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Abstract 

 

The Private Finance Initiative (PFI) has become a widely used mechanism for 

delivering public services in the UK. The crucial requirements for entering into a PFI 

scheme are that the scheme must offer better value for money (VFM) than 

conventional procurement and be affordable. Since it was first introduced in 1992, 

there has been much controversy surrounding PFI.  

 

This study attempts to contribute to the debate over the benefits and costs of the 

scheme. Particularly, the study considered the extent to which VFM and affordability 

are actually demonstrated by the existing PFI projects and the performance of the PFI 

private sector providers. The study also recognised several other PFI issues such as 

the transfer of risks and the credibility of the public sector comparator (PSC) which 

are crucial to the assessment of VFM. 

 

The study consists of four parts. The first two parts analysed the extant literature on 

the performance of PFI projects. The first part looked at the audit reports by the 

official audit bodies, while the second part examined the published research carried 

out by non-audit organisations and individual researchers. Part three examined the 

profitability of several private sector companies which are heavily involved in the PFI 

projects. In response to calls for review of the fully operational PFI projects, the final 

part provided further evidence on VFM and affordability based on the results of a 

survey of the perceptions of users of PFI facilities and services in schools.  

 

The review of previous research revealed mixed evidence about the performance of 

PFI projects. There was evidence of both good and poor VFM delivered by the 

projects. The analysis of the performance of private sector companies suggested that 

no clear evidence of excessive profits were made by the companies from their PFI 

involvement. The results from the survey demonstrated that the majority of users were 

satisfied with the quality of the PFI facilities and services provided in their schools, 

and clearly felt that the PFI facilities provided were better than the pre-PFI facilities. 

The survey also suggested that there was little consensus in the perceptions about the 

VFM achieved from the PFI schemes. There was also mixed evidence concerning the 

issue of affordability.  

 

Overall, the study concluded that there was inconclusive evidence about the 

performance of PFI schemes. However, due to the long term nature of PFI contracts, 

it might be still too early to measure the true success of the PFI. 

 

 

 



 2 

 

 

 

 

 

Table of Contents 

                  Page 

Acknowledgements……………………………………………………………….. i 

Abstract…………………………………………………………………………… ii 

Table of Contents…………………………………………………………………. iii 

List of Tables……………………………………………………………………… viii 

List of Figures……………………………………………………………………... x 

 

CHAPTER ONE: INTRODUCTION 

1.1 Background Information………………………………………………….. 1 

1.2 Purpose of the Study……………………………………………………… 2 

1.3 Methodology……………………………………………………………… 4 

1.4 Outline of the Thesis……………………………………………………… 6 

 

CHAPTER TWO: PUBLIC SECTOR REFORM AND PRIVATE SECTOR 

INVOLVEMENT IN THE UK 

2.1 Introduction……………………………………………………………….. 8 

2.2 The Principles of Public Administration………………………………….. 9 

2.3 The Critics of Public Administration……………………………………... 12 

2.4 The Objectives and Rationale of Public Sector Reform (PSR)…………… 14 

2.5 The Concept of New Public Management………………………………... 18 

2.6 Characteristics of Public and Private Sectors…………………………….. 28 

2.7 Boundary between Public and Private Sectors………………………….... 31 

2.8 NPM: Private Sector Involvement in the UK…………………………….. 34 

2.8.1 Privatisation………………………………………………. 35 

2.8.2 Compulsory Competitive Tendering (CCT) and Best Value 38 

2.8.3 Private Finance Initiative (PFI)…………………………… 39 

 



 3 

CHAPTER THREE: LITERATURE REVIEW: PRIVATE FINANCE 

INITIATIVE 

3.1 Introduction……………………………………………………………….. 41 

3.2 The Development of PFI…………………………………………………. 42 

3.3 The Characteristics of PFI………………………………………………... 46 

3.4 Types of PFI Projects……………………………………………………... 48 

3.5 The Aims and Objectives of PFI………………………………………….. 51 

3.5.1 PFI as a Means of Obtaining Extra Investment…………… 51 

3.5.2 PFI as a Means of Efficiency Savings and Better VFM….. 54 

3.6 Value for Money (VFM) in the PFI Contract: Does PFI Provide VFM?.... 55 

3.7 Value for Money and Risk Transfer…………………………………….... 62 

3.8 Value for Money and the Public Sector Comparator…………………….. 67 

3.9 Value for Money and Discount Rate……………………………………… 70 

3.10 Accounting Treatment for PFI Contract………………………………….. 72 

3.11 Summary………………………………………………………………….. 77 

 

CHAPTER FOUR: RESEARCH METHODOLOGY 

4.1 Introduction……………………………………………………………….. 79 

4.2 Research Paradigms and Research Methods……………………………… 80 

4.3 Secondary Data Analysis…………………………………………………. 83 

4.3.1 Part 1: Analysis of Official Audit Reports……………….. 88 

4.3.2 Part 2: Review of the Previous Research of Non-audit Body    

Organisations and Individual Researchers…………….…... 93 

4.3.3 Part 3: Analysis of Annual Reports………………………. 94    

4.4 Part 4: Questionnaire Survey……………………………………………... 96 

4.4.1 Questionnaire Design……………………………………... 99 

4.4.2 The Rationale for the Questions……………………….….. 102  

4.4.3 Pilot Testing of the Questionnaire……………………….... 106 

4.4.4 Administration of the Questionnaire…………………….… 107 

4.4.5 Respondents to the Questionnaire………………………… 109 

4.4.6 Test for Non-response Bias……………………………….. 111 

4.4.7 Statistical Tools………………………………………….... 112 

4.5 Summary……………………………………………………………….…. 113 

 



