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Funding methods: What are the key features and challenges of various methods that can be used 
to fund public capital investment? What are the implications of the various methods for costs in 
both the short and long-term? 
 
Case studies: What practical examples of different methods have been used throughout 
Scotland? What effects have the various funding methods had on the management and delivery of 
public services? 
 
According to the Institute for Public Policy Research (Webber, C and Marshall A, 2007, Bridging 
the Gap:  Delivering infrastructure investment in Britain’s cities) 95% of all taxation in the UK is set 
by central government.  As such, there is a concern that UK local authorities lack the necessary 
powers and resources to fund public capital investment by comparison with most of their 
continental European counterparts, where the role of cities and city regions in raising taxation is 
much stronger.   
 
Additionally, the number of funding streams which can be brought to bear on such investments can 
lead to confusion, overlap and bureaucracy with money released through departmental silos to 
local areas.  Given that regeneration projects may involve local authorities, central government, 
local enterprise companies, housing associations, transport authorities and private sector players, 
the need to connect up the various funding streams at a local level is manifest.  However, when 
many public bodies are required to work together in partnership, delivery can be slowed down as a 
result of complex local governance arrangements and the decision-making processes within each 
organisation.   
   
There is also an issue in relation to infrastructure funding about whether local authorities - and 
other public bodies - have the necessary skill sets to raise, for instance, debt financing or 
implement new funding mechanisms?  Given that powers to set business rates in the UK were 
removed from local authorities in 1990, and that central government controls such a large 
proportion of taxation, there has been limited incentive for local government to specialise in such 
financial instruments.  The issue of skills and capacity to deliver therefore needs to be borne in 
mind when the introduction of new funding methods is considered.   
 
Funding Mechanisms 

Outlined below are some funding mechanisms which have been employed to facilitate capital 
infrastructure projects in the UK and overseas.  The majority have not yet been used in Scotland.   
 
The key issue for public bodies in raising debt finance is the ability to repay the capital as well as 
the interest, making it essential that projects either contain a future revenue inflow or can help 
increase the tax base through their role in stimulating additional economic growth.  A common 
feature of the mechanisms described is that they are more likely to be successful in areas where 
there is already a strong local economy.  The strength of the Edinburgh economy and its pre-
eminence in key growth sectors such as financial services, life sciences and tourism therefore 
make it the ideal place to pilot fresh approaches.  The forward funding of infrastructure along 
Edinburgh’s Waterfront and the West Edinburgh A8 airport corridor zone are especially well suited 
locations for trialling new funding models. 
 
Supplementary Business Rates 
The Mayor of London plans to introduce a supplementary business rate of 2p in the pound of 
rateable value from April 2010 to service £3.5bn of debt raised during construction of the Crossrail 
project.  Property developers in the vicinity of stations will also be making contributions.  Revenue 
servicing debt will also be utilised - using the fares revenue from Crossrail once completed to 
service construction debt.  BAA and other businesses are also making contributions to costs.  Such 
a package of measures demonstrates the importance of high quality partnerships and also the 
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reality that forward funding of infrastructure is easier in places where the economy is strong 
already.   
 
Tax Increment Financing 
Tax Increment Financing (TIF) is a mechanism which collects property tax revenue generated by 
new construction in a designated area.  This is retained in a special fund which pays for public 
improvements in that area.  It can also be implemented so as to allow local authorities to retain any 
increases in business rates or council tax yield in the defined area.  Essentially, TIF is designed to 
encourage private investment by allowing tax monies to be devoted to public improvements in the 
specified area, thereby attracting more development to that area, in a virtuous circle.  Alternatively, 
it can be used as a means of servicing debt taken on to forward fund infrastructure - similar in 
some ways to the planning charge mentioned in the 2007 Comprehensive Spending Review.   
 
TIF is sometimes referred to as Local Tax Re-investment Programme in the UK.   
 
