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Introduction 

There is no doubt that a legacy of under-investment exists in the physical assets used to provide 
essential services by local government. The financial controls placed on Councils, in the past 
through the S94 consent, meant that Councils could not develop or maintain their asset base in the 
most effective manner. Often existing assets would be retained and maintained, as the resources 
to replace it with a more cost effective alternative were not available. 
 
The introduction of the Prudential Code in 2004 allowed Councils to develop investment 
programmes without centrally imposed limits on capital spend, as long as the programmes were 
within the Council’s prudential indicators in terms of being prudent, affordable and sustainable. 
However, the level of investment required to bring the asset base up to an acceptable standard 
through either enhancement or replacement is immense, in Fife’s case estimated at in excess of 
£1.3 billion. Whilst the scope afforded by the Prudential Code is welcome, the capacity it provides 
for additional investment is a drop in the ocean in comparison to the level of investment required. 
 
Fife has therefore pursued a similar route to many Councils in procuring assets via the PPP route. 
Through the 2 PPP contracts the Council has entered into 12 schools have been built across Fife. 
 
A number of funding methods should be open to Councils to finance capital expenditure. These 
should ensure that the Council can pursue a capital investment plan which addresses the need for 
investment and provides Best Value.      
 
Funding Methods 
 
Prudential Borrowing 
Borrowing under the prudential code to fund capital assets is generally easily controlled and 
relatively straightforward. Typically the initial costs are low and payments stable over the life of 
borrowing. Investment decisions are made which make a contribution to the Council meeting it’s 
priorities as expressed in the Council Plan, but typically improve and enhance the existing asset 
base and provide for new facilities to meet service delivery needs.  
 
Additional prudential borrowing supported by robust business cases has been undertaken in key 
areas to address relatively large areas of investment. In Fife, between 2004-2008 an additional 
£20m of resources were added to the Capital Plan using the powers available via the Prudential 
Code. This was further augmented by projects which were promoted using revenue savings to 
finance the prudential borrowing required. Projects providing investment in the street lighting 
network, purchase of vehicles and funding the IT Investment Plan are being pursued by Fife 
Council. However, in determining the viability of projects under the business case, issues exist 
regarding the use of actual v pool interest rates for borrowing to evaluate projects. The differences 
this causes to the outcome of the investment appraisal are often significant, having a pivotal impact 
on the assessed viability of the project.  
 
Whilst the Prudential Indicators provide a set of parameters and a framework within which Councils 
can determine the amount of affordable capital investment, it is the flexibility that the Prudential 
Code provides that is important to Councils. Capital programmes will always be subject to under 
and over spends caused by timing differences, and the Prudential Code allows these to be 
managed more effectively.  
 
Prudential borrowing is the most fundamental route for the Council to fund capital spend. It allows 
us to undertake much of the vital work required to enhance and improve the existing asset base. 
The flexibility afforded to Councils by the code is important, and should be retained, as it allows the 
capital plan as a whole to be managed effectively.  
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In recognising the importance of this funding route, it is also critical that the provision for borrowing 
supported through the Revenue Support Grant methodology is maintained at a realistic level. To 
undermine the amount of financial support to Councils to support their loan charges would only 
serve to increase the pressure on other areas of Councils’ finances. Similarly, where Councils can 
generate capital receipts from the sale of surplus assets, it should be free to use these receipts 
rather than their treatment be subject to a centrally prescribed policy.  
 
PPP / PFI 
Fife Council has undertaken 2 PPP projects. Both were to build schools in Fife, and over the 2 
projects 2 secondary and 10 primary schools have been built.   
 
These PPP projects were costly to set up, and unwieldy to make changes to. These arrangements 
also involved an element of risk, and this also had to be quantified carefully before any agreement 
entered into. The Council has had to build expertise in the area of PPP, with a dedicated team 
being set up to manage the process of identifying a partner and negotiating the procurement of the 
asset and the service agreement. However, without PPP many of these projects would have taken 
years to provide through conventional means via the Council’s Capital Plan, and in terms of funding 
the Level Playing Field Support provided has been a vital element in making these projects 
affordable for Councils.   
The Non Profit Distributing Organisation (NPDO) variant of PPP recently being promoted by some 
Councils in order to fund, in the main, investment in schools, has been able to address some of the 
criticisms of PPP. As the NPDO does not have dividend distributing share capital and therefore 
does not need to generate an equity return for shareholders, profits made by the company can be 
reinvested. This is likely to encourage a more positive public perception of this funding mechanism. 
However, the same issues exist in terms of the cost to Councils of procurement and the service 
charge incurred in the long term.  There is also evidence recently that it is becoming more difficult 
for Councils to find private sector partners for PPP projects and this will obviously have an impact 
on future proposals for investment. 
 
Partnership Arrangements / Joint Ventures 
The greatest control over these arrangements can be exercised by using Prudential borrowing to 
fund investments, and entering into agreements with partners for their contribution to the project. 
However, care needs to be exercised to ensure that the Council will incur expenditure in creating 
assets which will in fact be owned by the Council. Any partnership arrangement entered into which 
provides for the Council to make a contribution to a third party in order to construct an asset which 
will ultimately belong to the third party cannot be classed as capital expenditure. 
 
Partnership arrangements and joint ventures may be promoted by the Council to achieve Best 
Value for the partners in terms of service delivery or cost. In sharing responsibilities for the 
operation of an asset the risk can also be apportioned between the partners. Flexibility to 
determine the appropriate partnership arrangement should be retained in Councils as the 
circumstances relating to each project will be different and may need a unique approach. Moves 
towards sharing services between Councils and other public bodies has raised the profile of these 
types of agreements, and the expectation is that their number will grow in the future.   
 
On a smaller scale, the Council may make use of developer contributions to fund capital 
investment in particular Council services required as a result of the development being undertaken, 
for example provision of play parks in housing developments, or contributions to larger scale 
projects, eg schools. This is undoubtedly an area Councils require to take a corporate view on in 
order to ensure that developers make an appropriate contribution to the Council infrastructure 
required to support their projects. 

 


