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ABSTRACT 
 

Risk transfer is deemed to be a key driver in attaining value for money in Public 

Private Partnerships (PPPs), with it purportedly being instrumental in offsetting the 

typically higher borrowing and transaction costs associated with this form of 

procurement. The substantial resources already committed to PPPs globally, together 

with the stated intention of many governments to continue with this procurement 

mechanism, means it is essential that lessons are learnt from previous projects and 

good practice is shared with respect to risk allocation. However, prior studies have 

tended to focus on PPP procurement, projects in their early stages or on the 

accounting treatment of PPPs, with limited research being conducted on risk transfer 

in operational PPPs. There is also a dearth of comparative investigations into risk 

allocation in PPP and traditionally procured (TP) projects.  

 

Drawing on Principal Agent Theory, Lonsdale’s modified Transaction Cost 

Economics framework, relational contracting and the relational theory of risk this 

research sought to address this gap by examining whether risks have been transferred 

as intended in operational PPP and TP education-based projects in Northern Ireland 

(NI) and the Republic of Ireland (ROI). To address this, planned levels of risk 

allocation were identified by analysing the procurement documents for a sample of 

operational PPP and TP schools in NI and ROI. In addition, semi-structured 

interviews were conducted with key public and private sector stakeholders to capture 

their experiences and perceptions of risk allocation at the operational stage of PPP 

and TP school projects.  

 
As anticipated, risks largely remained with the public sector for the TP schools 

examined. However, as interviewees’ responses regarding risk allocation in PPP 

schools differed somewhat from the analysis of the procurement documentation and 

the findings from prior studies, the results of this research challenge the technicist 

view of risk which contends that it can be transferred and priced. Variation between 

expected versus actual risk allocation appears to be as a consequence of contract 

subjectivity and flexibility, which is associated with relational contracting, together 

with disparities in contract knowledge, one of Lonsdale’s factors. Examples of good 

practice, recommendations for policy makers and suggested areas for future research 

were also identified.



 1 

 
CHAPTER ONE 

INTRODUCTION  
 

1.1 INTRODUCTION 

 
In order to place the research in context, this chapter begins by providing background 

information on infrastructure investment in the United Kingdom (UK) and Republic 

of Ireland (ROI)1. Then, the research objectives are outlined, the focus of the study is 

explained and its contribution to knowledge, policy and practice discussed. Finally, 

the structure of the thesis is outlined. 

 
1.2 BACKGROUND AND CONTEXT  

 
Following decades of underspending in the UK and ROI, Public Private Partnerships 

(PPPs), which include any collaboration between public bodies such as central and 

local government and private companies, were promoted as a way to provide much 

needed infrastructure improvement without impacting on government indebtedness 

(Ball et al., 2001; National Economic and Social Council, 2005; Connolly and Wall, 

2009; Hearne, 2011; Bolton, 2019). Generally, PPPs involve the public sector 

contracting with a private company ‘to design, build and/or finance and/or 

manage/maintain a public service or infrastructure for a defined period of time’ 

(Hearne, 2011, p.41) which can be up to 30 years in duration (Broadbent and 

Laughlin, 2003). In such cases, the public sector defines the services it requires, risks 

are borne by the parties best able to manage them and payment is related to 

performance (Connolly and Wall, 2009).  

 

In contrast, traditionally procured (TP) capital projects are financed upfront by 

governments via short-term design and construction contracts, with on-going 

facilities management and service provision remaining the public sector’s 

responsibility (Duffield, 2008). Since the public sector owns and operates the asset 

under TP, it assumes most of the risk; this is in contrast to PPPs where risks are 

 
1 Different political and legislative systems operate in England and Wales, Scotland, Northern Ireland 
(NI) and the ROI. Unless stated otherwise: UK is used to refer to England, NI, Scotland and Wales; 
and ‘Britain’ is used to refer to England, Scotland and Wales. 
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largely transferred to the private sector or shared between both parties (Bing et al., 

2005; Connolly et al., 2008; Reeves, 2013a; Albalate et al., 2015).  

 
Over the past 25 years, PPPs have emerged as a popular global strategy to deliver 

infrastructure (Andon, 2012; Reeves, 2014; Hodge and Greve, 2018; Opara and 

Rouse, 2019). The McKinsey Global Institute (2013) estimates that US$57 trillion 

will be required to maintain the world’s infrastructure such as roads, power plants 

and pipelines by 2030. This need, coupled with the budgetary difficulties and severe 

funding constraints which have ensued following the Global Financial Crisis (GFC) 

of 2008, has resulted in more and more countries adopting PPPs to deliver their 

infrastructure (Reeves and Palcic, 2017). 

 

Between the 1990s and 2018, a total of 1,749 PPP projects worth €336 billion had 

reached financial close in the European Union (EU). With 700 of these deals worth 

£60 billion currently operational in the UK, this makes it a key player in PPP activity 

in Europe (European Court of Auditors, 2018; National Audit Office (NAO), 2018; 

Palcic et al., 2019). PPP adoption in ROI has also been substantial. In 1999, the ROI 

launched its first group of pilot PPP projects and by 2009 investment in PPPs was 

seven per cent of Gross Domestic Product, two percent higher than the EU average 

(Reeves, 2014; Marcario et al., 2015; Palcic et al., 2018). Even in the aftermath of 

the GFC, various ROI governments have demonstrated their continued support for 

this procurement mechanism by launching a stimulus plan in July 2012 to spend 

€2.25 billion on capital projects, largely via PPPs; this is a sizeable sum relative to 

European activity levels given the size of the ROI’s economy (Reeves, 2014; Reeves 

and Palcic, 2017). While increased exchequer investment since then has reduced 

reliance on PPPs in ROI, senior government officials with relevant policy expertise 

and experience of PPP procurement have recently highlighted the importance of 

maintaining relationships with international PPP investors and have recommended 

that PPPs remain an important feature of overall capital investment in ROI, provided 

projects have the potential to deliver Value for Money (VFM) (Department of Public 

Expenditure and Reform (DPER), 2018b). 

 

Elsewhere, prior to 2014, China was deemed a slow adopter, however accelerated 

urbanisation since then has led to dramatic increases in PPP activity with projects 

worth an estimated capital value of US$1.6 trillion now in progress (Tan and Zhao, 
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2019). There has also been renewed interest in PPPs and expansion into sectors 

beyond road concessions in the United States of America since the 2016 presidential 

election (PricewaterhouseCoopers, 2016; Palcic et al., 2019).  

 

While access to private financing, scope for off-balance sheet financing and 

innovation has contributed to increased adoption of PPPs (Hood, 1991; Akintoye et 

al., 2003; Reeves and Ryan, 2007; Kee and Forrer; 2008; Connolly and Wall, 2009; 

Hearne, 2011), the popularity of PPPs is intrinsically linked with their potential for 

risk transfer, as this purportedly counterbalances the higher borrowing and 

transaction costs associated with these projects (Ball et al., 2001; Froud and Shaoul, 

2001; Connolly and Wall., 2009). Since funds are withheld until the asset is available 

and penalties are imposed for poor performance, risk transfer supposedly incentivises 

the PPP company to deliver on time, to budget and to the required service standards 

(Connolly and Wall, 2009; Hearne, 2011, Reeves, 2015). However, the subjective 

nature of risk valuation, together with an alleged preference for PPPs and the lengthy 

contract duration means that risk transfer may not be as significant as some PPP 

proponents profess (Mayston, 1999; Lonsdale, 2005c; Demirag and Khadaroo, 2008; 

Khadaroo, 2014). There is also no guarantee that transferred risk is enforceable in 

practice or that it is assigned as agreed during the procurement phase (Khadaroo, 

2014).  

 
Despite risk transfer being deemed the lynchpin of VFM attainment in PPP contracts, 

plus the significant risk premiums paid for risk transfer, work has tended to focus on 

the procurement phase, projects in their early stages or the accounting treatment of 

PPPs with limited empirical studies conducted on PPPs at the operational stage, 

particularly with respect to risk transfer (Froud and Shaoul, 2001; Edwards and 

Shaoul, 2003a; Reeves, 2003; Khadaroo, 2005; Ismail and Pendlebury, 2006; Shaoul 

et al., 2006; Connolly et al., 2008; Heald and Georgiou, 2011; Andon, 2012). 

Therefore, a deeper understanding of how risk is actually handled in operational 

projects and whether this differs from expectations is required. 

 

In line with previous studies, this research applies Principal Agent Theory (PAT) 

principles to assess expected risk allocation in PPP contracts (i.e. that risks are 

allocated to the parties best able to manage them at least cost) (Oudot, 2005a; b; 

Reeves and Ryan, 2007; Khadaroo, 2014; Burke and Demirag, 2017). Then, 
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Lonsdale’s (2005b) framework, a modified version of Transaction Cost Economics 

(TCE), in conjunction with the relational theory of risk and relational contracting, are 

adopted to examine how obstacles to balanced contracting, contract subjectivities 

and flexibilities affect the allocation of risk allocation when PPP and TP contracts 

become operational. While Lonsdale (2005a; b) considers a number of obstacles to 

balanced contracting which can affect the public sector’s ability to transfer risk to its 

suppliers, relational contracting, with its emphasis on flexibility, co-operation and 

trust, offers a way to handle risk, uncertainty and change in PPP contracts (MacNeil, 

1978; Darwin et al., 2000; Reeves, 2008 and Chung, 2016). In addition, the relational 

theory of risk facilitates an understanding of how differences in interpretation, 

including subjectivity surrounding service provision, affects how risks are handled 

when projects are operational (Aven and Renn, 2009; Robinson and Scott, 2009; 

Boholm and Corvellec, 2011; Javed et al., 2013).  

 
Having placed the research into context the research objectives will now be outlined, 

followed by a discussion of the research focus and contribution. 

 
1.3 THE RESEARCH OBJECTIVES  

 
Drawing on PAT, Lonsdale’s (2005b) modified TCE framework, relational 

contracting and the relational theory of risk, and focusing on Northern Ireland (NI) 

and ROI operational PPP and Traditionally Procured (TP) education projects, the 

objectives of this research are to:  

 
1. examine the extent to which risks are transferred from the public sector to the 

private sector as intended; 

2. identify examples of good practice and lessons to be learnt; and  

3. propose recommendations for future policy and research in light of the findings. 

 
1.4 THE RESEARCH FOCUS 

 
Section 1.2 highlighted the importance of risk transfer for VFM attainment with 

PPPs and the need to understand how risks are handled once projects become 

operational. To enhance understanding of the PPP risk transfer process, comparisons 

should be drawn with TP projects. Despite this, few studies have compared 

operational PPP and TP projects and little is known about the nature of risk sharing 
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in non-PPP contracts (Gao and Handley-Schachler, 2003; O’Shea et al., 2018). To 

address this gap, this research examines whether risks are transferred as intended 

when PPP and TP projects in the education sector are operational in NI and the ROI. 

