
Scottish Funding Council 

Finance Committee 
 

Inquiry into methods of funding capital investment projects 
 

Submission from Scottish Further and Higher Education Funding Council 
 

Background 

The Scottish Further and Higher Education Funding Council (SFC) welcomes the opportunity to 
submit written evidence to this inquiry.  SFC funds learning, teaching and research at Scotland’s 19 
higher education institutions and 43 colleges.  Universities and other higher education institutions 
derive on average 43% of their income from SFC, and colleges 70%. SFC has a capital baseline 
budget from the Scottish Government of £173 million in 2007-08 supplemented by £36 million from 
OSI (now DIUS).   
 
History of capital investment 

In 2006, Currie and Brown reported the current backlog in the college sector at £400 to £450 
million and Audit Scotland in their recent report on its estate management in higher education1 
reported a cost of almost £700 million to bring the higher education estate up to a good standard. 
 
Scotland’s colleges and universities are independent autonomous bodies which own their estates 
and equipment, but they have never been provided with a steady stream of capital equivalent to the 
amortised cost of their assets.   Instead, capital funding has been provided unevenly over many 
years, in some periods none at all, and in others, relatively small amounts.  This deficit, together 
with the constant pressure on institutions to increase their teaching and research outputs, has led 
directly to the large backlog in maintenance and the poor condition and unsuitability of a large 
proportion of the estate in both sectors.   
 
The recognition of this serious problem resulted in the introduction of UK-wide funding from the 
former OSI to upgrade university research facilities and, more recently, an increasing stream of 
learning and teaching capital from the Scottish Government (formerly the Executive).  Restoration 
of capital budgets in spending review 2004 has enabled the sectors to demonstrate how new or 
improved buildings can be more attractive to students and local businesses, more intensely used, 
more sustainable and cheaper to run. For example, the funds received through SR04 enabled SFC 
to fund estates solutions for over a quarter of colleges with 33% of colleges’ backlog maintenance 
by value. Continuing investment will be needed for several more spending review periods for these 
benefits to be achieved throughout the whole of both sectors. 
 
SFC capital funding policy 
 
SFC’s corporate plan for 2006-092 has as one of its seven main aims Aim 7: Scotland’s colleges, 
universities and SFC to be highly effective world-class organisations.  A key objective under the 
aim is high quality buildings, facilities and equipment.  Particular priorities for the Council are: 
 
high quality facilities that are attractive to staff, students and business (to encourage knowledge 
transfer); 
support for high quality learning experiences and competitive research; 
more efficient use of space and energy (contributing to the efficient government agenda); 
estates are more flexible and able to adapt to curriculum changes; 
estates are more sustainable; and 
estates that are more environmentally friendly. 
We provide both formula-based and project funding to support the sectors’ infrastructure for 
learning, teaching and research.  This dual approach to funding the institutions’ capital 
programmes enables the SFC to provide a consistent annual amount of capital funding to each 
institution which is allocated based on its share of sector total activity.  This is used for investing in 

                                                      
1 http://www.audit-scotland.gov.uk/docs/central/2007/nr_070913_estate_management.pdf 
2 http://www.sfc.ac.uk/publications/SFC_Corporate_Plan_2006-09.pdf 
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priority projects from institutions’ estate strategies, supplemented by project-based grants for 
investment which meets priority needs, but could not be afforded from formula allocations. 
 
Institutions are responsible for implementing their estates projects.  The SFC’s responsibility for the 
programme is managed and monitored by an estates team within SFC and projects pass through a 
system of approval gateways via the Council’s Capital Investment Committee (CIC) which is based 
on the Scottish Government’s gateway system.  Decisions to fund projects are taken by the Council 
based on recommendations from CIC.  Grants of more than £50 million to an individual project are 
subject to Ministerial approval. 
 
Future funding policy 

Under Aim 7, objective 4: Sustainable investment and development in colleges and universities 
provides that we will require and support colleges and universities to implement strategies to 
ensure sustainability of their productive capacity including their financial, human, physical, and 
environmental resources.  SFC’s long term strategy is to address the remaining backlog and then 
for universities and colleges to become ‘self sufficient’ in capital investment.  This means that, 
supported by a sustainable capital funding stream, they would be expected to take full ownership of 
their estate strategies by maintaining their properties in good condition, and improving them to be 
relevant to changes in curriculum and demand.  Specific investment by the Scottish Government 
(beyond the sustainable capital funding stream) would only be required if there were to be a step 
change in the capacity of either sector. However, in order for this to be workable, the capital line 
would need to become embedded in the sectors’ baselines as a separate capital element alongside 
recurrent funding, therby giving institutions a clearer medium- to long-term indication of future 
public funding for capital programmes (as recommended by Audit Scotland in their recent report on 
estate management in higher education¹). 
 
Sources of finance 

The Council’s average intervention rate in college projects has, to date, been 55-60%.  The 
majority of the balance of funds has come from the EU (through the European Regional 
Development Fund, ERDF) although this source of funding is no longer available to the same 
extent.  Funds raised from disposal of assets, borrowing and internal resources have been very 
modest, the exceptions being those colleges which inherited estates in areas with high land values. 
 
Universities have traditionally raised funds through asset disposals, commercial borrowing and 
internal resources.  One large institution has issued a bond.   
 
SFC has two funding streams for universities: the Science Research Investment Fund (SRIF), the 
majority of which comes to it from Treasury in support of research infrastructure and the Learning 
and Teaching Infrastructure Fund (LTIF) which was introduced in 2005-06.  The research intensive 
institutions also receive a significant level of funding from commercial and charitable research 
contracts. 
 
Until the relatively recent introduction of LTIF, SFC funding typically accounted for approximately 
one third of university capital investment, whereas the college sector is heavily dependent on SFC 
capital funding. 
 
PFI/PPP 

Three projects have been funded through PFI in the college sector.  They were all negotiated in the 
early days of PFI and are small scale by current standards.  Two are annexes of colleges and the 
third, a replacement campus for West Lothian College, has recently been bought out.  A significant 
factor in the case for the buyout was that the contract did not provide efficiently for the degree of 
flexibility which colleges require from their premises, in order to be able to accommodate changes 
in curriculum in response to demand from students and employers. 
 
In 2005, SFC carried out an assessment of the suitability of PPP procurement in the college and 
university sectors.  The conclusion was that, in all but certain types of very large project, PFI/PPP 
will not be an appropriate procurement vehicle.  This is because of the scale and nature of the 
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projects, difficulty in bundling projects in an autonomous sector and limited potential to generate 
efficiency savings.   
 
Case studies 

Glasgow City Centre Colleges.   
A major project is being developed to provide a new integrated campus, of around 75,000 square 
metres, for the four colleges in Glasgow city centre.  The procurement strategy is still being worked 
on, but is likely to involve a partnership model. 
 
The University of Edinburgh  
The University of Edinburgh has 0.6 million square metres of estate.  Its current estate strategy 
(2005-2015) has an approved five year programme and a balance of a ten year programme 
depending on funds available.  Funding sources include disposal proceeds, borrowing and third 
party funding as well as SFC grant. 
  
Cumbernauld College.   
The project involved the redevelopment of the College’s main campus and the purchase of the 
nearby Kirkintilloch Learning Resource Centre (which is now known as the College’s East 
Dunbartonshire Campus of Further and Higher Education). 
The cost of the project was just over £11 million. 
The funding package consisted of: 
 
SFEFC grant -         48% 
ERDF -         23% 
Surplus land disposal -            7% 
College funds (including SFC formula capital funding)   22%  

 


