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Introduction 

In 2000 Falkirk Council successfully completed the very first schools PPP project in Scotland and 
one of the first in the UK.  This was for the replacement of 4 High Schools and 1 School for pupils 
with additional support needs. 
 
When a subsequent round of funding from the Scottish Government became available, the Council 
was very keen to take the opportunity to replace its remaining 4 High Schools and thus have its 
complete estate of 8 High Schools fit for delivery of education in the 21st Century. 
 
Falkirk council & the NPDO model 

The Council in taking forward this second project was, understandably so, determined to learn any 
lessons from the first pilot project.  Moreover, the Council was minded that the delivery model 
should have certain features and attributes. In this respect, key areas for the Council were:- 
 

• Community Involvement 
• Greater Transparency 
• r the Community relative to Shareholders  Capturing greater financial benefit fo
• Community access to the Facilities 

 
To this end a Council project team worked up a potential model.  In discussion thereafter with the 
Financial Partnership Unit at the Scottish Government it emerged that they were supporting a 
schools NPDO pilot model at Argyll & Bute Council.  Rather than develop an alternative model the 
Scottish Government were of the view that Falkirk Council should follow this NPDO pilot.  The 
Council assessed the position, and having regard to the linkage with the funding and the 
recognition that the proposed NPDO model had the capacity to deliver the Council’s key objectives, 
approved this as the way forward.  It is relevant to note that there was agreed headroom to refine 
the pilot to meet the particular circumstances and needs of Falkirk Council.  The Council would 
wish to highlight that the Financial Partnership Unit and Partnership UK (PUK) have been most 
elpful and supportive to the Council in taking forward this NPDO project. h

 
In taking forward the model the Council has made it a priority to engage with stakeholders, both 
within the schools’ communities and the wider public in the locations.  The secondment of a senior 

acher from each of the schools onto the project team has proved an invaluable resource. te
 
NPDO model structure 

This section sets out the structure of the NPDO model in Falkirk.  There will be some variations 
with the models pursued by Argyll & Bute and Aberdeen Councils e.g. on the size of the Board and 
how the charity is structured, but these are relatively marginal, with the core structure and 
rinciples remaining consistent. p

 
he essential features of the Model are:- T

 
• no dividend distribution to shareholders 
• any distributable surpluses applied via a charity to the benefit of education & the 

community  
• tax efficient treatment of surpluses 
• stakeholder involvement including representation on the Board leading to greater 

transparency 
• independent director on the Board 
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The model is presented schematically below and explained further in the subsequent paragraphs. 

NPDO Model 
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The project vehicle is a company limited by shares.  There is a built in prohibition on (a) the 
distribution of profits and (b) any distribution of surplus assets (on a winding up) to the 
shareholders.  The amount of issued share capital is token only; risk capital is provided via 
subordinated debt carrying a fixed rate of intere
a
 
There is a board of 7, with sub-debt providers having majority control i.e. a representation of 4.  
There is an Independent Director who has a particular responsibility for maintaining the integrity of 
the NPDO model and for ensuring that efficiency savings e.g. from re-financing are pursued where 
appropriate.  Partnerships UK (PUK) were commissioned to recruit the Independent Director and 
this recruitment was progressed by advertisement in a national newspaper, consistent with the 
open and transparent ethos of the Project.  There are also 2 Stakeholder Directors who represent 
the key channel of communication between the board and wider stakeholder groups.  They are 
appointed by the Charity.  In addition to the directors, an observer appointed by the Council has the 
right to
ri
 
The Charitable company, in addition to receiving and disbursing gift aid payments from the project 
vehicle, is expected to access other sources of funding e.g.
b
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An Advisory Forum, whose composition will broadly reflect the users of the accommodation, will 
prepare reports and recommendations on matters relevant to users, for consideration by the board 
of directors.  The Advisory Forum will provide a link (albeit with no direct input into decision-
making) between the users and the Board.  
 
The new schools are very much viewed as assets to be harnessed for the benefit of the wider 
community.  To this end, the Council has bought an appropriately extensive range of core hours 
(for example on a normal school day, the schools will be open between 7.30 a.m. and 10 p.m.) 
within the contract sum to ensure the facilities are available.  The Council has yet to determine its 
pricing policy for these schools but this is being done as an integral part of a wider review of 
charging for leisure facilities.  
 
