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British Medical Association (BMA) Scotland welcomes the opportunity to respond to the Scottish 
Parliament Finance Committee’s inquiry into the funding of capital investment projects in Scotland.  
The BMA has been an active opponent of the use of private finance initiatives (PFI) in the health 
sector across the UK since its introduction and has continually highlighted the high cost and 
associated low value for money of these schemes, and the transfer of public funds into private 
sector profits. 
 
Our response to this inquiry will briefly cover the implications of different funding methods and will 
then focus on the impact of the PFI arrangements on the delivery of hospital services and 
experience of staff working within them. 
 
Funding methods 

Since its introduction in 1992 PFI schemes have become the most popular route to fund capital 
projects in the NHS.  PFI schemes use consortia of investment banks, construction contractors and 
services contractors to finance, build and provide services management for capital projects in the 
NHS such as hospitals and health facilities.   
 
Under a PFI scheme the hospital or health facility is then leased by the public sector from the 
private sector for periods of 30 to 60 years and financed through unitary payments by the health 
board.  This unitary payment covers the cost of building the facility and equipment and also 
ongoing cost for the provision of services such as catering, portering and building maintenance. 
 
Prior to PFI schemes capital projects in the NHS were funded through traditional public sector 
procurement processes, which involved the central government contracting for the design and 
construction of hospital or health facilities and funding was raised through general taxation or the 
issue of Treasury bonds.  Since 1991 NHS Trusts or Health Boards have had to pay capital 
charges to cover depreciation and amortisation and to cover the cost of capital; however prior to 
1991 they did not incur any capital costs outside of maintenance costs. 
 
PFI schemes were intended to capitalise on private sector efficiency gains in the construction and 
maintenance of hospitals and health facilities along with the transfer of risk from the public to 
private sector; however, PFI schemes have turned out to be more costly than originally thought and 
thought by some to be a source of severe financial problems for NHS Health Boards in Scotland1. 
 
Hellowell and Pollock (2006) found from a study of the impact of PFI on Scotland’s NHS that PFI 
buildings cost the NHS more than non-PFI buildings in that the annual PFI availability charge that 
the NHS pays for acute PFI facilities is around 11-18.5% of hospital turnover, compared to 5-8% in 
non-PFI facilities.  They also state that this extra cost must be met by diverting revenue from 
clinical services, staff and supplies suggesting that PFI schemes are associated with service cuts 
before contracts are signed. 
 
Hellowell and Pollock (2006) also found that the two Health Boards in Scotland with ‘major’ PFI 
schemes in operation, Lothian and Lanarkshire, must allocate almost twice as much of their annual 
revenue to rental payments than Boards that do not.  BMA Scotland does not believe this is 
sustainable over the long contract periods under which PFI schemes operate and will have a 
significant impact on clinical services provided in these areas in the future. 
 
The process for bidding for a PFI scheme project involves drawing up a final business case which 
normally includes a comparison between the net present value of the costs associated with a public 
sector capital project (referred to as the public sector comparator) and the net present value of the 
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costs associated with the PFI scheme to show that the PFI scheme is more cost effective.  The 
costs of the public sector comparator scheme are inflated to account for a risk factor, which is an 
estimate of the value of the risk associated with problems such as time and cost overruns that is 
transferred to the private sector.   
 
Unison Scotland conducted research on the aggregate costs of PFI/PPP projects in Scotland and 
found that for 35 PFI schemes the estimate public sector comparator schemes were 6.4% (median) 
cheaper than the PFI contractor’s bids before the risk adjustment was made2.  They also found that 
the median risk adjustment made in the 35 schemes was 12.73% of the public sector comparator 
costs before the risk adjustment, although nine schemes were more than 15% and one hospital 
scheme had a risk adjustment factor of 33% which they estimate to be equal to be £3.5 billion in 
notional risk adjustments. 
 
PFI consortia in the early waves of PFI schemes have taken advantage of the ability to refinance 
the loans from banks for a lower interest rate once they have secured the contract without any 
guarantees for profit sharing with NHS Trusts.  Although subsequent PFI contracts have included 
guideline for profit sharing from refinancing deals, the BMA does not support the diversion of public 
sector funds for core clinical services being diverted to the private sector. 
 
In terms of the broader financial implications for central government borrowing and net debt levels, 
currently some of the PFI financed investment spending is not included in public sector net debt 
and therefore returning to traditional government borrowing scheme would increase the level of 
public sector net debt affecting the sustainable investment rule; however the Office of National 
Statistics has recently been bringing parts of borrowing under PFI schemes into public sector net 
debt and therefore the impact might not be as great. 
 