TIF relies on strong economic conditions and is predicated on borrowing - typically via a bond issue 
- from assumed future economic growth.  To ensure bonds can be repaid businesses and 
developers will still be required to move in and develop the area.  And even with the incentive of a 
dedicated fund to improve infrastructure, this might not be enough to persuade businesses already 
operating elsewhere to move to the TIF area.  However, the potential application to somewhere 
such as the Edinburgh Waterfront is patent, as revenue could be used to forward fund such capital 
projects as coastal defences, public transport links, roads, utilities and other essential 
infrastructure, which would in turn encourage greater private sector investment.   
 
Public Works Loan Board 
The Public Works Loan Board is a statutory body in the UK Debt Management Office, which can 
lend to prescribed bodies - it can lend to any Scottish local authority; other prescribed bodies 
include transport authorities.  It offers fixed and variable loan rates and has low fees on arranging 
loans - October 2007 loan rates for 30-35 years were 4.85%.  Loans are for capital investment, 
generally, and there is no need for any legislation to make use of this in Scotland.   
 
This highlights the anomaly whereby borrowing can be done by local authorities across the UK, 
and can be done at a UK level, but there does not exist an obvious mechanism for borrowing at the 
Scottish level.   
 
Local Asset Backed vehicles 
The Centre for Cities and PWC have produced a discussion paper on the use of asset backed 
vehicles whereby Councils and other public sector organisations pool land and property assets or 
package cash flow revenue - eg from car parking - into specially structured vehicles which can help 
leverage the value of such assets to finance and deliver infrastructure to underpin large scale 
regeneration and housing projects. 
 
Existing examples of such asset backed vehicles include British Waterways ISIS regeneration fund, 
and a similar fund developed by East Midlands Regional Development Agency and HBoS.   
 
Scottish Enterprise is currently pursuing the potential to create a similar asset backed fund using its 
property and land portfolio.  On a smaller scale the Kirkintilloch Initiative is an example of an asset 
backed approach created through pooling land in ownership of the NHS, East Dunbartonshire 
Council and the private sector to create new value that can be used to support a programme of 
local regeneration.  There is scope for an asset backed approach e, eg through securitising some 
of Edinburgh’s future car parking revenues to be used in conjunction with a Tax Increment Finance 
model to forward fund infrastructure along Edinburgh’s Waterfront, in West Edinburgh and possibly 
the Edinburgh BioQuarter all of which are expected to be areas of significant future growth.   
 
Local Authority Business Growth Incentive 
Local Authority Business Growth Incentive (LABGI) was originally introduced to address a 
mismatch that can occur between the costs of economic development and the benefits that accrue 
to it at the local level.  Growth and regeneration can impose a short-term burdens on local 
authorities both directly, through costs of regeneration or infrastructure investment, or indirectly, 
through greater strain on existing local housing stocks or environmental management.  The 
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benefits of economic development accrue to individuals through increased employment 
opportunities, and to the national economy through higher levels of economic activity.  However, as 
a result of the pooling and redistribution of business rates yield through formula grant, the benefits 
that are accrued through growth in the value of the local business tax base as a result of economic 
growth are normally equalised away from the authorities where growth is strongest.   
 
The scheme was rolled out in England and Wales in April 2005.  It is designed to give local 
authorities an incentive to maximise local economic growth by allowing them to receive a 
proportion of increases in local business rate revenues to spend on their own priorities.  The 
scheme creates positive financial incentives for local authorities to work in partnership with 
business and other key players to maximise economic growth.  For properties that are included on 
the central list, revenues are collected centrally.  Revenues are then re-distributed on a per capita 
basis.  Under LABGI, local authorities receive a proportion of their growth in business rates, above 
a predetermined floor and below a ceiling setting the maximum reward amount.  The floor is 
derived from individual local authority’s historic growth levels and is adjusted by a national 
adjustment factor, which allows the Government to maintain the incentive of the scheme by setting 
realistic and achievable goals for business growth.  The proportion of revenues a local authority will 
receive is determined by a scaling factor and the ceiling ensures that no local authority gains 
unfairly or disproportionately from the scheme.   
 
The UK Government committed in Budget 2007 to bring forward proposals to reform the LABGI 
scheme in light of recommendations made by the Lyons Inquiry and reaffirmed this commitment in 
the Review of sub-national economic development and regeneration.   
 