Project Marketability 

When Falkirk Council went to Market there were 24 notifications of interest from a variety of 
individual companies. This coalesced to 5 consortia submitting prequalification responses.  One 
consortium was eliminated as non-compliant and another withdrew due to reduced capacity 
following success in concurrent tender bids.  This left 3 very strong consortia who stayed with the 
rigorous evaluation process all the way through to completion. The winning consortium was 
Gateway comprising Ogilvie, A&L King [now part of the Milne Group] and FES with Royal Bank of 
Scotland as the senior debt provider. 
 
By way of context it may be helpful to note that in other NPDO deals, Aberdeen City Council, who 
reached Financial Close in December 2007, also took forward 3 tenderers and Argyll & Bute 
Council took forward 2 tenderers. 
 
Falkirk Council reached Financial Close in May 2007 and construction is progressing with targeted 
opening of the 4 schools, on a staged basis between December 2008 and July 2009. 
 
There seems to be clear evidence that the NPDO model approach is acceptable to the commercial 
market. 
 
NPDO Issues? 

There were inevitably a range of emergent issues in negotiations with the private sector, as would 
be the case with a conventional PPP deal, but relatively few that could be attributed to the NPDO 
model.  One example was the recurrent thread, that as the private sector had no upside [as the 
model was debt financed with no equity] they were wary of taking downside risk. 
 
An inherent potential concern with the NPDO model is that without equity how is the private sector 
motivated to pursue optimum performance?  This is dealt with in the Falkirk NPDO model in 
several ways.  Firstly, the objects clause within the NPDO Company’s memorandum of association 
includes a provision to the effect that one of the company’s objects is to provide financial support to 
the charitable company, irrespective of the fact that payments to that other company do not 
advance the interests of the project company. Secondly, the articles of association include a 
provision to the effect that the directors will be considered to be acting in the best interests of the 
company by seeking to achieve the maximum sustainable profits available for distribution to the 
charitable company. Thirdly and following on from the general provision referred to above, the 
articles require the board to commission, at five yearly intervals [but commencing on the first 
anniversary of the first service availability date] – and on any other occasion if the Independent 
Director reasonably considers this to be appropriate by reference to his/her perception of market 
conditions etc - a report from an appropriate firm of consultants with substantial experience in the 
field of such partnership projects, identifying any opportunities for refinancing and, if the 
Independent Director considers appropriate, also reporting on possible cost efficiencies and/or 
other methods of increasing the net financial performance of the company. Fourthly, the sub debt 
holders [essentially the members of the consortia as well as Royal Bank Project Finance] who held 
the risk debt in the NPDO model are motivated to ensure the project works well.  Finally, and 
behind this, there is the senior debt provider who wishes to ensure, and has the leverage to so 
influence, the project is working well. 
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A challenging issue related to NPDO concerned the negotiation of the refinancing provisions. The 
Independent Director in an NPDO structure has the ability to ensure the implementation of a 
refinancing. This concerned the investors in relation to the liquidity of their investment and the 
valuation impact of a purchaser bidding for a sale asset while having to second guess when a 
subsequent refinancing may occur and for what value. The Scottish Government’s Financial 
Partnerships Unit and the Council’s advisors were most helpful in helping find a way through this 
issue to a satisfactory conclusion. 
 
It is relevant to note that the Falkirk Council NPDO project timeframe between Invitation to Tender 
and Finance Close was similar to conventional PPP deals. 
 
Project current status 

Construction is underway at the 4 schools and is broadly on schedule.  The schools are scheduled 
to open as follows:- 
 

• Grangemouth December 2008 
• Denny  February 2009 
• St Mungo  June 2009 
• Falkirk  July 2009 

s 

 
The Charity has been formally registered.  Work now requires to be pursued to populate it and get 
 up and functioning. it

 
Summary 

The Project is progressing well and is poised to deliver the Council’s objectives, albeit it is 
acknowledged that it is still very early days.  There were relatively few issues directly relating to the 
NPDO model which emerged as significant during negotiation with the private sector and those that 
id were ultimately satisfactorily resolved. d

 
The Council hopes the Finance Committee will find this submission helpful in its deliberations.  The 
Committee may wish to note that there are a diverse range of documents to be found on the 
Council’s website 

_schools/community_schools.aspx - www.falkirk.gov.uk/services/education/community   
- including the Outline and Final Business Cases.   
Beyond this the Council would be happy to furnish the Committee with whatever further information 

r clarification it may require. o
 
Bryan Smail 

alkirk Council Project Director, F
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