, December 2006 
3 National Transport Strategy, Scottish Executive, December 2006 
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Why Audit Scotland is undertaking this study 

The rail franchise is the largest contract let by Scottish Ministers 
 
4. The First ScotRail franchise is one of the largest in the UK, covering more than 95 per 

cent of Scotland’s internal train services and the long distance sleeper service between 

Scotland and London. The franchise was established as a seven-year term with the 

option to extend the contract for a further three years. Scottish Ministers approved the 

franchise extension in April 2008, extending the First ScotRail franchise to November 

2014. The level of subsidy to be paid over the franchise is likely to be around £2.8 billion4, 

making it the largest contract let by Scottish Ministers5.  

 

5. The annual subsidy paid to First ScotRail offsets the costs of providing rail passenger 

services. The subsidy in 2006/07 was £282 million, with £570 million in subsidies paid 

since October 20046. To date more than 90 per cent of the subsidy payments were fixed 

amounts known in advance, with performance-based payments accounting for the 

remainder. Given the significant costs involved it is important that Transport Scotland 

manages the franchise in the most economic, efficient and effective way. 

 
There is great public interest in the quality of the service delivered 
by the rail franchise 
 
6. Rail transport is a vital service for Scotland, providing access to employment, education, 

services and leisure activities. With more than 75 million rail passenger journeys made in 

Scotland during 2006/07 and demand expected to increase, the quality of the service 

delivered by the franchise is an issue of significant public interest and one which 

frequently receives media coverage. 

 

7. First ScotRail has a number of service obligations it is required to deliver under the 

franchise agreement, namely: 

• Provide, as a minimum, the level of service provided under the previous franchise 

operated by the National Express Group between 1997 and 2004. 

• Meet the reliability, punctuality and capacity performance targets and standards as 

set out in the franchise agreement. The targets become more demanding over the 

franchise term to encourage continuous improvement. Performance is incentivised, 

with financial penalties deducted from subsidy payments when targets are not met. 

• Meet 37 train and station service benchmarks, including cleanliness, security, 

accessibility, comfort, and travel information. Service beyond benchmark levels is 

                                                      
4 Based on 2007/08 pricing. 
5 Rail Franchise Team: Third Anniversary yearbook, Transport Scotland, October 2007 
6 The Strategic Rail Authority and Strathclyde Passenger Transport were responsible for the subsidy payments 
during 2004-05 and the early part of 2005-06. 
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also financially incentivised, with payments for above and penalties for below 

benchmark performance.  

• Deliver a £40 million capital programme of station, passenger information, safety, 

security and train stock improvements.  

• Deliver initiatives aligned with Scotland’s Railways’ strategic policy objectives7.  

  
There may be lessons to be learned that can be applied to future 
franchise development 
 
8. Following the awarding of the franchise extension, the First ScotRail franchise is now a 

third of the way through its ten-year term. This study provides an opportunity to identify 

lessons to be learned from Transport Scotland’s management of the franchise, including 

the awarding of the three-year extension, and the franchise’s performance. These 

lessons can be applied to developing the franchise further before any franchise term 

commences. For example, with 26 rail franchises operating in the UK, there is scope for 

lessons to be learned by comparing First ScotRail’s franchise arrangements and 

performance to other franchises. 

 
Responsibilities for rail services in Scotland are complex and not 
well understood 
 
9. Although most of the funding, strategic planning and management of Scotland’s rail 

industry is devolved to the Scottish Government, a number of rail functions for Britain 

continue as Westminster reserved responsibilities (for example, health and safety and 

Disability Discrimination Act compliance). Transport Scotland does, however, provide 

guidance to the appropriate British bodies on reserved matters as they affect Scottish 

railways. Exhibit 1 (following page) illustrates the structure and relationships involved in 

providing passenger rail services in Scotland. 

 

10. Transport Scotland and First ScotRail consult with Passenger Focus8 and the Mobility 

and Access Committee for Scotland9 (MACS) on rail passenger related matters in 

Scotland. First ScotRail passengers’ satisfaction is assessed as part of Passenger Focus’ 

national rail passenger surveys. First ScotRail also consults with the statutory Regional 

Transport Partnerships10 (RTPs) regarding regional timetable requirements and 

performance. 