Document Analysis (DA) is conducted on procurement documentation obtained 

under Freedom of Information to identify planned risk allocation. In addition, Semi-

Structured Interviews (SSI) are carried out with key public and private sector parties 

to gain an understanding of their lived-in experiences with respect to risk allocation 

in operational PPP and TP education-based projects.  

 

While the need for research regarding risk transfer in operational projects is well-

documented, research into PPPs in general is important given that governments enter 

into long-term contracts with the private sector, resulting in a ring fencing of 

resources for these projects over 20-30 years. It is therefore vital to examine whether 

they represent VFM, in particular with respect to risk transfer, for the taxpayer and 

are a valid model going forward, given the number and value of contracts currently 

operational in the UK, ROI and globally (see Section 1.2). Education-based projects 

are examined as they have been adopted extensively in the UK and ROI and 

represent a substantial portion of the portfolio of PPP projects in both jurisdictions 

(Her Majesty’s Treasury (HMT) (2017); DPER, 2018a). 

 

Despite the UK being deemed a leader of PPP adoption in terms of number and value 

of projects, the costly nature of private finance, coupled with doubts regarding VFM 

attainment and risk transfer with the Private Finance Initiative (PFI)2, led the UK 

Chancellor of the Exchequer, Philip Hammond, in his October 2018 budget speech, 

to announce that while the government will honour existing PFI and Private Finance 

(PF2) (a reformed version of PFI) contracts, no new deals will be signed. While this 

appears to be the end of PFI/PF2 in the UK, the government is still committed to 

adopting other forms of PPPs once they result in VFM and genuine risk transfer. 

Furthermore, the UK government aims to ensure VFM attainment with the £200 

billion plus ring-fenced for existing PFI deals (Lumsden, 2018). Research which 

 
2 The Private Finance Initiative (PFI), arguably the most well-known form of PPP, involves a 
consortium of private firms designing, building, financing and operating project assets used in the 
provision of public services for contractual periods of typically 30 years (Kee and Forrer, 2008; 
Connolly and Wall, 2009). 
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looks at risk transfer in operational PPPs will help in this quest. The extensive 

resources already committed to PPPs globally plus the stated intention of the ROI 

government to continue with this financing mechanism means that it is essential that 

lessons are learnt from previous projects, factors for success in the PPP process are 

identified and good practice is shared (Macario et al., 2015; Reeves and Palcic, 2017, 

DPER, 2018b; Palcic et al., 2018; Lumsden, 2018). Having discussed the focus of 

this research, its contribution is now outlined.  

 

1.5 THE RESEARCH CONTRIBUTION 

 
This study makes a number of contributions to knowledge, policy and practice. 

While much of the literature has focused on procurement or projects in their early 

days, this work examines how contracting practices affect the transfer of risk in 

operational projects (Edwards and Shaoul, 2003a; Reeves, 2003; Ismail and 

Pendlebury, 2006; Connolly et al., 2008; Reeves, 2008; Connolly and Wall, 2009; 

Andon, 2012). Since risk transfer is purportedly a key driver of VFM with PPPs and 

substantial premiums have been paid for the transfer of risk with these projects, 

knowledge of the operational phase helps to assess whether contracts are enforceable 

in practice and risks have been transferred as planned (Froud and Shaoul, 2001; 

Edwards and Shaoul, 2003b; Shaoul et al., 2008). In addition, unlike prior studies 

which tend to focus on one project, this research examines earlier and later PPP 

school contracts in NI and ROI to see if lessons have been learnt over time, from 

either or both jurisdictions (Khadaroo, 2008; Reeves, 2008; Hearne, 2011). By 

focusing on education, it helps to bridge the gap in cross-country PPP comparisons, 

which to date have been few in number, and have focused on the road and transport 

sector (Albalate et al., 2015; Carbonara et al., 2015; Roumboutsos and Pantelias, 

2015). Lastly, by comparing PPP and TP projects with respect to risk transfer, this 

research attempts to address the lack of comparative studies conducted on both forms 

of procurement at the operational stage. While O’Shea et al. (2018) have examined 

operational PPP and TP schools in ROI since risk was not their primary focus, the 

analysis on risk allocation is minimal.  

On conducting SSI, risks largely remained with the public sector at the TP schools 

examined. Interviewee responses regarding risk allocation pertaining to design, 

construction, demand, maintenance, operating costs, underperformance and non-
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availability and obsolescence in PPP schools varied somewhat from DA findings. In 

addition, interviewees’ viewpoints regarding risk transfer with demand, maintenance, 

operating costs, obsolescence and contractor default differed from that opined in the 

literature with respect to PPP contracts. It appears these differences stem from a 

combination of subjectivity with contracts, flexibility, which is linked with relational 

contracting and disparities in contract knowledge, one of Lonsdale’s factors. Such 

differences challenge the technicist view of risk which contends that it can be 

transferred and priced in PPP contracts (HMT, 2001). 

While findings were somewhat aligned with the theoretical framework applied, some 

differences were also noted. For example, despite the presence of obstacles to 

balanced contracting, interviewees were less negative than Lonsdale (2005b) 

regarding the passing back of risk or difficulties with contract renegotiation. 

Furthermore, while the relational theory of risk sees that a risk object for some may 

be an object at risk for others, interviewees made no claims that risk objects today 

may become objects at risk in the future as the relational theory of risk suggests. 

Lastly, while flexibility and co-operation were shown with respect to risk allocation, 

contracting at the PPP schools examined seems to be along a transactional-relational 

spectrum, as Reeves (2008) has previously suggested.  

 
In addition to its contributions to knowledge, the research identifies examples of 

good practice and lessons to be learnt, and subsequently makes recommendations for 

policy makers regarding risk allocation and how the practical operation of these 

contracts can be improved. Firstly, it tries to address lessons to be learnt regarding 

disparities with contract knowledge, an aspect of Lonsdale’s framework (Lonsdale, 

2005b). Secondly, to provide greater flexibility and to emulate the realities of risk 

allocation in operational PPP contracts, it outlines examples of good practice and 

some improvements that can be made to the allocation of risk with respect to contract 

monitoring, the handling of demand and changes in PPP contracts. Finally, 

comparisons are made between PPP and TP contracts, particularly with respect to 

risk transfer and recommendations made regarding how operational aspects may be 

enhanced.  

  

Having placed the research into context, stated the research objectives and discussed 

the resarch focus and contribution the structure of the thesis will now be outlined. 
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1.6 THESIS STRUCTURE  
 
CHAPTER ONE discusses the motivation and justification for the study, reiterates 

the research objectives and outlines how the thesis is structured. To provide context, 

the economic backdrop and changing political ideologies in the UK and ROI that 

have helped to pave the way for PPPs are then outlined in CHAPTER TWO. Next, 

CHAPTER THREE explains what PPP and TP projects are and discusses the 

economic, ideological and political motivations for PPP adoption in the UK and ROI. 

Given this project’s research objectives, CHAPTER THREE also considers the 

importance of risk transfer for VFM attainment in PPP projects, together with the 

role risk transfer plays in how PPPs are accounted for. 

 
CHAPTER FOUR initially examines the concepts of risk and uncertainty in general 

terms before applying them to PPPs specifically. While a number of risk allocation 

theories, were considered, PAT in conjunction with Lonsdale’s (2005b) framework, 

a modified version of TCE, relational contracting and the relational theory of risk 

were deemed the most appropriate lens through which to investigate expected versus 

actual risk allocation in PPP and TP projects. As the theoretical framework for this 

study is presented in CHAPTER FOUR, together with expectations for risk 

allocation based on PAT principles, this chapter contributes to meeting the first 

research objective. 

 

Past empirical studies were reviewed in CHAPTER FIVE to examine how risks are 

allocated and managed in PPP projects across a range of sectors, including education 

which is the focus of this research, and to ascertain the extent to which risks are 

transferred as expected when PPP projects are operational, thereby also contributing 

to meeting the first research objective.  

 
CHAPTER SIX considers the main philosophical assumptions underpinning the 

research design and justifies the research methodology adopted for this study, a 

qualitative approach employing DA and SSI.  

 

In addition to CHAPTERS FOUR and FIVE, CHAPTER SEVEN develops 

expectations for risk allocation by reviewing procurement documentation for a 

number of school projects in NI and ROI, thus contributing to meeting Research 

Objective One. The procurement documentation examined mainly provides 
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information on risk responsibilities at the contract stage, but does not offer insights 

into operational aspects for PPP projects. In addition, limited references were made 

to risk allocation in the procurement documentation obtained for the TP schools in 

NI and ROI. 

 

SSI conducted at the operational phase of PPP and TP school projects and 

documented in CHAPTER EIGHT help to address these gaps and contribute to 

meeting Research Objective One by examining whether risks have been transferred 

as planned.  

 
CHAPTER NINE aligns chapters to research objectives, summarises the research 

findings and outlines the contribution to knowledge, policy and practice. It addresses 

Research Objectives Two and Three by identifying examples of good practice and 

lessons to be learnt, together with proposing recommendations for future policy and 

research in light of findings. 

 
Having introduced the research topic, reiterated the research objectives and 

explained the research focus and contribution, the next chapter discusses the 

economic backdrop and changing political ideologies in the UK and ROI which have 

helped to pave the way for PPPs. 
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CHAPTER TWO 
BACKGROUND AND CONTEXT 

 

2.1 INTRODUCTION 
 
As outlined in Section 1.3, a key objective of this research is to examine the extent to 

which risks are transferred from the public sector to the private sector as intended 

when Public Private Partnerships (PPPs) and traditionally procured projects are 

operational. However, to provide background and context this chapter examines the 

increased private sector involvement in public sector infrastructure investment and 

service delivery since the mid-1990s in the United Kingdom (UK) and the Republic 

of Ireland (ROI)3. It begins by discussing public service delivery, together with the 

various parties involved in this (Section 2.2). Recent trends in public sector spending 

in the UK and the ROI, including the infrastructure deficits which have emerged, 

particularly in the education sector which is the focus of this research, are then 

outlined (Section 2.3). The chapter concludes by introducing the concepts of ‘New 

Public Management’ (NPM) and PPPs, both of which are discussed in more detail in 

CHAPTER THREE.  

 
2.2 PUBLIC SERVICE DELIVERY 
 
While public services such as health and education are generally provided by 

governments and paid for by the taxpayer, they may also involve end user payment 

(for example, roads) (Redwood, 2004). Failure in the allocation of public services if 

the market alone prevails and a desire for equality of access are some reasons for 

state involvement (Fitzgerald, 1999). The role of the government as provider and 

regulator of public services in the UK and ROI has changed, with the private sector 

becoming increasingly more involved with public service delivery over time 

(Ghobadian et al., 2007; Hearne, 2011). Indeed, public services are now provided by 

four sectors – public, private, not-for-profit and family – in the UK and ROI via a 

mixed economy of welfare (Broadbent and Guthrie, 1992; Clarke and Langan, 1993; 

Fanning, 1999; Savas, 2000).   

