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Introduction 

The Chartered Institute of Public Finance and Accountancy (CIPFA) Directors of Finance Section 
welcomes the opportunity to respond to the Scottish Parliament’s inquiry into the methods used to 
fund public sector capital investment projects. 
 
Asset Management Planning 

Equally important to the method of funding of capital projects is to ensure that the correct projects 
are getting the available resources.  
 
Historically, the public sector has been poor at asset management and option appraisal. Capital 
expenditure should always be based upon sound asset management plans and an appraisal of the 
options of each project. This is stressed in the CIPFA Prudential Code for Capital Finance in Local 
Authorities.  
 
Asset management plans should be long-term and take account of both the desired service 
outcomes and the condition of the current asset base to determine where investment should be 
directed to deliver the service outcomes. 
 
It is relatively straightforward to establish the condition of individual assets. However, planning 
ahead for service outcomes and examining how current and new assets might be used to meet 
these over the long-term is a challenging exercise.  
 
Local Government in Scotland is committed to the implementation of effective asset management 
though it is recognised that councils are at different stages of its development. 
 
Two examples of areas where longer term planning has been applied are in relation to Housing 
Stock Transfer and PPP/PFI. In these cases whole life costs over, typically, a thirty-year period, are 
taken into account when preparing the business plan for investment.  
 
One of the strengths of PPP/PFI is that it ensures that the asset is properly maintained over the 
period since, because of the contract, the resources are ring fenced and cannot be redirected or 
reduced to achieve short-term objectives. However, there is no reason why other mechanisms 
could not be used to ensure this commitment. The proper adoption of asset management by 
councils should mean that more attention is focused on the whole life cost and the same long-term 
approach will be taken whatever the delivery vehicle. 
 
The downside of a long-term agreement is that there is less flexibility to adjust service provision to 
meet changing demographic or service demands. 
 
Scale of Investment 

As councils development asset management plans for all their assets, it is becoming clear that the 
current funding levels from the Scottish Government make it very difficult to deliver on the 
implications of asset management as the quantum of funding is not currently sufficient. 
  
As all councils more fully develop asset management, there is a real challenge as to how to provide 
sufficient resources at a national level to properly plan and maintain assets in the long-term.  
 
As well as allowing resources to be targeted more effectively, asset management planning also 
highlights the impact of historical under-investment. 
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Funding Options 

Having highlighted the need for a proper framework to identify the capital investment requirements 
it is appropriate to consider how these might be funded.  
 
Scottish Councils presently have a number of options open to them for capital investment including: 
 

(i) Supported Borrowing: This is the capital allocation for each authority for which the 
borrowing is funded through the financial settlement. It is open to individual councils to 
allocate this according to their priorities and can therefore be directed towards 
delivering a councils asset management plan. 

 
(ii) Prudential Borrowing: This is capital that each council can raise through the using its 

own revenue funds to meet its borrowing costs. Again this can be directed to the 
priorities of the councils’ asset management plan. It should be noted that one means of 
funding borrowing is through raising additional Council Tax. However, the Scottish 
Government’s policy is to seek to freeze Council Tax at 2007/08 levels with the 
objective of replacing it.  

 
(iii) Capital Receipts: Any receipts generated by councils in disposing of assets are 

available to be used for investment. Again this can be directed to the priorities of the 
councils’ asset management plan. 

 
(iv) Finance/ (Operating) Leases: Leasing is only undertaken when it demonstrates better 

value than borrowing. Leasing can provide an advantage in providing flexibility in terms 
of harnessing changing technology. Operating leases also provide an effective means 
of accessing asset disposal markets. 

 
(v) Capital from Current Revenue: It is open to councils to use revenue budgets to fund 

capital expenditure directly. However, in doing so they are competing with existing 
pressures on revenue budgets. 

 
(vi) Capital Grants: These are usually given for a specific purpose, either to support a 

specific initiative that a council is delivering as one of its priorities or, more usually, to 
direct investment in a specific service or area. Due to their specific nature they do not 
necessarily represent the priority for investment and the availability of the grant, rather 
than asset management plans, may influence the project delivered. 