 

                                                      
7 This obligation was introduced by the franchise extension agreement. Which initiatives will be delivered is at the 
discretion of Scottish Ministers. 
8 Passenger Focus is the UK’s independent rail consumer watchdog, established under the Railways Act 2005 and 
replaces the regional Rail Passengers’ Committees. 
9 MACS is a statutory advisory body established in 2002 to advise the Scottish Executive on disability issues 
regarding transport. 
10 The seven Regional Transport Partnerships were established by the Transport (Scotland) Act 2005 to allow local 
authority and other regional representatives to manage the strategic overview for transport in their region. 
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11. Network Rail owns and operates Britain’s rail infrastructure (tracks, signals, bridges, 

tunnels and most stations), and receives funding from the Scottish Government to 

maintain and improve Scotland’s infrastructure. First ScotRail leases stations11 and the 

use of the tracks in Scotland through station leases, station access and track access 

agreements with Network Rail. Given the franchise is for a limited period with no 

guarantee of renewal, First ScotRail leases its trains from rolling stock companies. 

 
Exhibit 1: Passenger rail service structure in Scotland 
 

 
 

Source: Audit Scotland 
 

12. The Office of Rail Regulation (ORR) is responsible for setting regulatory targets for 

Network Rail and for monitoring their delivery, including the setting of terms and fees for 

                                                      
11 Except for Edinburgh Waverley and Glasgow Central stations which Network Rail manage as they are used by 
more than one passenger train operating company, and Glasgow Prestwick station, which is privately owned. 
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the station leases, station access and track access agreements. Following the Railways 

Act 2005, ORR is also responsible for ensuring that Network Rail, train operating 

companies (including First ScotRail), and rolling stock companies comply with rail specific 

health and safety regulations and that First ScotRail and Network Rail comply with their 

operating licences. The Department for Transport (DfT) oversees the UK’s compliance 

with European Union rail strategies and safety standards and the Disability Discrimination 

Act 1995.  

 

13. Audit Scotland has not previously examined rail activities in Scotland. Given the 

responsibilities for rail services in Scotland are complex and not well understood, the 

study provides an opportunity to clearly set out these responsibilities.  

 

Aims and objectives 

14. The overall aim of the project is to assess Transport Scotland’s efficiency and 

effectiveness in managing the franchise and First ScotRail’s performance against the 

franchise terms. The project will also identify where franchise management and 

performance may benefit from further improvement which could provide better value for 

money.  

 
15. The key objectives of the study are to:  

• Review the context in which rail passenger services in Scotland operates.  

• Evaluate whether Transport Scotland is effectively managing the First ScotRail 

franchise.  

• Review the process for awarding the franchise extension. 

• Assess First ScotRail’s performance against the terms of the franchise agreement.  

 

Scope and methodology 
16. The study will set out the context in which the franchise operates by reviewing the 

Scottish railways structure, including how First ScotRail works with other rail bodies, user 

groups and other transport providers, and the costs involved in delivering passenger rail 

services in Scotland. We will review the franchise agreement itself, identifying the main 

terms of the agreement, including the service delivery obligations, performance standards 

and targets, capital investment requirements, and its alignment with other government 

policies. 

  

17. The study will evaluate Transport Scotland’s management arrangements for the 

franchise, including whether calculation of the levels of subsidy, incentives and penalties 

is accurate, and its monitoring of capital investment performance. The study will also 

evaluate how Transport Scotland monitors First ScotRail’s performance, including 
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whether appropriate performance measures and targets are used; and any barriers that 

may be inhibiting Transport Scotland’s management and monitoring of the franchise. 

 

18. The study will review the awarding of the franchise extension, including whether there 

were clear specifications and requirements, and if so whether they were met, and the 

timing of the extension award. The study will also examine the amendments made to the 

franchise by the extension agreement and how these were informed. 

 

19. The study will assess First ScotRail’s performance against the standards and targets set 

out in the franchise agreement (such as train punctuality, passenger satisfaction and the 

extent to which rail services are made accessible to all) and alongside that of other rail 

franchises. We will also assess First ScotRail’s delivery of the £40 million capital 

programme of station, passenger information, safety, security and train stock 

improvements. 