 
3 Different political and legislative systems operate in England and Wales, Scotland, Northern Ireland 
(NI) and the Republic of Ireland (ROI). Unless stated otherwise: ‘United Kingdom’ (UK) is used to 
refer to England, NI, Scotland and Wales; and ‘Britain’ is used to refer to England, Scotland and 
Wales. 
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(i) The public sector encompasses service provision such as education that is 

managed and financed by the state. It involves public entities providing 

utilities and services to the community traditionally classed as essential to 

society and primarily funded by taxation, consumers themselves or 

government subsidies; 

(ii) The private sector provides goods and services at a profit to those who 

can pay, with the largest purchaser of same often being the state itself (for 

example, places being purchased for public patients in private nursing 

homes); 

(iii) The not-for-profit sector includes service provision on a charitable basis 

and often involves state funding in the form of grants; and 

(iv) The family sector typically provides services such as childcare and care 

of the elderly to household members on an informal basis.  

 
While the public and private sectors are both involved in public service delivery, 

fundamental differences exist between the two. Principal stakeholders of private 

organisations include equity holders and financial institutions whose main concern is 

shareholder value and profit. The private sector’s cultural traits include 

competitiveness, efficiency and offering goods/services that provide a return for 

investors. In contrast, the public sector is more likely to also be concerned with 

social and environmental matters, including community wellbeing. Services provided 

by the public sector are based on statutory requirements and/or social need and are 

sometimes provided to all in the interests of fairness (Ghobadian et al., 2007). 

Public services require investment and such expenditure may be classed as revenue 

or capital in nature. Revenue expenditure refers to expenses such as teachers’ 

salaries, whereas capital expenditure relates to the purchase of an asset (for example, 

a school building) (Deloitte, 2018). Whilst infrastructure investment is often linked 

with increased productivity and economic growth (Reeves, 2014), the UK and the 

ROI experienced significant reductions in capital spending and infrastructure 

investment, especially during the 1970s and 1980s.  
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2.3 TRENDS IN PUBLIC SECTOR SPENDING IN EDUCATION IN THE 
UNITED KINGDOM AND REPUBLIC OF IRELAND 
 
Focusing on the education sector, which is central to this research, this section 

examines recent trends in public sector spending in the UK and the ROI, including 

the infrastructure deficits which emerged. 

 
2.3.1 Public Sector Spending in the United Kingdom 

 
The end of World War II marked the foundation of the welfare state in the UK, with 

government playing an increased role in the economic and social well-being of its 

citizens (Clarke and Langan, 1993; Britannica, 2018). In response to the belief that 

minimum standards of national health and education were essential to the 

reconstruction of post-war society, the 1944 Education Reform Act and the 1946 

National Health Service Act created national education and health systems 

respectively in the UK (Clarke and Langan, 1993).  

 
Between 1960 and the late 1990s, the UK experienced a number of recessions, 

including the global oil and Sterling crisis of the 1970s, which resulted in the Labour 

Government requesting a loan from the International Monetary Fund (IMF) and a 

massive scaling back on public expenditure (Thain, 2005) with subsequent 

infrastructure deficits in roads, hospitals and schools (Shaoul, 2005). To provide 

details of how investment in education was affected, capital expenditure data for 

education was sought from the Department of Education (DE) in the UK from the 

late 1960s to 2000. A DE representative advised that this information was not readily 

available as national archives only hold annual reports from 2002 onwards but that 

the gov.uk website and Hansard archives were useful online resources. On reviewing 

these websites, a House of Commons briefing paper by Bolton (2019) highlighted 

that public expenditure on education (both current and capital), in the UK increased 

as a percentage of Gross Domestic Product (GDP) throughout the 1960s and 1970s, 

peaking at 5.8% in 1975-1976 before declining for the rest of that decade and for 

most of the 1980s. 

 
Demonstrating the need for greater investment in the schools’ estate, the head of the 

UK’s schools’ capital policy commented in 2002 that approximately 30% of school 

buildings in England were more than 50 years old (Wilkinson, 2002). Similarly, the 
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education infrastructure in NI was in a poor state of repair, with substantial capital 

and maintenance backlogs (Northern Ireland Audit Office (NIAO), 2004; Connolly 

et al., 2009). Moreover, in NI, a broader neglect of public sector investment was 

attributed to the high cost of security in the region. Consequently, on emerging from 

years of conflict, the NI Executive was keen to repair and upgrade the NI 

infrastructure across a number of sectors (Horgan, 2006). Additional capital spending 

in education was vital to cater for rises in the student population and the much-

improved levels of participation at secondary and third level institutions in the UK 

(Wilkinson, 2002; Chitty, 2005). However, the limited availability of public funds 

contributed to the attractiveness of greater private sector involvement in developing 

the UK’s infrastructure whilst adhering to public spending limits (discussed further 

in Section 3.4) (Gallimore et al., 1997; Horgan, 2006; Connolly et al., 2009).  

 

2.3.2 Public Sector Spending in the Republic of Ireland 

 
Prior to the 1960s in the ROI, public services in health and education were seriously 

underfunded (Conroy, 1999). Unlike most other European countries, the ROI missed 

out on the golden age of economic growth which occurred post World War II and, by 

the 1990s, was playing catch up with the rest of Europe (Honohan and Walsh, 2002; 

O’Rourke, 2003). Heavily influenced by the Catholic Church, which has played a 

key role in the delivery of public services in the ROI, social spending on schools, 

hospitals, transport and welfare remained low compared to its European counterparts 

and it was not until 1967 that free second-level schooling was introduced, more than 

two decades after the UK (Conroy, 1999; National Economic and Social Council 

(NESC), 2005; European Commission, 2009/2010; Hearne, 2011).  

 
Economic and population growth during the 1970s led to substantial increases in the 

ROI’s public expenditure, financed by borrowing (Hearne, 2011). This upturn was 

however short-lived, with the global economic crisis of the 1970s/1980s resulting in 

unprecedented levels of national debt, unemployment and emigration (Haughton, 

2005; Hearne, 2011). Severe fiscal retrenchment, as happened in the UK, was used to 

tackle the problems of excessive borrowing and public spending (Cromien, 2011; 

Hearne, 2011), with capital spending in housing, education and health falling steeply 

from 1985 until the early 1990s. Indeed, overall education spend almost halved 

between 1986 and 1991, despite increased participation at second and third level 
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(NESC, 2005; Hearne, 2011). Capital expenditure on primary and secondary 

education in particular fell by 54% during this period from £84.6m in 1986 to 

£38.9m in 1991 and it took until 1998 for it to surpass the previous highs of 1986 

(Department of Education and Skills (DOES), 2019). 

 

The ROI’s economy dramatically improved in the early 1990s with growth rates of 

7.5%, more than double that recorded for the previous three decades, rendering it the 

fastest growing economy in the Organisation for Economic Co-operation and 

Development (OECD) by 2000 (Reeves, 2003; Reeves and Ryan, 2007). However, 

as this economic expansion followed a period of fiscal stabilisation and a decade of 

year-on-year reductions in capital expenditure, as noted above, the ROI was faced 

with severe infrastructure deficits (Reeves and Ryan, 2007). While European Union 

(EU) fiscal transfers helped to fund capital investment from the late 1980s, such was 

the scale of economic growth that the ROI’s infrastructure reached crisis point by the 

mid-1990s, with the scope for increased infrastructure investment being hindered by 

the prospect of reduced EU transfers and limits imposed on public spending resulting 

from membership of the single European currency (Reeves, 2003; Reeves and Ryan, 

2007). Consequently, public spending did not keep pace with the rate of economic 

growth or address the infrastructure deficits in transport, housing and education 

(schools and third level facilities) (NESC, 2005; Hearne, 2011; Reeves, 2014).  

 
With respect to education, spending as a percentage of national income in the ROI 

has doubled since the 1960s and from the early 1990s the government has 

demonstrated a real commitment to investment in education and training (Newman, 

2005). Student enrolments at second and third level rose considerably between 1965 

and the late 1990s, which placed a substantial burden on existing infrastructure 

(Kirby, 2009). As in the UK however, due to decades of underinvestment, in 

conjunction with increased participation and a growth in the school going population, 

schools in the ROI required considerable capital and revenue spend, (Department of 

Education and Skills (DOES), 2006; Connolly et al., 2009; Hearne, 2011; Reeves, 

2014).  

 

Thus, following decades of underspending in the UK and ROI across a number of 

sectors, including education, health and roads, greater private sector involvement in 

public sector infrastructure investment and service delivery via Public Private 
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Partnerships (PPPs) was perceived as a viable means of reducing the infrastructure 

deficit (Shaoul, 2005; Connolly et al., 2009; Burke and Demirag, 2015; Palcic et al., 

2018). PPPs, which are discussed in greater detail in CHAPTER THREE, generally 

involve the public sector contracting with a private company ‘to design, build and/or 

finance and/or manage/maintain a public service or infrastructure for a defined 

period of time’ (Hearne, 2011, p.41). They have helped to bridge the infrastructure 

deficits and were promoted as part of wider public sector reforms which are 

discussed below. 

 

2.4 NEW PUBLIC MANAGEMENT  
  
Post-World War II, the role of the state in the UK and elsewhere expanded 

culminating in the emergence of the welfare state, as Section 2.3 has outlined. 

However, from the 1970s onwards financial distress, social change, globalisation and 

increased competition led governments to reconsider such expansion and the way 

their public services were being delivered. The subsequent reforms which emerged 

became collectively known as New Public Management (NPM) (Hyndman and 

McGeough, 2008; Hyndman and Liguori, 2016).  

 
NPM posits that core public services are not performing as well as they should but 

by embracing private sector management techniques and market mechanisms and 

improving performance and accountability, the public sector can be modernised and 

enhanced (Connolly et al., 2009; Caperchione et al., 2017). Adopted at a time when 

state bureaucracies were seen as inherently defective and wasteful, NPM promoted a 

heightened focus on discipline and frugality in relation to resources used, by cutting 

costs and doing more for less (Hood, 1991; Hood, 1995; Minogue, 2000; Hyndman 

and McGeough, 2008). 

 
Key tenets of NPM include, greater private sector involvement, increased market 

competition, an emphasis on the use of output controls and running government like 

a business (Hood, 1991; Hood, 1995). By collaborating with the private sector and 

using its expertise, harnessing market competition and engaging in performance 

measurement, PPPs themselves have come to be considered part of the NPM agenda 

and purportedly achieve better value for money for the public sector (Hood, 1991; 

Hood, 1995; Broadbent and Laughlin, 1999; Khadaroo, 2005; Kee and Forrer, 2008; 



 16 

Connolly et al., 2009; Caperchione et al., 2017; Hodge et al., 2018; Opara and 

Rouse, 2019). In fact, the scope for innovation with PPPs allegedly stems from the 

employment of private sector management techniques and the adoption of output 

specifications, two key aspects of NPM (Hood, 1991; Reeves and Ryan, 2007). 