Implications of funding methods - case studies  

In 2004-2005 the BMA conducted research into the perception of doctors’ experiences of PFI 
scheme hospitals.3 The research focused on doctor’s views of the background for the PFI project, 
the design and functionality of PFI funded hospitals, PFI management and contract structures 
including support services, the impact of the PFI scheme hospitals on the local health community 
and the staff and patient experience within PFI funded hospitals. 
 
Qualitative data was collected through a series of semi-structured interviews with consultants and 
GPs working in or around nine PFI sites across England, Scotland and Wales, three of which were 
in Scotland.   
 
The main issues that arose from the BMA’s research were very similar to the main themes that 
came out from the research undertaken by Unison on the views of staff working in PFI hospitals 
across the UK, which also included three hospitals in Scotland4.  The issues raised were around 
bed shortages, financial problems, poor design and quality and reduced levels of care.  
 
Bed shortages and reduced levels of care 
In the BMA’s research there was a unanimous belief that cost pressures had played a significant 
role in the design and development of the hospitals, and in particular the number of beds.  This was 
referred to by some as the “cost envelope” or the “affordability gap”.  Each interviewee described a 
process of negotiations and compromises that had to be made in terms of the layout and size of 
the building, the numbers of beds and the allocation of beds between medical and surgical 
departments before the final cut off for making changes. 
 
In the majority of the PFI builds, the numbers of beds were reduced, with only a small number of 
projects maintaining existing bed levels.  One interviewee stated that although the number of beds 
didn’t change there were other significant changes such as the size of the wards, adequate 
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3 BMA Health Policy and Economic Research Unit – Unpublished research into the experience of 
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teaching seminar rooms on wards and service developments such as a new high dependency ward 
that were planned but removed in the final negotiations.   
 
Poor design and quality 
There were mixed feelings on the level of clinical involvement in the planning and design phase of 
the projects in the BMA’s research.  Some interviewees described the process as highly 
consultative with the private consortium architects actively seeking their input into the design of the 
hospital while other interviewees felt there had not been enough clinical engagement.   
 
Several of the BMA’s interviewees spoke about how difficult it was to have a closing date for 
making changes with the rapid pace of health care reform at the time.  Changes could be made but 
at an additional cost to the Trust/Health Board, and on occasion only when the hospital was 
completed.  This was attributed specifically to PFI consortiums in order for the projects to be 
completed on time and under budget.  One interviewee stated this was one of the major differences 
between PFI projects and traditional government funded projects, which were viewed as more 
flexible. 
 
Financial Problems 
Many of the interviewees described the financial state of their Trust/Health Board and expressed 
concerns about their limited ability to make savings due to fixed overhead costs paid to the PFI 
consortiums. There was also a concern by a few of the interviewees that the presence of a PFI 
hospital in the local health community limited the options for reconfiguring services across primary 
and secondary care.  One interviewee commented that the Trust/Health Board was too focused on 
the physical structure rather than how to use it, and was then restricted from making changes by 
the charges. 
 
The BMA’s study was conducted in 2004/2005 which was prior to the major financial constraints in 
the NHS, and it is likely that if the research were repeated today the constraints on the budgets of 
PFI hospitals and the impact on clinical services and staff would have featured more strongly with 
interviewees. 
 
Comparison between PFI and traditional funded projects 
In the course of the BMA’s interviews, several comparisons were made by the interviewees 
between PFI funded hospitals and the traditional government funded hospitals.  The positive 
aspects of PFI funding were around building maintenance and timeliness of project completion and 
planning.  The drawbacks of PFI funding given by the interviewees were around the inflexibility of 
contracts, poor contracts, additional charges and the constraints PFI funding placed on budget and 
service planning. 
 
Summary 

The health care sector is under continuous pressure to adapt to advances in medical technologies 
and policy changes such as moving care closer to home and increasing patient choice.  In order to 
remain efficient in the face of these changes the NHS needs to be flexible and easily adaptable to 
change, which is much more difficult and expensive under PFI funding arrangements for capital 
investment.   
 
BMA Scotland supports the Scottish Parliament Finance Committee in its review of the funding of 
capital investment projects in Scotland and would support a capital investment system in Scotland 
that enables the NHS and its staff to develop high quality services for patients in a cost effective 
and sustainable manner.  BMA Scotland does not believe that the current PFI arrangements 
provide this. We note that there are a number of alternative options, as outlined in the SPICe 
briefing provided to the Committee5. BMA Scotland would welcome further exploration of the 
viability and cost-effectiveness of these options, including the Scottish Governments proposals for 
a system of Scottish Future Bonds. 
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