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Dear Convener 

PRIVATELY FINANCED INFRASTRUCTURE INVESTMENT 
At its meeting of 20 February 2020, colleagues and I briefed the Committee on my and the Accounts 
Commission's joint report Privately financed infrastructure investment: The non-profit distributing (NPD) and 
hub models. The Committee raised a number of questions related to the report which we offered to provide 
more information on. 
 
Revenue to Capital Transfers 
 
Members were interested in the extent to which transfers of funding from revenue budgets to capital budgets 
have been used to fund capital programmes. This mechanism of funding infrastructure investment is most 
commonly used in the local government sector. The Accounts Commission's latest Local Government in 
Scotland: Financial overview report, published in December 2019, identified that councils' total capital 
spending was £2.75 billion in 2018/19. Around £315 million of this was funded by transfers from revenue 
budgets. During the same period, the Scottish Government undertook no significant revenue to capital 
transfers and the NHS sector transferred £2 million to supplement its £334 million capital funding from the 
Scottish Government. 
 
The additional cost of using private finance 
 
Members were also interested in the additional costs associated with using private finance compared to the 
public sector obtaining finance through borrowing. Because each private finance deal is different and interest 
rates will differ depending on the timing of when the contract is agreed, it is difficult to provide anything more 
than indicative figures for illustration purposes only. 
 
Paragraphs 42 and 43 of our report indicate that weighted average interest rates applicable to senior debt on 
NPD deals were between 0.6 and 2.6 percentage points higher than public sector rates available when 
contracts were signed. Exhibit 5 indicates that the average interest rate applicable on Public Work Loans 
Board borrowing and gilts was around four per cent between 2005 and 2014. 
 
We have modelled the additional cost of using private finance in one per cent increments above this four per 
cent base rate, with borrowing being repaid over a 25-year period using the annuity repayment method 
(where capital and interest is repaid in equal instalments every six months). Under these circumstances, the 
quoted interest rates can also be considered broadly comparable to the internal rate of return (as referenced 
in paragraphs 47 and 48 of the report).  
 
The following table shows the additional interest payable in cash terms over 25 years, for every £1 million of 
finance raised. 
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 Interest Rate  

 4%  5%  6%  7%  

Total interest payable on £1 
million over 25 years  

£591,160 £762,903 £943,275 £1,131,685 

Additional interest payable 
compared to 4% interest rate 

- £171,743 £352,115 £540,525 

 
This illustrates the impact of the interest rates applied within NPD contracts. It does not reflect all of the 
additional costs associated with private finance because it takes no account of other costs (such as 
professional fees) or the timing of debt repayments through the annual unitary charges. 
 
The costs to councils of being able to invest in a reduced share in the sub-debt of hub projects 
 
Members were interested in the financial consequences to councils of being able to invest in a reduced 
share of the sub-debt of hub projects following changes designed to reduce the level of public sector control 
over hub special purpose vehicles (SPVs). The public sector invests in the SPV, buying dividend-bearing 
equity, and issues sub-debt in line with their share of the company equity. 
 
Paragraphs 64 and 78 of the report outline that sub-debt usually forms 10 per cent of financing in privately-
financed hub projects, while councils' ability to invest in that sub-debt reduced from 30 per cent of the total 
sub-debt to 10 per cent following changes to the structure of hub SPVs.  
 
This means that for every £1 million of finance raised, £100,000 will be in the form of sub-debt. The following 
table uses these figures to illustrate the amount of interest foregone by councils following the reduction in 
their ability to invest in sub-debt, based on a 25-year repayment model and a range of interest rates which 
are typical of sub-debt finance.1 
 

 Interest Rate 

 9.5% 10.5% 11.5% 

Total interest payable on £100,000 
of sub-debt 

£61,975 £79,025 £96,025 

Interest payable to councils based 
on a 30% share of sub-debt 

£18,593 £23,708 £28,823 

Interest payable to councils based 
on a 10% share of sub-debt 

£6,198 £7,903 £9,608 

Amount of interest foregone by 
councils as a result of their reduced 
ability to invest in sub-debt 

£12,395 £15,805 £19,215 

 
Note that councils can also invest in hub SPVs through dividend-bearing equity. Changes in the structure of 
the SPVs also results in a reduced ability for councils to do this and, as a result, in the amount of dividends 
payable to them. Therefore the reduction in returns to the public sector, and subsequent increase in the cost 
of delivering projects, is likely to be greater than the sub-debt interest charges foregone.  
 
Professional fees associated with private finance deals 

                                                 
1 The repayment model involves 2.5 per cent of the finance raised being repaid each year for the first 
20 years of the contract. The amount of principal repaid then increases until the final two years when 
15 per cent of the finance is repaid. 



 
Members were interested in receiving more detail on professional fees payable as part of private finance 
deals. There are three main types of professional fees that can be levied in respect of the financing of private 
finance deals: 
 
• Arrangement fees - These are upfront charges, normally calculated as a percentage of the total 

amount of senior debt borrowed. 
 