 

2.5 CONCLUSION 

 
NPM promoted greater private sector involvement in public services via PPPs as a 

way to improve public sector infrastructure and to address the infrastructure deficits 

which emerged in the UK and ROI following decades of underinvestment and fiscal 

retrenchment. CHAPTER THREE discusses the rationale for PPP adoption in greater 

detail and posits that a mixture of ideological, financial and political pressures has 

contributed to their popularity (Greenaway et al., 2004; Ahmad et al., 2018).  
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CHAPTER THREE 
 PUBLIC PRIVATE PARTNERSHIPS  

 

3.1 INTRODUCTION  

 
The previous chapter highlighted recent trends in public sector spending in the 

Republic of Ireland (ROI) and United Kingdom (UK), including the infrastructure 

deficits which emerged, in order to provide a context for the introduction of Public 

Private Partnerships (PPPs). Given that the key focus of this thesis is risk allocation 

(see research objectives in Section 1.3), this chapter examines the importance of risk 

transfer for Value for Money (VFM) attainment with PPPs, the role risk plays at 

procurement and in accounting for PPP assets. After noting the different types of 

PPP models (Section 3.2), it describes the traditional approach to public sector 

procurement (Section 3.3). Next the advantages and disadvantages of PPP 

procurement are outlined (Section 3.4), followed by a discussion on its adoption in 

the UK and the ROI (Section 3.5). The chapter concludes by examining the 

accounting treatment (Section 3.6) and procurement process (Section 3.7) for PPPs. 

  
3.2 WHAT ARE PUBLIC PRIVATE PARTNERSHIPS?  

 
PPPs include any collaboration between public bodies such as central and local 

government and private companies, where services traditionally provided by the 

public sector are instead delivered by the private sector (Savas, 2000; Connolly and 

Wall, 2009). Generally, they involve the public sector contracting with a private 

company ‘to design, build and/or finance and/or manage/maintain a public service or 

infrastructure for a defined period of time’ (Hearne, 2011, p.41). With PPPs, the 

public sector defines the services it requires, risks are borne by the parties best able 

to manage them and payment is related to performance (Connolly and Wall, 2009). 

While Hearne (2006) views PPPs as a form of privatisation, Grimsey and Lewis 

(2005) claim that government no longer retains direct control over operations with 

privatisation, whereas with PPPs the public sector has ultimate responsibility for 

service provision. PPPs encompass a variety of contractual arrangements and the 

predominant ones are outlined below. 
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3.2.1 PPP models  

 
The term PPP embraces a range of financial and organisational types from long-term 

service contracts and joint ventures between the public and private sector to sale and 

lease-back type arrangements and the Private Finance Initiative (PFI). With each 

type, the government’s role shifts from being a provider of services to one that 

procures and regulates them (Edwards et al., 2004; Hurst and Reeves, 2004). The 

main models include: (i) design, build and operate (DBO); (ii) design, build and 

finance (DBF); (iii) design, build, finance and operate (DBFO); and (iv) concession-

type arrangements (Hearne, 2011).  

 
(i) Design Build Operate 

 
With DBO, the private sector generally designs, builds, operates and maintains the 

facility for a set period, after which the public sector regains responsibility for the 

asset. This model tends not to involve private financing and has often been used in 

the provision of water and waste water treatment projects (Hearne, 2011).  

 
(ii) Design Build Finance 

  
DBF projects are predominantly used for social housing and urban regeneration. As 

they involve the design, build and financing of assets without a requirement for 

operational responsibility, they tend to be shorter in duration than the other models 

(Hearne, 2011). 

 
(iii) Design Build Finance Operate 

 
The Private Finance Initiative (PFI), arguably the most well-known form of PPP, 

involves a consortium of private firms designing, building, financing and operating 

project assets used in the provision of public services for contractual periods of 

typically 30 years (Kee and Forrer, 2008; Connolly and Wall, 2009). With DBFO, 

the private sector receives a return on their investment via a share of user-based fees 

or when government pays a periodic unitary payment for services rendered (Kee and 

Forrer, 2008). The purchase of an asset by the public sector is therefore replaced by 

the provision of capital assets and support services from a private consortium in 

exchange for a stream of payments over the contract’s lifetime (Akintoye et al., 

1998; Khadaroo, 2005; Connolly et al., 2008). DBFO models are often used for 
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accommodation projects such as schools and hospitals, with the public sector 

specifying the outputs it requires and thus affording the private sector greater 

autonomy over the project design (Froud and Shaoul, 2001; Javed et al., 2013). The 

PPP Company is generally responsible for maintaining the facility via the provision 

of ancillary support services, with the state continuing to provide core services such 

as teaching (Hearne, 2011). However, some projects such as prisons also involve the 

inclusion of core services (National Audit Office, 2003). Ownership of DBFO 

facilities usually transfers back to the public sector on contract completion (Hearne, 

2011).  

 
(iv) Concession-type arrangements 

 
Concessions are a special type of DBFO, where the state grants a license to a private 

operator who in turn levies charges on end users for the provision of services (for 

example, road projects) (Reeves, 2003; 2015). The private sector’s return is therefore 

based on user charges, but can also include some state subvention (Hearne, 2011).  

 

While PFI is a particular form of PPP, the terms PFI and PPP are often used 

interchangeably in the literature (Edwards et al., 2004). From here onwards, the all-

encompassing PPP term will be used, except when specifically referring to a PFI 

arrangement. Having outlined what is meant by PPPs, traditional procurement is now 

discussed. 

 
3.3 WHAT IS TRADITIONAL PROCUREMENT? 

 
With traditional procurement, capital projects are financed by government via short-

term design and construction contracts. On-going operation of facilities and 

responsibility for service delivery remains with the public sector (Duffield, 2008), 

unlike PPPs where the private sector may also take charge of operational aspects 

(Hearne, 2011). In contrast to PPPs, input specifications are typically adopted with 

traditional procurement where, for example, in education the public sector outlines 

the number, size and layout of classrooms in a prescriptive manner (Connolly and 

Wall, 2009). Traditionally procured (TP) projects are paid for with an initial upfront 

capital lump sum, with subsequent payments funded from annual budgets on an ad-

hoc basis for maintenance and refurbishment; this is in contrast to PPPs which 

require little or no upfront capital but larger operating expenditure for service 
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provision (Grimsey and Lewis, 2002; Edwards and Shaoul, 2003a; Hearne, 2011). 

Since the public sector owns and operates the asset under traditional procurement, it 

assumes most of the risk; again, this is in contrast to PPPs where risks are largely 

transferred to the private sector or shared between both parties (Bing et al., 2005; 

Connolly et al., 2008; Reeves, 2013a; Albalate et al., 2015). Although Sussex (2003) 

contends that fixed price contracts which are conducive to preventing cost and time 

overruns offer the potential for greater risk transfer with publicly-funded projects. 

 

Having discussed what is meant by PPP and TP projects, the rationale for PPP 

adoption is now outlined. 

 

3.4 RATIONALE FOR PPP ADOPTION 

 
CHAPTER TWO discussed the massive scaling back of public expenditure and the 

emergence of severe infrastructure deficits which ensued in the UK and the ROI 

following the global economic crisis of the 1970s and 1980s. New Public 

Management (NPM) was seen as a way to ‘modernise’ the public sector and bridge 

these deficits. By employing private sector expertise, market competition, 

performance measurement and adopting output specifications PPPs have become 

part of this NPM agenda (Hood, 1991; Hood, 1995; Broadbent and Laughlin, 1999; 

Kee and Forrer, 2008; Connolly et al., 2009; Hodge et al., 2018; Opara and Rouse, 

2019).  

 
From a macro-economic and political perspective, private financing purportedly 

enables governments to provide infrastructure in a timelier manner than traditional 

procurement without impacting on government indebtedness, and to extend the 

payment period, with the burden borne by future generations (Mayston, 1999; 

Edwards et al., 2004; Connolly et al., 2009; Reeves, 2015). PPPs also encapsulate the 

micro-economic objective of VFM, which can be viewed as the ‘best price for a 

given quantity and standard of output’ (Grimsey and Lewis, 2005 p.352). In the 

context of PPPs, VFM can supposedly be achieved via the transfer of risk, greater 

private sector expertise and innovation (Edwards et al., 2004).  

 
Advantages and disadvantages associated with PPPs including those pertaining to 

risk transfer and private financing are outlined below.  
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3.4.1 Advantages associated with PPPs: 
 

(i) Risk transfer  

 
Froud and Shaoul (2001) assert that risk transfer is the lynchpin of VFM with PPP 

projects and one of the primary motivations for using private finance. From an 

economic perspective, optimal risk allocation provides scope for cost efficiencies 

and should arise when risks are transferred to the public and private sectors in 

accordance with their abilities to manage them at least cost (Gao and Handley-

Schachler, 2003; Edwards et al., 2004; Oudot, 2005a; b; Reeves and Ryan 2007; 

Shaoul et al., 2012). As their own money is at risk, transferring risk to the private 

sector should motivate the PPP company to be more efficient and minimises strategic 

misbehaviour on their part, (Connolly and Wall, 2009; Hussain and Siemiatycki, 

2018). Since funds are withheld until the asset is available, the PPP company is 

incentivised to deliver on time and to budget (Connolly and Wall, 2009). 

Furthermore, service delivery should be improved as payments are linked to 

performance and contractors are penalised during the operational stage for failing to 

reach agreed standards (Connolly and Wall, 2009; Hearne, 2011; Reeves, 2015). The 

enforcement of these deductions in practice is however dependent on how the 

contract is enforced (Connolly et al., 2009; Connolly and Wall, 2009) and since the 

private sector charges a risk premium for every risk it takes on, there is a point at 

which risk transfer ceases to be VFM (Hearne, 2011).  

 
In contrast to the claimed on time, on budget delivery with PPPs, traditional 

procurement is often associated with cost and time overruns, with all risks apart from 

construction resting with the public sector (Connolly and Wall, 2009). Sussex (2003) 

has however highlighted the potential for greater risk transfer with TP projects.  

 
In addition to the role risk plays in VFM attainment, political pressure to obtain off- 

balance sheet accounting treatment for PPP assets via sufficient risk transfer may 

however result in inappropriate allocation of risk to the private sector (Edwards et 

al., 2004). This is discussed further in Section 3.6 which addresses the accounting 

treatment of PPPs. 
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Given that the focus of this thesis is risk allocation (see research objectives in 

Section 1.3), disadvantages associated with PPPs, including the subjective nature of 

risk valuation and the fact that risks may not be transferred as expected, are outlined 

in Section 3.4.2. CHAPTER FOUR delves deeper into the concepts of risk and 

uncertainty and applies them to a PPP setting. It then considers a number of risk 

allocation theories and the most appropriate framework for examining expected 

versus actual risk allocation in PPP and TP projects is chosen. In addition, 

CHAPTER FIVE examines how risks are allocated and managed in PPP projects 

across a range of sectors including education and highlights that limited empirical 

studies have been conducted at the operational phase with these projects particularly 

with respect to risk transfer.  