 
(vii) PPP/PFI: The complex nature of PPP/PFI projects means that it is only appropriate for 

larger projects. However, significant additional investment has been made by this 
method. In relation to Schools, PPP was the only option available to councils for major 
projects. Compared to PWLB rates available to councils, PFI represents a more 
expensive borrowing option. 

 
Accepting that the funding should be driven by proper asset management leads to the conclusion 
that funding streams should provide the flexibility for authorities to deliver their own asset 
management plans. The successful implementation of prudential borrowing demonstrates the 
responsible approach that local government has to capital investment. Proposals for a new Single 
Outcome Agreement should ensure that the objectives of local and national government are 
consistent. 
 
PPP/PFI 

PPP/PFI offers a number of potential advantages over “traditional” procurement. In considering 
appropriate methods for investment it is important to distinguish between the financing elements 
and the procurement aspects. 
 
One of the aspects of PPP/PFI has been that the assets have not counted against public sector 
borrowing. However, it remains to be seen if the introduction of International Accounting Standards 
will change this treatment.  
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The securing of private finance is more expensive than government borrowing would be. However, 
the long-term commitment of the investor to the overall success of the project over the long-term is 
another important advantage. 
 
PPP/PFI also provides benefits in terms of risk transfer, albeit at a cost. These relate to both the 
long-term operation of the asset and the design and construction costs. Inevitability, risks 
associated with changes associated with demography etc. remain with the commissioning 
authority. There is no reason why the same degree of construction risk cannot be transferred to a 
traditional project and there is evidence that this is already being done for some schemes. 
However, tying together the design, construction and maintenance of assets remain an important 
benefit. 
 
Historically, cost increases in public sector projects are often attributable to variations in scope. 
Design and build contracts could assist in risk transfer and lessen the likelihood of scope changes.  
 
It should also be noted that the complex nature of PPP/PFI projects results in significant set up 
costs that are only justifiable for significant projects.  
 
Experience from one council is that using a borrowing/partnership approach it was possible to 
design, procure and build two schools in 18 months, whilst it took two years to set up the contacts 
for a PPP project undertaken around the same time. 
 
Evidence from smaller, and particularly island councils, suggests that PPP/PFI projects on a 
smaller scale are less attractive to the private sector and has led to the development of alternative 
models for delivery. Unless there is a competitive market the scope for achieving best value is 
reduced. Capacity issues in the market place have made it difficult for some councils to attract 
interest in construction projects. 
 
The development of a number of different models including Non-Profit Distributing Organisations 
demonstrates that a range of options are open for consideration. Rather than assuming that there 
is one model applicable to all projects, an option appraisal should be carried out for each project to 
determine the most appropriate financing and delivery structures. 
 
Scottish Futures Trust 

The Scottish Government is considering the creation of a Trust to take forward capital procurement 
and investment. It is understood that this Trust may act as a vehicle for the financing of projects, 
possibly through the issue of bonds. 
 
Any proposals which seek to reduce the costs of capital procurement by reducing financing costs 
or retaining profits would be welcome. However, in the absence of any specific proposals it is not 
possible to comment further at this stage. 
 
Joint Schemes 

In order to achieve best value in procurement many Councils are now entering into joint capital 
schemes with local health boards or other community planning partners. These may involve simple 
joint procurement agreements or a "hub" approach. In each case, the procurement route must be 
taken into consideration when determining which funding option is most appropriate. 
 
Joint schemes between different public bodies can be complex because of the differences in 
governance and accounting rules, including VAT status. 
 
It is also worth recognising the significant investment that councils make towards developments 
that are owned by community groups or through Common Good funds. Any holistic view of asset 
management should consider the total asset base being used to deliver public services. 
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Conclusions 

The critical aspects of future capital funding should be that: 
 

• Capital investment is based on robust asset management; 
 

• Sufficient resources should be distributed on the basis of need to enable authorities to 
deliver their priorities in accordance with their asset management plans; and 

 
• The best procurement and financing option should be identified on a project by project 

basis following a comprehensive option appraisal. 
 
The CIPFA Directors of Finance Section would be happy to provide any supplementary information 
in respect of any of the issues raised above. 
 

 