• Agency fees - These are annual administrative charges levied on both senior debt and sub-debt. 
The charge usually varies, depending on the status of the project e.g. whether it is in the 
construction or operational phase. 
 

• Commitment fees - These are payable for sums a debt and sub-debt lender has committed to 
lend but have yet to be required. 

 
The financial models of the NPD and hub projects we examined did not always identify the separate 
components of professional fees. The following table provides a breakdown of fees associated with the 
senior debt of two NPD and two hub projects where such information is readily available. 
 

Project Total 
senior 
debt 

Arrangements 
fees 

Agency fees Commitment 
fees 

Fees as 
a % of 
senior 
debt 

Moray Schools 
(NPD) 

£40.8 
million 

£423,300 - - 1.04 

City of Glasgow 
College (NPD) 

£167.2 
million 

£4,840,900 2,606,800 - 4.45 

Wishaw, East 
Kilbride and Kilsyth 
Health Centres 
(Hub) 

£37.6 
million 

£375,700 £30,800 £701,000 2.95 

Dalbeattie Learning 
Campus (Hub) 

£24.7 
million 

£383,100 £51,500 £148,200 2.15 

 
Hub companies will also charge fees for projects they manage. As a rule, these are less than one per cent of 
the cost of the asset and cover things like the costs of the project director and construction manager, as well 
as hubs' central costs. 
 
Corporate ownership of SPVs 
 
Members were also interested in who owns SPVs. The Scottish Government publishes data on operational 
private finance projects which includes the name and company number of the SPV involved in each project 
(https://www.gov.uk/government/publications/private-finance-initiative-and-private-finance-2-projects-2018-
summary-data). While this does not indicate ownership of the SPVs, further information on this may be 
available from the audited financial statements of the SPVs, which can be obtained via Companies House. 
Changes in ownership are also notified to SPV boards, where the relevant public sector organisation and/or 
Scottish Futures Trust are represented. 
 
Members may be interested in the results of work by others in this area. This can be accessed via the 
European Services Strategy Unit website https://www.european-services-strategy.org.uk/offshoring-of-
scotlands-private-finance-public-infrastructure-projects. 
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Members may also wish to note that HM Treasury and the Infrastructure Projects Authority have also 
undertaken work to identify the ultimate ownership of PFI and PF2 SPV equity 
(https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/805117/
PFI_and_PF2_FINAL_PDF1.pdf).  
 
Unitary charges 
 
Finally, members requested that we provide a breakdown of what costs are covered by the annual 
payments made by the public sector over the lifetime of individual contracts. To illustrate this, Appendix 1 
provides an analysis of information taken from the financial models of one NPD project (City of Glasgow 
College) and one hub contract (Wishaw, East Kilbride and Kilsyth Health Centres). This analysis shows the 
proportion of the annual payments used by the SPVs to provide services or to cover the financing costs. 
 
I hope the Committee will find this additional information useful. Do let me know if we can assist further on 
the Committee's deliberations. 
 
Yours sincerely 
 
 
 
 
 
Caroline Gardner 
Auditor General for Scotland 
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Appendix 1 
 

Unitary Charges associated with NPD and Hub Private Finance Contracts 
 
The following tables illustrate the unitary charges associated with two private finance deals. The unitary charges for both contracts are repayable annually 
over a 25 year operational period but, for ease of presentation, we have only provided details of annual payments in five-year increments.  
 
City of Glasgow College 
 

Repayments  Year 1 Year 5 Year 10 Year 15 Year 20 Year 25 Total 

£,000 % £,000 % £,000 % £,000 % £,000 % £,000 % £,000 % 

Debt principal 4,858 24 6,491 31 6,562 29 8,463 31 11,228 39 1 0 187,208 31 

Interest 11,794 58 10,260 49 8,305 36 6,171 23 3,244 11 0 0 162,439 27 

Maintenance and 
hard facilities 
management 

1,337 7 1,675 8 3,127 14 6,725 25 7,293 25 5,015 35 105,161 17 

Other* 2,179 11 2,496 12 4,995 22 5,923 22 6,873 24 9,250 65 146,694 24 

Total 20,168 100 20,922 100 22,989 100 27,283 100 28,637 100 14,266 100 601,502 100 
 

* Other costs include indexation, SPV running costs, insurance etc 
 
  



Wishaw, East Kilbride and Kilsyth Health Centres 
 

Repayments  Year 1 Year 5 Year 10 Year 15 Year 20 Year 25 Total 

£,000 % £,000 % £,000 % £,000 % £,000 % £,000 % £,000 % 

Debt principal 101 3 1,454 34 1,461 33 1,509 33 2,194 47 460 9 41,620 37 

Interest 1,947 64 2,158 50 1,766 40 1,366 30 799 17 36 1 35,163 31 

Maintenance and hard 
facilities management 

44 1 534 12 1,052 24 1,370 30 1,450 31 996 20 19,050 17 

Other* 931 31 170 4 153 3 319 7 269 6 3,389 69 16,121 14 

Total 3,023 100 4,317 100 4,433 100 4,564 100 4,712 100 4,880 100 111,954 100 
 
* Other costs include indexation, SPV running costs, insurance etc 
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