 
(ii) Whole of life-cycle costing  

 
The long-term nature of PPP contracts and the fact that the private sector may be 

involved with design, construction, operation, maintenance and/or financing of these 

projects, means that there is scope for cost synergies (Grimsey and Lewis, 2002), 

with the requirement for an estimation of whole of life-cycle costs further providing 

an economic rationale for PPP adoption. With PPPs, the contractor considers risks 

associated with design, performance, availability and changes in operating costs and 

is thus motivated to balance upfront capital investment costs with on-going operation 

and maintenance costs thus facilitating VFM delivery with these projects (Her 

Majesty’s Treasury (HMT), 2006; Connolly and Wall, 2009).  

 
The PPP mechanism seeks to encourage long-term vision and circumvent the 

problem of non-contractible build quality as the private operator has vested interests 

to deliver services efficiently and effectively over the contract duration and to 

balance the risks at each project phase (International Monetary Fund (IMF), 2004; 

HMT, 2006). Furthermore, Kee and Forrer (2008) contend that PPPs force 

governments to fund facilities appropriately as they are purchasing a level of service 

provision for the long haul. In contrast, they highlight that short-termism with 

political decision-making can lead to TP infrastructure assets that are seriously 

under-maintained. 
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(iii) Innovation 

 
In addition to whole of life-cycle costing, the employment of private sector 

management expertise and the use of output specifications purportedly provide scope 

for innovation with PPPs (Hood, 1991; Reeves and Ryan, 2007). However, while it 

has been lauded as a key PPP advantage, others have questioned the extent to which 

innovation is happening in practice, when heavy reliance is placed on prescriptive 

input specifications (Ball et al. 2001; Edwards et al. 2004; Reeves, 2003; Hearne, 

2011). Furthermore Spackman (2002) contends that many of the purported benefits 

of private financing, such as whole of life-cycle costing and the potential for 

innovation associated with an output specification approach, are not PPP specific but 

could also be achieved through traditional procurement.  

 
(iv) Access to private funding and off-balance sheet financing 

 
From a macro-economic and political perspective, access to private sector funding is 

another aspect of PPP’s appeal, as it supposedly enables a greater quantity of 

infrastructure projects to be delivered in a timelier manner than would have been 

possible via traditional procurement (Akintoye et al., 2003; Kee and Forrer; 2008; 

Connolly and Wall, 2009; Hearne, 2011). Evidence from both the UK and ROI 

however appears to suggest that approval for some capital investment has followed a 

PPP or nothing approach, calling into question whether investment is actually in 

addition to, rather than a substitute for traditional procurement (Connolly et al., 

2009).  

 
Private financing means that PPP assets and their associated liabilities may be kept 

off the public sector’s balance sheet. This is attractive for governments as it enables 

them to circumvent fiscal constraints and keep within borrowing limits (Connolly 

and Wall, 2009; Reeves, 2015). PPPs may also be appealing to politicians as its ‘buy 

now pay later’ approach means that infrastructure is provided ‘now’, gaining them 

political kudos, with the financial burden being borne by future administrations (and 

generations) (Mayston, 1999; Connolly et al., 2009; Reeves and Palcic, 2017).  

 

A mixture of economic, ideological and political pressures has therefore contributed 

to the rise in popularity of PPPs (Greenaway et al., 2004; Reeves and Palcic, 2017; 
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Ahmad et al., 2018; Sheppard and Beck, 2018). As outlined above PPPs employ two 

key tenets of NPM, private sector management expertise and the use of output 

specifications. VFM is purportedly largely achieved via risk transfer and whole of 

life-cycle costing. In addition, access to private funding and off-balance sheet 

financing supposedly enables the delivery of more infrastructure in a timelier manner 

and facilitates governments to keep within their borrowing limits, thus helping to 

fulfil macro-economic and political objectives.  

 

Having summarised the main advantages noted in the literature, some of the 

disadvantages associated with PPPs are now considered. 

 

3.4.2 Disadvantages associated with PPPs: 

 
(i) Increased transaction costs and costly private financing 

 
From an economic viewpoint, PPP deals due to their complexity require extensive 

legal, financial and technical advice, resulting in higher transaction costs and more 

time-consuming negotiations than their TP counterparts (Ball et al., 2001; Ball et al., 

2007; Connolly and Wall, 2009). In addition, since governments can borrow at lower 

interest rates than the private sector, public funding for TP projects is likely to be less 

expensive than private financing (Connolly and Wall, 2009). To counterbalance the 

higher borrowing and transaction costs, it is posited that VFM with PPPs may be 

obtained via appropriate risk transfer and greater private sector innovation, as 

outlined above (Reeves and Ryan, 2007). However, Demirag et al. (2010) claim that 

justification for the higher cost of private finance associated with PPPs remains 

largely unproven. Points (ii) and (iii) below address risk, which is central to this 

research. The subjective nature of risk valuation and politicisation with the decision- 

making process are outlined below but are further discussed in Sections 4.2.2 and 

4.4.2 of CHAPTER FOUR respectively.  

 

(ii) The subjective nature of risk valuation 

 
Despite the fact that risk transfer is seen as a key driver of VFM with PPPs (see 

above) (Ball et al., 2001; Froud and Shaoul, 2001; Edwards et al., 2004; Ball et al., 

2007), a number of authors have commented on the subjective nature of risk 

valuation and noted that cost savings regarding same are questionable, with risk 
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often weighted in favour of the PPP company (Hood and McGarvey, 2002; Audit 

Commission, 2003; Broadbent et al., 2004; Edwards et al., 2004; Ball et al., 2007; 

Demirag and Khadaroo, 2008; Khadaroo, 2008; Reeves, 2013b; Khadaroo, 2014). 

Political pressures such as fear of project delays or denial of funding may result in 

governments showing bias towards PPP and adopting a ‘PPP or nothing’ approach, 

calling the VFM assessment process into question, particularly with respect to risk 

quantification (Mayston, 1999; Froud and Shaoul, 2001; Ball et al., 2003; Ismail and 

Pendlebury, 2006; Khadaroo, 2008; Reeves, 2011; Reeves, 2013b; Khadaroo, 2014). 

In addition, unpredictability of events over the project’s lifetime means that risk 

transfer may not be as significant as some PPP proponents profess and there is no 

requirement to determine the extent to which new risks might emerge as a result of 

PPP procurement (Ball et al., 2001; Edwards et al., 2004).  

 

(iii) Risk may not be transferred as expected 

 
While risk transfer is associated with VFM, risk may not be transferred as expected 

if the contract is unenforceable in practice, contractors are ineffectual at managing 

risk or the public sector does not transfer the risk it thought it had. For example, in 

the case of failed IT projects in the UK, risk was passed back to public agencies and 

the public (Froud and Shaoul, 2001; Edwards and Shaoul, 2003b; Edwards et al., 

2004; Connolly and Wall, 2009).   
 
Furthermore, irrespective of risk allocation, since PPP contracts are rarely terminated 

due to the high litigation costs involved, the risk of ultimate failure rests with the 

public sector, due to its statutory obligations (Connolly et al., 2008; Connolly and 

Wall, 2009; Hearne, 2011, Shaoul et al., 2012). Sections 5.2-5.5 in CHAPTER FIVE, 

discuss whether risks have been transferred as expected, with Section 5.5 in 

particular focusing on the education sector.  

 
(iv) Competition is needed with PPPs but there is a limited number of 

bidders 

 
While a competitive bidding process is needed to reap the benefits of PPP 

procurement, the specialist, complex nature of these projects means that the number 

of potential suitable bidders is limited, affecting pre-contractual power relations and 
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the public sector’s ability to transfer risk to its supplier (Connolly et al., 2009; 

Lonsdale, 2005a; Mols, 2010). See Section 4.4.2 in CHAPTER FOUR for a more 

detailed discussion on pre-contractual power.  

 

(v) Commercial confidentiality and secrecy 

 
Reeves (2015) critiques the lack of information available on PPPs in the ROI based 

on commercial sensitivity grounds and calls for greater transparency with these 

projects. Likewise, in the UK, Mayston (1999), Edwards et al. (2004) and Demirag 

and Khadaroo, (2008) claim that VFM and accountability with PPPs may be 

hindered, as the contractual process is shrouded in commercial confidentiality and 

secrecy.  

Having considered the advantages and disadvantages of PPP adoption, the next 

section outlines the introduction of PPPs in the UK and ROI, commencing with a 

discussion on how isomorphic pressures affected their implementation. It should be 

noted that isomorphic pressures are solely discussed to help bolster understanding 

regarding the rationale for PPP adoption in the UK and ROI and are not referred to 

elsewhere in this thesis.  

3.5 THE INTRODUCTION OF PPPS IN THE UNITED KINGDOM AND THE 

REPUBLIC OF IRELAND 
 
The adoption of similar structures, systems and operating procedures by 

organisations in known as isomorphism (Khadaroo, 2005). Institutional isomorphism 

confers legitimisation and forces organisations to resemble each other when faced 

with the same set of environmental conditions. This leads to a similarity of 

institutional forms and helps to explain why governments, through their adoption of 

NPM and PPPs in particular, try to keep up with other organisations such as the 

private sector or indeed governments elsewhere which they deem to be more 

legitimate and successful (DiMaggio and Powell, 1983; Connolly et al., 2009).  

 

A number of mechanisms can be used to promote institutional isomorphism 

including, coercive, mimetic and normative pressures. Coercive isomorphism is 

linked with formal or informal pressures exerted on organisations and may be seen 

when policy is somewhat forced upon the public sector. Keen to adopt what is seen 
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as ‘normal behaviour’ when there is uncertainty about the correct way to behave, 

organisations may mimic the practises of others deemed to be successful, in a bid to 

enhance their legitimacy, thereby demonstrating mimetic isomorphism (DiMaggio 

and Powell, 1983; Connolly et al., 2009). In addition, normative isomorphic forces 

describe the influence of professional standards and their communities on 

organisational characteristics (DiMaggio and Powell, 1983; Connolly et al., 2009).   

 
These isomorphic pressures are now discussed in the context of PPP adoption in the 

UK and the ROI, along with the economic, ideological and political drivers 

previously mentioned. 

