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1 Introduction 

Transport Scotland welcomes the opportunity to provide written evidence to the Finance 
Committee in relation to the current inquiry into methods of funding capital investment 
projects. 
 
Transport Scotland is an agency of the Scottish Government, created in January 2006 as a 
response to devolution of rail powers to Scottish Ministers.  We are accountable to Parliament and 
the public through Scottish Ministers. We work in partnership with private sector transport 
operators, local authorities and government. We also work closely with seven regional transport 
partnerships (RTPs) which take a strategic view of the transport needs of people and businesses in 
their region. 
 
We are responsible, on behalf of Scottish Ministers, for overseeing the operation and improvement 
of the trunk road and railway networks and for running the national concessionary travel schemes.  
Working together with our partners in these and other transport sectors, we are committed to 
delivering an efficient, cost-effective and environmentally sustainable transport system for the 
benefit of the whole Scottish nation. 
 
Prior to the creation of Transport Scotland, the Scottish Executive was responsible for the funding 
and operation of our trunk road network. 
 
As part of the UK review of the rail industry, it was agreed that greater responsibility for railways 
and rail transport in Scotland would be devolved to Scottish Ministers.  Scottish Ministers now have 
responsibility for funding and specifying both the rail network and ScotRail passenger franchise in 
Scotland.  We provide grant funding to Network Rail of approximately £0.4bn per annum and 
£0.3bn for the First ScotRail franchise. 
 
Prior to devolution of rail powers, Scottish Ministers were not responsible for funding the Scottish 
rail network; this was the responsibility of the UK Government.  Since the devolution of powers to 
Scotland in 1999, Scottish Ministers have been responsible for operating, maintaining and 
developing the trunk road network in Scotland. 
 
2 Current Funding Options 
 
There are several funding routes available to Transport Scotland when considering capital 
investment projects: 
 

• Direct Capital Grant 
• Private Finance through the NPD form of Public Private Partnership (we continue to 

service PPP/PFI roads contracts undertaken under the previous administration). 
• Leasing 
• Network Rail Regulatory Asset Base 

 
In addition, it is expected that the Scottish Futures Trust (SFT) option will be available in the future.   
 
The annual allocation to Transport Scotland from the Scottish Government Budget is around £2bn 
per annum, which includes:  

• £0.7bn for running and maintaining the rail network (payments to First ScotRail and 
Network Rail).  

• £0.2bn for delivery of the Scotland-wide free and discounted concessionary travel schemes 
• £0.2bn for maintenance and targeted improvements on the Trunk Road Network, as well 

as PPP payments 
• £0.5bn notional cost of capital charge. 
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• £0.4bn of Capital Grant funding for road and rail major projects 
 
2.1 Direct Capital Grant 

We have chosen to use Direct Capital Grant for funding major projects where the Value for Money 
assessment suggests this provides the greatest value. Conventional procurement methods are 
typically used and will involve separate contracts being let for construction, maintenance and 
facilities management where appropriate. 
A recent example of this is the award of the M74 completion. It was not possible to offer contractors 
an efficient long term arrangement for maintaining such a short piece of infrastructure (less than 
8miles), therefore ongoing maintenance of this road will fall to Transport Scotland on completion. 
 
2.2 PFI/PPP 

Transport Scotland is currently funding three PFI projects entered into under the previous 
administration. The M74/M6 link stretching down to the English border and M77 from Glasgow to 
Ayrshire are completed procurements, with construction finished and each in a long-term 
operational phase. We are also progressing the procurement of a 3rd PPP/PFI for the M80 
motorway between Stepps and Haggs, which was committed prior to the 2007 election. The 
contract will be awarded in the summer of 2008.  
 
2.3 Leasing 

Transport Scotland does not lease directly with lessors, however annual subsidy payments to First 
ScotRail include approximately £50m per annum towards the costs of leasing rolling stock (trains). 
 
2.4 Network Rail’s Regulatory Asset Base (RAB) 

This is a funding mechanism for projects including but not limited to the major rail projects. Network 
Rail effectively finances the construction, depreciation and ongoing maintenance of projects 
through borrowing money or using its internally-generated cash surpluses.  
 
Final decisions on procurement and funding options are subject to a value for money assessment 
for each individual project. Use of the RAB is a tried and tested method of funding within the Rail 
Industry. Any decision to finance an asset via the RAB will include the full involvement of the Office 
of Rail Regulation (ORR) who will set an efficient delivery price using their knowledge of 
benchmarking other projects and an analysis of the unit costs and activities involved. 
 
Network Rail retains the risk and benefit of project over and under spends within each five year 
price control period.  However, at the end of each period any overspend that the ORR judges to 
have been incurred efficiently is added to the RAB to enable Network Rail to fund its activities 
going forward.  Inefficient overspend is not added to the RAB. 
 
2.5 Non Profit Distributing (NPD)  

The NPD model has developed from PPP/PFI. It is a means of borrowing private money via a 
Special Purpose Vehicle (SPV) set up by bidders in an open competition. The SPV is a private 
sector body and is operated on a commercial basis under the terms of the infrastructure contract.  
The public sector governs its relationship with the NPD through a contract like any other.  There 
are restrictions on the SPV to ensure it performs as NPD throughout the life of the contract.  These 
are ‘policed’ by an Independent Director. The NPD model does not have any equity, unlike a 
‘standard PFI’.  NPDs are not 'not for profit' - normal profits and returns are taken by contractors 
and funders in all such procurements. However, any efficiency savings or windfall gains will be 
used for wider public interest benefit.  The NPD model has allowed greater stakeholder 
involvement as the public interest beneficiary is represented on the SPV Board. 
 