 

20. We will use a range of methods to obtain evidence concerning First ScotRail’s 

performance and Transport Scotland’s management of the franchise:  

• Desk research – review relevant documents such as the franchise agreement and its 

amendments, legislation and policy documents, and management and monitoring 

policies and reports.  

• Performance data – analysis of performance data for First ScotRail collected by 

Transport Scotland, Passenger Focus and the DfT, and relevant comparative 

performance data of other UK franchises collected by the DfT. 

• Financial data – analysis of actual costs compared to budgets, including the 

calculation of payments for good performance and penalties for poor performance. 

• Interviews – structured interviews with Transport Scotland, First ScotRail, other 

relevant bodies, rail experts and stakeholders. 

 

21. Triangulation will be used wherever possible when evaluating the evidence collected. For 

example, we will compare First ScotRail’s punctuality performance figures to those of 

other rail franchises, alongside passenger satisfaction levels with punctuality and 

comments regarding punctuality from interviews. 

 

22. The study will not assess:  

• The development and awarding of the 2004 franchise - The 2004 franchise was 

developed and awarded prior to the Railways Act 2005 which devolved these 

functions to the Scottish Government. Our review of how the franchise was 

established will be limited to how inheriting the established contract affects the 

funding, and Transport Scotland’s management and monitoring, of the franchise.  

• The value for money of individual projects within the franchise’s capital investment 

programme – This study will assess First ScotRail’s progress in delivering the 
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programme, including the extent to which the intended benefits have been delivered, 

and Transport Scotland’s strategic management and monitoring of the programme. 

However, it is not feasible within the timescale of this study to assess the value for 

money of each of the individual projects within the programme.  

 

Diversity and equalities 
23. Under the Disability Discrimination Act 2005, rail services (including trains, stations and 

information) need to be accessible to all with well-designed environments, and 

passengers feeling safe, secure and comfortable. The study will examine the extent to 

which relevant equality and diversity issues are taken into consideration in the provision 

of rail services in Scotland. 

 

Study impact 
24. It is anticipated that this study will:  

• Enhance understanding of the rail infrastructure and rail passenger services in 

Scotland. 

• Bring to Parliament’s attention First ScotRail’s performance against the contract and 

Transport Scotland’s management of the franchise. 

• Provide public assurance on what is working well and recommendations for how 

other service and management aspects can be improved. 

 

Links to other work 
25. The study links to other work undertaken by Audit Scotland, including the annual audit of 

Transport Scotland (we will liaise closely with Transport Scotland’s appointed auditor 

during the course of the study to ensure a coordinated approach is taken), the transport 

overview report, and the major capital projects review12. The teams involved in these 

projects will work together to ensure that common issues and information needs are dealt 

with in a cohesive manner.  

 

26. The National Audit Office is due to publish a study on rail re-franchising procurement in 

England and Wales. We will draw upon this study for comparisons, where appropriate, 

between re-franchising processes used with other UK rail franchises and the awarding of 

the First ScotRail franchise extension. 

 

27. We will also take account of work by the Transport Scotland (internal audit of the 

management of the franchise) and Passenger Focus (national rail passenger surveys and 

                                                      
12 The rail franchise’s capital programme does not involve major projects, however a number of other rail projects are 
included in the major capital projects review.  
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relevant research projects). The project team has established links with relevant staff 

from these bodies. 

 

Project staffing and resources 
28. The project team comprises: 

• Tanya Drury, Project Manager (FT) 

• Caroline Wilson, Performance Auditor (0.2 FTE) 

 

The project team will also seek additional analysis support for the study.  

 

29. The project will be undertaken in the Public Reporting Group Central Government 

Directorate under the general direction of Mark MacPherson, Portfolio Manager. 

 

Project outputs and target timescales 
30. The study will result in the publication of a national report by the Auditor General in 

October 2008. The timetable for the study is as follows: 

• Project brief approved     Jan 2008 

• Fieldwork and analysis     Feb – Mid July 2008 

• Report drafting and clearance    Mid July – Oct 2008 

• Publication      Nov 2008 

• Project review / follow-up work / monitoring impact Dec 2008 - Feb 2009 

 

31. The timetable will be kept under review as the scope and methodology are finalised in 

consultation with the project advisory group and with approval from the Auditor General 

for Scotland.  