 
3.5.1 Introduction of PPPs to the United Kingdom 
  
Following the recessionary times of the 1970s and 1980s and decades of 

underinvestment in capital stock (see CHAPTER TWO), the poor state of the UK’s 

public infrastructure became one of the most pressing political issues of the early 

1990s (Kee and Forrer, 2008). The urgent need for infrastructure and the requirement 

to keep public expenditure under control, coupled with the emergence of NPM which 

promoted greater private sector involvement in public services, helped pave the way 

for the introduction of PFI by the UK Conservative Government in 1992, a party 

which had favoured reducing the role of the state since 1979 (Broadbent and 

Laughlin, 1999; Ghobadian et al., 2007; Connolly and Wall, 2009; Burke and 

Demirag, 2017). Furthermore, as discussed above, promises of optimal risk transfer 

and innovation contributed to PPP’s appeal (Froud and Shaoul, 2001; Khadaroo, 

2008).  

 

Similar to the rest of the UK, PPPs were introduced to NI following decades of 

underspending on infrastructure, which had been exacerbated by conflict in the 

region (Horgan, 2006; Connolly et al., 2009). Seven years after the first PPPs were 

launched in the UK in 1992, and three years after the first PPP school contracts in 

England and Wales, it was announced that PPPs would be used to build new schools 

and colleges in NI (Connolly et al., 2009). Four secondary schools and two further 

education colleges, high on the Department of Education in NI’s waiting list and of 

sufficient capital value to attract private sector investors were chosen as PFI 
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Pathfinder projects (Connolly et al., 2008; Northern Ireland Audit Office (NIAO), 

2004).  

 
While the use of PPPs was not mandatory in the UK, successive governments 

expected them to be the preferred option. In the UK, with infrastructure badly in 

need of an upgrade and PPP often offered as the only game in town, coercive 

pressures were clearly at play (DiMaggio and Powell, 1983; Kakabadse et al., 2007; 

Connolly et al., 2009; Sheppard and Beck; 2018). Normative isomorphic pressures 

were also present since accounting standards promoted the adoption of PPPs 

(Connolly et al., 2009).  

 

Initially opposed by the Labour Party, PFI was strongly embraced by them on 

coming into power in 1997 and rebranded under the less politically charged term of 

PPPs (Khadaroo, 2005; Connolly et al., 2008; Connolly and Wall, 2009). Since its 

inception in 1992, the UK has become one of the largest players in the PPP market in 

terms of number and capital value of projects (KPMG, 2010; Ahmad et al., 2018). 

However, with debt more difficult to secure and a deterioration in lending terms, the 

Global Financial Crisis (GFC) brought about a slowdown in PPP activity in the UK 

and elsewhere (Connolly and Wall, 2011; Reeves 2013a). Concern surrounding a 

lack of VFM attainment with PFI led to the UK Government introducing a reformed 

version, Private Finance 2 (PF2), in December 2012, signalling continued support for 

private finance (Reeves, 2013a; HMT, 2015; Hodge and Greve, 2018). Section 6.7.2 

in Chapter Six highlighted that all projects reviewed as part of this research were 

procured before 2012, resulting in only PFI and not PF2 being examined. In fact, by 

March 2017 the signed PFI/PF2 projects list contained schemes with a capital value 

of £59.1 billion (HMT, 2017). Despite this, the costly nature of private finance, 

coupled with doubts regarding VFM attainment and risk transfer with PFI, led the 

UK Chancellor of the Exchequer, Philip Hammond, in his October 2018 budget 

speech, to announce that while the government will honour existing PFI and PF2 

contracts, no new deals will be signed. While this appears to be the end of PFI/PF2 in 

the UK, the government is still committed to adopting other forms of PPPs once they 

result in VFM and genuine risk transfer. Furthermore, the UK government aims to 

ensure VFM attainment with the £200 billion plus ring-fenced for existing PFI deals 
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(Lumsden, 2018). Research which looks at risk transfer in operational PPPs will help 

in this quest.  

 
The discussion above has highlighted that economic, ideological and political drivers  

have played a role in the introduction of PPPs to the UK. Keen to be seen as modern 

and progressive the UK government embraced PPPs as part of its NPM reform 

agenda (Connolly et al., 2009). However, since PPPs were offered as the ‘only 

shown in town’ and accounting standards promoted their use, coercive and normative 

isomorphic pressures also helped to propagate their adoption in the UK. 

 
3.5.2 Introduction of PPPs to the Republic of Ireland  

 
Following a decade of year-on-year reductions in capital expenditure and fiscal 

stabilisation, between 1993 and 1999 the Irish economy experienced a period of 

unprecedented growth, leaving the country with an acute deficit of physical 

infrastructure. See CHAPTER TWO for further details. This shortage, coupled with 

the strict public spending limits imposed on members of the single European 

currency and the prospect of significantly reduced transfers from the EU, paved the 

way for experimentation with PPP policy and the use of private finance in the ROI, 

via a pilot scheme of projects, across a range of sectors including, education, roads, 

public transport and waste management in 1999 (Reeves, 2003; Reeves and Ryan, 

2007).  

 
By accessing additional finance and introducing private sector management 

expertise, the ROI Government saw PPPs as a means to reduce the deficits more 

rapidly than could be achieved by traditional procurement (Hearne, 2011). Optimal 

risk transfer and scope for innovation were also part of PPP’s appeal (Hurst and 

Reeves, 2004; Hearne, 2011).  

 

While the ROI was not under the same financial pressures as the UK, it was 

influenced by how their infrastructure deficits were tackled and so chose to mimic 

aspects of the UK PPP model in a bid to achieve optimal risk allocation and VFM, 

thereby demonstrating mimetic isomorphism (Department of Public Expenditure and 

Reform (DPER), 2007a; Connolly et al., 2009; Burke and Demirag, 2017). In fact, 

Sheppard and Beck (2018) contend that the UK PPP model was initially followed 
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voluntarily as part of a modernisation agenda, with the ROI PPP guidelines mirroring 

their UK counterparts. Coercive isomorphism is however also present in the bias 

shown towards ROI PPP water projects. Furthermore, since the GFC, PPPs in the 

ROI have been implemented out of economic necessity, shifting adoption from being 

largely voluntary to coercive in nature (Sheppard and Beck, 2018). Normative 

isomorphic pressures are also present since accounting standards promoted the 

adoption of PPPs (Connolly et al., 2009). 

 

Since its launch in 1999, the PPP programme has continued to grow. Cumulative 

PPP investment in the ROI up to 2009 accounted for 7% of GDP, exceeding the EU 

average of 5% (Macário et al; 2015; Palcic et al., 2018) illustrating the strong 

commitment the ROI Government has shown towards the model (Reeves, 2003). 

Responding to the GFC, in July 2012, the ROI Government announced a stimulus 

plan to spend €2.25 billion on capital projects largely via the PPP mechanism, with 

€280 million being allocated for new education PPPs (Irish Government, 2012), 

resulting in expenditure of over €6.8 billion on ROI PPPs by the end of 2012, rising 

to €9.6 billion by the end of 2016 (Comptroller and Auditor General (C&AG), 2012; 

2016). In addition, plans are also in place to deliver new buildings at the DIT campus 

in Grangegorman and across 11 Institutes of Technology using PPPs, demonstrating 

the ROI Government’s continued support for this procurement mechanism (DPER, 

2018b; Department of Education and Skills (DOES), 2018a).  

 
PPP adoption in the ROI had an economic basis, to solve the infrastructure deficits 

whilst controlling public spending and at the same time achieving VFM via risk 

transfer and innovation. The ROI government, like other governments, was keen to 

modernise the public sector and sought to do this by mimicking aspects of UK policy 

on PPPs. The PPP programme expanded rapidly in the ROI and on occasion it has 

been critiqued that projects were selected on a PPP or nothing basis. Like its UK 

counterpart, the ROI has therefore also shown economic, ideological and political 

rationale for PPP adoption. Mimetic, coercive and normative isomorphic pressures 

are also present. 

 

Having discussed the purported advantages associated with PPPs, some, such as risk 

transfer and innovation, may not be borne out in reality; thus calling into question 

justification for the higher cost of financing. Shaoul et al. (2012) highlight political 
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and normative isomorphic pressures when claiming the decision to use private 

finance is not based upon the cash that governments can afford but the loans and 

expenditures they have to report, with accounting regulations in certain 

circumstances rendering PPP debt invisible and therefore making them an attractive 

prospect for politicians. As the accounting treatment for PPPs is therefore closely 

linked to the rationale for their adoption, it is outlined below. 

 
3.6 ACCOUNTING TREATMENT FOR PPPS  

 
As noted in Section 3.4.1, optimal risk allocation is seen as the lynchpin of VFM 

with PPP schemes (Froud and Shaoul, 2001; Gao and Handley-Schachler, 2003; 

Edwards et al., 2004; Connolly and Wall, 2009, Hearne, 2011; Reeves, 2015). In 

addition, risk transfer has played a pivotal role in accounting for PPP contracts. 

When PPPs were first introduced, the off-balance sheet treatment held strong 

political appeal, as it facilitated governments to keep within their borrowing limits 

once sufficient transfer of risks to the private sector had arisen (Khadaroo, 2005; 

Connolly and Wall, 2009; Heald and Georgiou, 2011; Reeves, 2015). Suboptimal 

risk allocation may however arise if the transfer of risk to obtain off-balance sheet 

treatment is prioritised over the PPP project’s VFM (Mayston, 1999; Edwards et al., 

2004).  

 
The accounting treatment for PPP contracts centres around which party, the public 

sector or the private operator, considers as its asset the property used for service 

provision (Connolly and Wall, 2009). With an emphasis on risk and reward, PPPs 

initially followed the Accounting Standard’s Board (ASB)’s Application Note F to 

FRS 5 Reporting the Substance of Transactions which applied to ‘PFI and Similar 

Contracts’ (ASB, 1998) and HMT’s Technical Note No.1 (HMT, 1997) under UK 

Generally Accepted Accounting Principles (UK GAAP). However, when 

International Financial Reporting Standards (IFRS) were implemented in the UK 

public sector, International Financial Reporting Interpretations Committee (IFRIC) 

12 Service Concession Contracts (IFRIC, 2006) resulted in capitalisation based on 

control. Both approaches are now discussed. 
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3.6.1 UK Generally Accepted Accounting Principles  

  
When PPPs were first introduced, capitalisation of PPP assets and their associated 

liabilities was linked to whichever party had access to the majority of risks and 

rewards of ownership and bore the potential variation in property profits or losses 

(ASB, 1998, Khadaroo, 2005; Heald and Georgiou, 2011). If this was deemed to be 

the PPP company, PPP assets and their corresponding liabilities were recognised on 

the private sector’s balance sheet, otherwise they remained on the public sector’s 

balance sheet and the private sector recorded a financial asset for the debt due from 

the purchaser (ASB, 1998; Khadaroo; 2005; Connolly and Wall, 2009). 

 
3.6.2 International Financial Reporting Standards 

 
The UK Government’s decision to move public sector accounting from UK GAAP to 

IFRS resulted in PPP assets remaining on the public sector’s balance sheet and a 

shifting emphasis from risks being transferred at the expense of VFM, to risk transfer 

which optimises VFM (Khadaroo, 2014).  