NPD model is currently the preferred Scottish Government model to the standard form for 
borrowing private money for projects and is being used whilst the Scottish Futures Trust is being 
developed.  The committee may already be aware that there are three projects in Scotland 
developed using the NPD model in the schools sector and now in construction (Argyll and Bute 
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Schools PPP, Aberdeen City Schools PPP and Falkirk Schools PPP2). There are a further four 
projects currently using the NPD model and in various stages of procurement (Western Isles 
Schools Hybrid NPD, Orkney Schools Hybrid NPD, Moray Schools NPD and the Tayside Mental 
Health NPD). 
 
In transport, there are plans to take forward the development of the Borders Railway Project using 
the NPD model following an announcement by the Minister for Transport, Infrastructure and 
Climate Change, Stewart Stevenson MSP on 5 March 2008.  The announcement confirmed that 
the use of NPD is being developed with advice from our colleagues in the Financial Partnerships 
Unit and Partnerships UK (PUK). At this stage we cannot speculate on the details whilst in 
development and as with all methods, this project requires us to maintain a degree of 'commercial 
in confidence' prior to publication of the Official Notice in the European Journal. 
 
The NPD model is also being developed for four other Transport projects (A90 Aberdeen Western 
Peripheral Route (AWPR), M74 Raith Interchange, M8 Baillieston to Newhouse and the M8 
Associated Network Improvements). 
 
3 Additional Future Funding options 

The Scottish Futures Trust is the Government’s alternative funding mechanism to the costly 
standard form PFI which has been used throughout the UK.  It is under development at present.  
Transport Scotland is not directly involved in this development so it would not be appropriate for us 
to comment at this stage.  The work falls within the remit of the Cabinet Secretary for Finance and 
Sustainable Growth who, I understand, will be appearing before the Committee next month and will 
be able to update the Committee on progress. 
 
4 Current procurement Methods 

In the UK, all public contracting authorities are subject to The European Public Sector Procurement 
Directives. These directives permit four award procedures:  

• Open procedure;  
• Restricted procedure;  
• Competitive Dialogue procedure;  
• and Negotiated procedure.   

 
As a general rule, contracting authorities subject to the Directives are required to use either the 
Open or Restricted procedures.  The Competitive Dialogue procedure and Negotiated procedure 
are intended to be used as exceptional procedures that can only be used where the conditions for 
their use are justified i.e. for "particularly complex projects" where it is impossible to define the 
means of satisfying the contracting authority's needs or assessing what the market can offer in 
terms of technical solutions and or financial/legal solutions.   
 
Negotiated procedure can only be used where very specific conditions are met and these do not 
include the procurement of major transport projects.     
 
The majority of Transport Scotland's major projects, including those that are delivered through 
private funding, meet the criteria for "complex procurement" and are procured under the 
Competitive Dialogue procurement procedure. 
 
This procedure was introduced in the new EC public procurement rules adopted in 2004 and came 
into force in Scotland on 31 January 2006 with the implementation of The Public Contracts 
(Scotland) Regulations 2006.  It allows Transport Scotland on behalf of Scottish Ministers as a 
contracting authority to undertake a prequalification process and then to invite short-listed 
candidates to participate in a dialogue process during which any aspects of the project, including 
technical and financial, may be discussed and solutions developed.  The dialogue can continue 
until one or more acceptable solutions that are capable of satisfying the Scottish Ministers' 
requirements are found, at which point the dialogue is closed and final tenders are invited.  Only 
limited discussion and clarification, which does not amount to "negotiation", is permitted once the 
dialogue stage has closed and final tenders have been received. 
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Before the Competitive Dialogue procedure can be used Transport Scotland must "consider that 
the use of the Open or Restricted procedure will not allow the award of the contract". 
 
Regardless of the procurement route used, procurement is undertaken in a transparent and well-
executed manner in accordance with the rules and best practice to reduce transaction costs and 
ensure a competitive procurement.      
 
5 What factors determine which funding and procurement methods are used? 

As outlined above, there are a variety of investment routes available to public sector managers.  
What is important is that all appropriate routes are appraised on a value for money basis (VfM) and 
that the selected path represents the best approach for the taxpayer.  VfM guidance can be found 
on the Scottish Government Financial Partnerships Unit’s website at: 
http://www.scotland.gov.uk/Topics/Government/Finance/18232/12271  
An updated version will be available shortly. 
 
6  International Financial Reporting Standards (IFRS)  

The committee will be aware from written evidence received to date, that HM Treasury were due to 
implement the latest International accounting standards (IFRS) from 2008-09 which would bring a 
number of currently off balance sheet items onto the Government’s Balance Sheet.  
HM Treasury recently announced that it has delayed implementation of IFRS until 2009-10. Our 
colleagues in Accountancy Services are currently discussing various implementation issues with 
HMT and we await final guidance on how the implementation will affect projects that are currently 
accounted for as off balance sheet. 
 
Guy Houston 
Director of Finance and Corporate Services, Transport Scotland 
9 April 2008 

 

http://www.scotland.gov.uk/Topics/Government/Finance/18232/12271