 

Project advisory group and stakeholders 
32. A project advisory group of senior level stakeholders will be set up which will meet at key 

intervals during the project.  The role of the advisory group is to provide independent 

advice and feedback to the project team to help ensure the work is relevant and meets 

the needs of stakeholders.  Advisory group members sit in a personal capacity and do not 

formally represent their organisations. Individuals from the following have agreed to sit on 

the group:  

• Transport Scotland 

• First ScotRail 

• Network Rail 

• Passenger Focus  

• Mobility and Access Committee for Scotland  

• Strathclyde Partnership for Transport 

• Association of Train Operating Companies 
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33. The study has a number of additional stakeholders (such as the seven RTPs, DfT, the 

Office of Rail Regulation, and the Parliament’s Audit Committee and Transport, 

Infrastructure and Climate Committee). These stakeholders will also be sent a copy of the 

project brief to inform them of the study content and timetable.  

 

Further information/comments 
34. If you have any questions about this project brief please contact Tanya Drury at 

tdrury@audit-scotland.gov.uk on 0131 625 1872, by fax on 0845 146 1009 or in writing to: 

Audit Scotland, 18 George Street, Edinburgh, EH2 2QU. 

 

 

mailto:tdrury@audit-scotland.gov.uk
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SCOTTISH PARLIAMENT AUDIT COMMITTEE 
 
WEDNESDAY 30 April 
 
REVISED PROJECT BRIEF 
  
THE FIRST SCOTRAIL PASSENGER RAIL FRANCHISE  
________________________________________________________________ 
 

1. Audit Scotland is currently undertaking a performance audit study assessing the 
performance of the First ScotRail franchise and Transport Scotland’s management of 
the franchise, on behalf of the Auditor General.  

 
2. The franchise was established as a seven-year term with the option to extend the 

contract for a further three years. Scottish Ministers approved the franchise 
extension on 2 April 2008, extending the First ScotRail franchise to November 2014. 

 
3. Due to concerns around commercial sensitivities and confidentiality, Transport 

Scotland did not notify the study team of the intention for the franchise extension to 
be awarded. Audit Scotland has had some initial discussions with Transport Scotland 
regarding the circumstances involved in the early extension to the contract. 

 
4. The project brief for the study has been revised in light of the franchise extension 

being awarded. An additional objective has been added to the study to review the 
process by which the franchise extension was awarded.  

 
5. The study now has four key objectives. These are to:  

• Review the context in which rail passenger services in Scotland operate.  
• Evaluate whether Transport Scotland is managing effectively the First ScotRail 

franchise.  
• Review the process for awarding the franchise extension. 
• Assess First ScotRail’s performance against the terms of the franchise 

agreement. 
 
6. The study will review the awarding of the franchise extension, including the timing of 

the extension award and whether there were clear specifications and requirements, 
and, if so, whether they were met. The study will also examine the amendments 
made to the franchise by the extension agreement and how these were informed. 

 
7. The Auditor General’s report on the First ScotRail passenger rail franchise will be 

published in Autumn this year. 


	02.S3.08.8.A - Agenda Final.doc
	The First ScotRail passenger rail franchise Project Brief, revised April 2008 

	03.S3.08.8.2 Colleges breifing note.doc
	SCOTTISH PARLIAMENT AUDIT COMMITTEE 
	WEDNESDAY 30 APRIL 2008 
	REPORT BY AUDITOR GENERAL FOR SCOTLAND 

	05. S3.08.8.5 Audit Scotland rail franchise project brief revised April 20081.doc
	 
	 
	 
	The First ScotRail passenger rail franchise  
	 
	Project Brief, revised April 2008 

	06.S3.08.8.6 Briefing Note rail franchise.doc
	ADP92.tmp
	The First ScotRail passenger rail franchise Project Brief, revised April 2008 

	ADP9E.tmp
	SCOTTISH PARLIAMENT AUDIT COMMITTEE 
	WEDNESDAY 30 APRIL 2008 
	REPORT BY AUDITOR GENERAL FOR SCOTLAND 