 

IFRIC 12 Service Concession Contracts specifies the accounting treatment of PPPs 

for the private operator under IFRS and applies to accounting periods on or after the 

1st January 2008 (IFRIC, 2006). Under IFRIC 12, the risks and rewards approach, 

previously dealt with under UK GAAP was replaced by capitalisation based on 

‘control’ of the assets. While the allocation of risks and rewards may indicate where 

control lies, it can arise even when the majority of risks and rewards are elsewhere. 

This move to a ‘control-based’ view under IFRS therefore creates a decoupling 

between risk transfer and accounting treatment of PPP assets (Heald and Georgiou, 

2011).  

 
IFRIC 12 defines service concessions as arrangements whereby governments or 

other public sector bodies contract with private operators to develop or upgrade, 

operate and maintain the grantor’s (public sector’s) infrastructure assets (IFRIC, 

2006). Two types of service concession are considered under IFRIC 12, one where 

the operator recognises a financial asset at fair value if it has an unconditional 

contractual right to receive cash or another financial asset from the government, in 

return for constructing or upgrading a public sector asset, and then operating and 
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maintaining the asset for a certain timeframe, as happens with schools (IFRIC, 

2006). The other involves the operator recognising an intangible asset at fair value if 

it receives a right (a licence) to charge users of the public service (for example, 

motorists on PPP roads) (IFRIC, 2006).  

 

IFRIC 12 only addresses the private operator’s side of service concession 

arrangements. International Public Sector Accounting Standards (IPSAS) 32 Service 

Concession Arrangements: Grantor covers accounting treatment for the public sector 

(IPSASB, 2011). In essence the public sector (grantor) capitalises the assets in a 

service concession if they control or regulate the services the operator must provide 

with the asset, to whom they must be provided and the price charged for same. A 

residual interest in the asset at the end of the concession period is also needed for 

capitalisation. If there is an unconditional obligation to pay cash to the operator a 

financial liability is recorded by the grantor (IPSASB, 2011).  

 

Throughout the 2000s, PPP assets remaining off balance sheet for both the private 

and public sector reflected problems with accounting regulation. While IFRIC 12 

purports to solve this problem, some issues still remain. For example, IFRS is only 

mandatory since 2005 for EU-listed companies. The majority of PPPs in the UK are 

managed by unlisted Special Purpose Vehicles (SPVs) who can adopt UK GAAP if 

the contracts were entered into before the 1st January 2015, as is the case with all the 

schools examined for this research project (Heald and Georgiou, 2011; Financial 

Reporting Council (FRC), 2015). Furthermore, the European System of Accounts 

(ESA, 2010), which outlines how EU member states should prepare their national 

accounts, adopts a risk and rewards approach to capitalisation, with PPP assets 

resting with the private sector once they bear construction and either availability or 

volume risk (Association for Project Management Group, n.d.). The scope to transfer 

risk and obtain off-balance sheet treatment therefore still exists for governments 

when preparing their national accounts, demonstrating that the link between 

accounting treatment and risk transfer has not been severed.  

 

As risk transfer has not only played a key role with respect to the capitalisation of 

PPP assets and their associated liabilities but also in demonstrating VFM for PPP 

projects at the procurement phase, this is discussed below. 
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3.7 PROCURMENT PROCESS FOR PPPS  

 
Risk transfer at the procurement phase plays a pivotal role in determining whether 

projects are selected as PPPs or proceed via traditional procurement. As this research 

considers expectations of risk transfer at the procurement phase with actual risk 

transfer once PPP and TP projects are operational, an understanding of the 

procurement process in both the UK and the ROI is important and is outlined below. 

 

In order to assess a project’s VFM, the cost of government service provision is 

compared with that provided via PPPs and involves pricing the risks transferred 

(IMF, 2004; DPER, 2007a). The Public Sector Comparator (PSC) in the UK, known 

as the Public Sector Benchmark (PSB) in the ROI, is a key tool used in assessing 

VFM at the procurement stage of PPP projects. It is the estimated cost taking income 

and risk into account of project delivery via traditional means (DPER, 2007a). PPPs 

should be chosen if they offer better VFM than the PSC/PSB (Edwards and Shaoul, 

2003a; DPER, 2007b). From here on, the term PSC will be used to refer to both the 

PSB and PSC.  
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United Kingdom and Republic of Ireland PPP procurement process 
(Adapted from HMT (1999), HMT (2006) and DPER (2007a)). 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 
 

FIGURE 3.1: PPP Procurement Process in the United Kingdom and the 
Republic of Ireland 
 
The following commentary is aligned with FIGURE 3.1. In ROI, the detailed 

appraisal stage involves mainly qualitative VFM testing to examine whether the 

project is suitable for PPP procurement due to its scale, service requirements, 

stability of future demand, potential for risk transfer and scope for VFM attainment 

(DPER, 2006; DPER, 2007a). Similarly, the first stage of project assessment in the 

UK considers whether PPP is likely to deliver VFM by examining qualitative factors 

such as project viability, but also uses high level estimates from past procurements to 

conduct a quantitative evaluation (HMT, 2006). In the UK and the ROI, if it is 

deemed likely that the PPP may deliver VFM, from the initial options appraisal, 

known as the Outline Business Case, approval is sought from Central Government 

and a tender notice placed in the OJEU, otherwise alternative procurement routes are 

considered (Edwards and Shaoul, 2003a; HMT, 2006; DPER, 2007a; OJEU, n.d.).  
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Once the OJEU notice has been published bidders are shortlisted. The initial 

proposal is refined following the private sector’s input and selected bidders are 

invited to negotiate (Edwards and Shaoul, 2003a). During tender evaluation when the 

bids are scored and ranked, and prior to the announcement of the preferred bidder in 

the UK and the ROI, the highest-ranking bid is compared to the PSC to assess from a 

purely quantitative perspective whether PPP procurement with this bidder offers 

VFM. If it equals or betters the PSC and affordability criteria are met, the PPP 

contract may be awarded to the successful bidder (DPER, 2007a). However, just 

prior to contract award, a final VFM test is conducted in the UK and the ROI to 

examine the impact of any negotiated changes on contract terms. If VFM with the 

PPP still prevails, a Full Business Case is then prepared and the contract awarded 

(DPER, 2007a; Edwards and Shaoul, 2003a). 

 
The procurement process in the UK and ROI outlined above involves both 

quantitative and qualitative assessments to be made. In the UK, HMT guidance 

further states that where the difference between the PSC and PPP is marginal, 

qualitative matters should be prioritised over quantitative assessment (HMT, 2006). 

Similarly, in the ROI even if the preferred PPP option is deemed more expensive 

than the PSC, it may still be chosen on qualitative grounds (DPER, 2007a), 

highlighting the role non-numerical factors purportedly play in the UK and ROI 

VFM assessments.  

 

3.8 CONCLUSION  

 
After explaining the different types of PPP models, this chapter outlined the rationale 

for PPP implementation, with a combination of economic, ideological and political 

pressures contributing to the adoption of PPPs in the UK and ROI. Against a 

backdrop of infrastructure deficits, PPPs were often seen as a way to finance capital 

projects in a manner that, at least initially, did not impact on reported government 

indebtedness. In addition, PPPs were promoted as a way to modernise the public 

sector, whilst achieving VFM via risk transfer, greater private sector expertise, 

efficiency and innovation. Coercive, normative and mimetic isomorphic pressures 

were also present with PPP adoption, with successive UK governments appearing to 



 37 

prefer PPP over traditional procurement. Indeed, keen to reduce its infrastructure 

deficits, the ROI chose to mimic aspects of the UK PPP approach.  

 
Risk transfer is purportedly the lynchpin of VFM with PPP schemes. Optimal risk 

allocation provides scope for cost efficiencies and should arise when risks are 

transferred to the parties best able to manage them at least cost. Since monies are 

withheld until the asset is available, the PPP company is incentivised to deliver on 

time and on budget. Improvements to service delivery may also arise as payments are 

linked to performance and contractors penalised at the operational stage if they fail to 

reach agreed standards. Risk transfer is also linked with accounting treatment and the 

procurement phase for PPPs. 

 

With respect to accounting for PPPs, off-balance sheet treatment held strong appeal 

for governments as it facilitated them to keep within their borrowing limits, once 

sufficient transfer of risk had arisen. The adoption of IFRS has led to a decoupling 

between risk transfer and PPP assets, however scope to employ UK GAAP still 

exists for unlisted SPVs, and governments can transfer risk to obtain off-balance 

sheet status for PPP assets when preparing their national accounts. 

 
The choice between PPP and TP projects often hinges on risk transfer, so accurate 

risk assessment at the procurement phase is vital for VFM attainment, to ensure that 

the correct procurement route is chosen. However, the PSC, a key tool in assessing 

VFM has been challenged by some as being subjective and prone to manipulation, 

particularly if it is a case of PPP or nothing or risk transfer is prioritised to achieve 

off-balance sheet status. 

 

While risk is considered at the procurement phase there is no guarantee that the 

contract is enforceable in practice or that risk is transferred in accordance with PSC 

expectations. Furthermore, unpredictability of events over the project’s lifetime 

means that risk transfer may not be as significant as some proponents profess. A 

deeper understanding of what is meant by risk is needed, along with how risk is 

actually transferred in operational projects, given the substantial resources already 

committed to PPPs in the UK and ROI.  
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CHAPTER FOUR explores the concepts of risk and uncertainty generally and then 

applies them to a PPP setting. Given the importance of risk allocation for VFM 

attainment with PPPs and the fact that this research project examines expected versus 

actual risk allocation with operational PPPs, a number of risk allocation theories are 

considered and the framework which most appropriately reflects the research 

objectives chosen. The allocation of key PPP risks will also be discussed in the next 

chapter. 
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CHAPTER FOUR 
THE THEORY OF RISK 

 

4.1 INTRODUCTION  
 
As indicated in Section 1.3, a key objective of this research is to examine whether 

risk is transferred as intended when Public Private Partnerships (PPPs) and 

Traditionally Procured (TP) projects become operational. To provide context for this 

research, CHAPTER TWO reviewed the economic backdrop and changing political 

ideologies which contributed to greater private sector involvement in public services 

in the United Kingdom (UK) and Republic of Ireland (ROI). Since risk is the focus 

of this research, CHAPTER THREE then discussed the rationale for PPP adoption, 

including the importance of risk transfer for achieving Value for Money (VFM) and 

determining the accounting treatment of these projects.  