 4 

CHAPTER FIVE: ANALYSIS OF OFFICIAL AUDIT BODIES’ REPORTS ON 

PFI PERFORMANCE 

5.1 Introduction……………………………………………………………….. 115 

5.2 Framework for PFI Value for Money Appraisal………………………….. 116 

5.3 Overall Analysis of Audit Work on VFM Appraisal……………………... 122 

5.4 VFM Assessment of PFI in Schools………………………………………. 126 

5.4.1 Financial Element Analysis……………………………….. 129 

5.4.2 Non-financial Element Analysis………………………….. 135 

5.5 VFM Assessment of PFI in Hospitals…………………………………….. 140 

5.5.1 Financial Elements Analysis…………………………….... 141 

5.5.2 Non-financial Elements Analysis…………………………. 145 

5.6 VFM Assessment of PFI in Roads………………………………………... 147 

5.6.1 Financial Elements Analysis……………………………… 149 

5.6.2 Non-financial Elements Analysis………………………… 153  

5.7 VFM Assessment of PFI in Prisons………………………………………. 154 

5.7.1 Financial Elements Analysis……………………………… 155 

5.7.2 Non-financial Elements Analysis……………………….... 157 

5.7.3 Performance Assessment of Operational PFI Prisons……. 159 

5.8 Other Studies by the National Audit Office (NAO)……………………… 162 

5.9 Summary………………………………………………………………….. 164 

 

CHAPTER SIX: REVIEW OF ORGANISATIONS AND INDIVIDUAL 

RESEARCH ON PFI 

6.1 Introduction……………………………………………………………….. 166 

6.2 Organisational Research…………………………………………………... 167 

6.2.1 Institute of Public Policy Research (IPPR) ……………….  167 

6.2.2 Treasury Taskforce………………………………………..  167 

6.2.3 UNISON………………………………………………….. 169 

6.2.4 HM Treasury……………………………………………… 178 

6.2.5 Ernst & Young…………………………………………….. 180 

6.2.6 ACCA……………………………………………………... 182 

6.2.7 Educational Institution of Scotland (EIS)……………….… 183 

6.3 Individual Research……………………………………………………….. 185 

6.3.1 VFM and Operating Performance of PFI Projects………... 185 



 5 

6.3.2 Risk Assessment Issues………………………………….... 190 

6.4 Summary………………………………………………………………….. 198 

 

CHAPTER SEVEN: INVOLVEMENT AND PERFORMANCE OF PRIVATE 

COMPANIES IN PFI SCHEMES 

7.1 Introduction……………………………………………………………….. 200 

7.2 Preamble to the Analysis and Background of Private Sector Companies… 202 

7.3 Performance Measurement: Profitability..................................................... 209 

7.3.1 Return on Capital Employed (ROCE)……………………. 213 

7.3.2 Profit Margin……………………………………………… 216 

7.4 Interpretation of Results and Findings……………………………………. 218 

7.4.1 Overall Performance of Private Sector Companies………. 218 

7.4.2 PFI Profitability of Private Sector Companies……………  223 

7.4.3 Companies’ Prospects on PFI Schemes…………………...  232 

7.5 Urgent Issues Task Force (UITF) Abstract 34 ‘Pre-contract Costs’……... 240 

7.5.1 Introduction to UITF 34………………………………….. 240 

7.5.2 Impact of UITF 34 on Companies’ Performance………….  242 

7.6 Refinancing of the PFI Projects…………………………………………...  244 

7.6.1 Introduction to Refinancing………………………………..  244 

7.6.2 Controversies on PFI Refinancing………………………...  246 

7.6.3 Treasury Guidance on Refinancing………………………..  248 

7.7 Summary………………………………………………………………….. 250 

 

CHAPTER EIGHT: ANALYSIS OF THE QUESTIONNAIRE SURVEY 

8.1 Introduction……………………………………………………………….  253 

8.2 Background Details of the PFI School Projects’ Respondents…………...  255 

8.3 Financial Elements of the Contract: Impact on Affordability and       

Flexibility………………………………………………………………… 261 

8.3.1 PFI Capital Value of Individual School…………………...  262 

8.3.2 PFI Annual Unitary Charge……………………………….  263 

8.4 Building Management and Facilities Management Services……………..  272 

8.4.1 Procedures for Reporting PFI Facilities Problems………..  272 

8.4.2 Efficiency and Effectiveness of the Procedures…………..  274 

8.4.3 The School/ PFI Provider Relationship…………………...  276 



 6 

8.5 Users’ View and Perceptions: The Performance and Impact of                      

PFI Schemes……………………………………………………………….  281 

8.5.1 The Quality of the Operational PFI Facilities and Services.  282 

8.5.2 Value for Money Achieved in PFI Schools……………….  291 

8.6 Summary…………………………………………………………………..  296 

 

CHAPTER NINE: SUMMARY AND CONCLUSIONS 

9.1 Summary and Review of Findings………………………………………...  299 

9.2 Conclusions, Limitations and Implications for Future Research………….  308 

 

REFERENCES………………………………………………………………….. 313 

 

APPENDICES 

Appendix A Copy of the Covering Letter...…………………………………….  331 

Appendix B Copy of the Reminder Letter….…………………………………..  333 

Appendix C Copy of the Questionnaire…….…………………………………..  335 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 