 
This chapter further explores the concepts of risk and uncertainty, applying them to a 

PPP setting (Section 4.2). To examine expected versus actual risk allocation with 

operational PPPs, a number of risk allocation theories are considered. These include 

the Economic Theory of Insurance, Law and Economics Theory, Principal Agent 

Theory (PAT) and Transaction Cost Economics (TCE) (Section 4.3). Of these, TCE 

is deemed the most appropriate for examining expected versus actual risk allocation 

in PPP and TP projects; however, it is recognised that adopting a purely economic 

stance is limiting. Therefore, Lonsdale’s framework (Lonsdale, 2005b), a modified 

version of TCE, and relational contracting, viewed from a TCE/socio-legal 

perspective, are adopted to bridge this gap by acknowledging the role TCE plays in 

examining risk allocation whilst advocating that transaction costs should be placed in 

the context of their social relations. See Sections 4.3, 4.4 and 4.6 for further 

discussion on the choice of theoretical framework. This chapter concludes with a 

discussion of how risks may be allocated in PPP contracts (Section 4.5). The 

concepts of risk and uncertainty are now considered.	
 
 
 
 
 
 
 
 



 40 

4.2 THE CONCEPTS OF RISK AND UNCERTAINTY  
 
This section explores the differing views expressed regarding the concepts of risk 

and uncertainty in the literature and discusses the subjective/objective divide in risk 

research. 

 
4.2.1 What is Meant by Risk and Uncertainty?  
 
Risk, which is defined as ‘the likelihood, measured by its probability that a particular 

event will occur’ (Her Majesty’s Treasury (HMT), 2005, p.8), can be viewed from a 

variety of perspectives. For example, in the context of health and safety, it is 

associated with possible dangers and hazards, whereas in finance, risk is seen as the 

volatility of expected outcomes around an expected return and can be positive or 

negative in nature (Dake, 1992; Gallimore et al., 1997; Power, 2007).  

 

In contrast, uncertainty arises when ‘the number of possible outcomes is greater than 

the number of actual outcomes and it is impossible to attach probabilities to each 

possible outcome’ (HMT, 2005, p.8). While risk refers to known alternative 

scenarios that might arise, based on past experience, with probability used to account 

for the perceived randomness of outcomes, uncertainty is linked to unimaginable, 

uncontrollable scenarios that cannot be expressed via mathematical probabilities as 

their circumstances are so unique, for example natural disasters (Knight, 1921; 

Grimsey and Lewis, 2005; Chartered Institute of Management Accountants (CIMA), 

2008). With uncertainty, several results may therefore be obtained without knowing 

their likelihood or occurrence (Toma et al. 2012). 

 
Risks may be categorised as market-based or project-specific. Market-based risks are 

undiversifiable, non-specific risks and stem from changes in economic conditions 

affecting the whole market; for example, interest and foreign exchange rates, 

legislation and taxation. In the context of PPPs, they are beyond the private sector’s 

control and are therefore arguably more akin to uncertainties (Gallimore et al., 1997; 

Hardcastle and Boothroyd, 2003; Roumboutsos and Anagnostopoulos, 2008). In 

contrast, project-specific risks are associated with a particular asset, project, or 

company and are controllable, being linked with how the project or its immediate 

microenvironment is managed (Hardcastle and Boothroyd, 2003; Ng and Loosemore, 

2007, Roumboutsos and Anagnostopoulos, 2008).  
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In relation to PPPs specifically, Bing et al. (2005) refer to market-based risks as 

‘macro’ level risks which are external to the project itself and relate to political, 

legal, economic, social and environmental issues. Project-specific risks are internal 

to the project boundaries and encompass design, construction, operational, 

technological and usage aspects. Whilst acknowledging the difference between 

market-based and project-specific risks, it is generally considered that risk is 

controllable, quantifiable and can be priced, whereas uncertainty is uncontrollable, 

more subjective and complex to value (Grimsey and Lewis, 2005; Roumboutsos and 

Anagnostopoulos, 2008; Burke and Demirag, 2015). 

 
Risk transfer is important in the context of PPPs as it is a key driver of VFM and 

central to the on / off-balance sheet decision (Froud and Shaoul, 2001; Connolly and 

Wall, 2009; Reeves, 2015). Please see Sections 3.4 and 3.6 in CHAPTER THREE 

for a more detailed discussion of this. The literature has taken a number of views on 

risk which place varying emphasis on the importance of uncertainty and has 

discussed the subjective objective divide in risk research. These views are outlined 

below.  

 
4.2.2 Different Views on Risk and Uncertainty  
 
The technicist / modernist view 
 
Here, risk is viewed as something that is calculable, with optimal risk allocation a 

possibility and no place for uncertainty beyond probability distributions (Froud, 

2003). This perspective on risk is typically applied to PPP procurement, with 

Treasury guidance stating that risk can be quantified, transferred and priced in 

contractual settings (HMT, 2001). Since accounting logic dominates the PPP 

decision-making process, everything of importance is purportedly captured by 

measurement technologies (Broadbent et al., 2008). Consequently, risks which can 

be quantified in the Public Sector Comparator (PSC), for example construction risks, 

have a privileged position in the VFM assessment. In contrast, qualitative 

uncertainties such as political risks of uncertain probability are ignored as they are 

difficult to measure (Froud, 2003; Broadbent et al., 2008; Issa et al., 2012; Chung, 

2016).  
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Grimsey and Lewis (2005) claim that since governments do not budget for market-

based risks and uncertainty with PPPs, the PSC only contains quantifiable project-

specific risks. On reviewing the decision-making process for PPP contracts in the 

NHS, Broadbent et al. (2008) noted that the risks transferred to the private sector 

were those capable of quantification in terms of probabilities. However, unlike 

transferred risks, shared risks such as operating cost risk, which they classified as 

qualitative uncertainties, were buried deep within the contracts, not given numerical 

estimates and did not feature as part of the PSC. In addition, proportions of 

responsibility for shared risk were also unspecified, as was how to operationalise the 

sharing. Broadbent et al. (2008) contended that while some risks, for example force 

majeure (i.e. natural and unavoidable catastrophes that interrupt the expected course 

of events and restrict participants from fulfilling obligations), should instead be 

classed as uncertainties, no such distinction was offered by Treasury. These ‘risks’, 

which are largely unknown in terms of possible costs, were either shared or retained 

by the public sector at the decision-making phase (Broadbent et al., 2008). Failure to 

account for qualitative uncertainties for instance shared risks or identify new risks 

arising from PPP procurement such as limited flexibility and issues with contract 

renegotiation may however leave the public sector bearing more risk than anticipated 

(Froud, 2003). 

 

Furthermore, despite an apparent transfer of risk to the private sector under the 

technicist view, statutory obligations placed on governments mean that they are 

ultimately responsible for the delivery of public services and may have to intervene 

to minimise service disruption, rather than letting the contract work as a regulatory 

mechanism. This is because governments suffer political and significant financial 

costs if project failure arises (Froud, 2003), thus calling into question the extent that 

genuine risk transfer can occur. In addition, incomplete lengthy contracts and the 

high potential for contract renegotiation with PPPs can result in risks being passed 

back to the public (Issa et al., 2012). Unsurprisingly, the technicist view has been 

criticised for its limitation in using probability to guide public policy whilst ignoring 

subjective, qualitative factors and uncertainty (Froud, 2003). While governments 

acknowledge qualitative aspects and broader VFM concerns with PPPs, quantitative 

risk assessment via this technicist approach still dominates (Grimsey and Lewis, 

2005). 
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The post-modernist view 
 
In contrast to the technicist view, the post-modernist perspective, promoted by ‘risk 

society’ theorists such as Beck (1995) and Giddens (1998), see risk as something that 

is manufactured, incalculable, unpredictable, uninsurable and the direct result of 

industrialisation, globalisation and the decisions we take, thereby arguably akin to 

uncertainty (Froud, 2003; Broadbent et al., 2008). Since post-modern risks are not 

linked with established rules of causality, and probabilities cannot be assigned to 

them, ‘the cultural dependency of the calculus of risk’ is broken (Beck, 1995, p. 91). 

Thus, this view does not consider the role calculable risk and insurance plays in post-

industrial society. Moreover, its focus on macro and global risk does not directly 

lend itself to the planning and provision of infrastructure projects. Furthermore, it 

fails to recognise that complex decision making associated with PPPs needs to be 

recognised as a composite of risk and uncertainty (Froud, 2003). 

 
The radical view 
 
This perspective of risk differs from both the technicist and post-modernist views as 

it places equal importance on risk and uncertainty (Froud, 2003). Similar to the 

technicist approach, the radical view of risk uses probabilistic techniques for 

insurable risks, which in the context of PPPs relate to fire, safety and security (Froud, 

2003; Issa et al., 2012). Risk can also arise where the structure of the problem is 

known, but how it manifests itself during the contract period is not, for example 

demand for PPP roads (Lonsdale, 2005c). However, uncertainty is also evident with 

PPPs, for example when interest rates fluctuate over the lengthy contract durations 

(Froud, 2003; Lonsdale, 2005c; Issa et al., 2012). Given the presence of risk and 

uncertainty in PPP contracts, Froud (2003) and Broadbent et al. (2008) both critique 

the prevalence of the narrow technicist view of quantitative risk with PPP decision-

making, despite the greater suitability of the radical approach with its equal emphasis 

on risk and uncertainty. In addition, since the radical approach to risk applies to 

middle range decisions such as infrastructure projects, it is more appropriate for PPP 

projects than the post-modernist view, which focuses on macro and global risks 

(Froud, 2003). 

 
While the above discussion categorises views on risk into three distinct groupings 

(technicist, post-modern and radical), risk classification in practice is not as clear cut. 
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Arguably risk can also be seen as objective and subjective. Toma et al. (2012) claim 

that objective risk, inherent in any action, may be linked to the variability of probable 

results, based on historical records of statistical data. Subjective risk on the other 

hand involves an assessment of objective risk and differs according to individual 

perceptions (Toma et al., 2012). Building on the subjective nature of risk, Douglas 

(1992), Dake (1992) and Zinn (2009) see risk perception as socially constructed and 

culturally biased with individuals selecting, responding to and reshaping risk 

opinions via their social interactions with family, friends and co-workers. While real 

threats to health and the environment exist, Dake (1992) and Lupton (2006) claim 

that risk can never be separated from the social and cultural lens from which it is 

viewed and understood, with judgement required to determine which risks are 

dangers or hazards, which are deemed safe or are ignored and how severe the 

consequences of risk are (Aven and Renn, 2009). 

 
Similarly, while the UK Treasury sees PPP risk as something that is calculable and 

characterised by objective facts (HMT, 2001), Khadaroo (2014) observes that 

quantification of risk may not portray an objective reality, due to the social processes 

in which it is constructed and assumptions made about uncertain future events, for 

example when risk valuation is manipulated to favour PPPs (Khadaroo, 2014). 

Delving further into the subjective nature of risk, Boholm and Corvellec (2011) put 

forward a relational theory of risk.  

 
The relational theory of risk describes its interpretative nature and attempts to answer 

key questions about how and why something is considered a risk. It establishes a 

relationship between a risk object, something classified as dangerous, for example a 

dangerous dog and an object at risk, for instance a small child whose value is at 

stake, such that the risk object appears to threaten the valued object at risk (Boholm 

and Corvellec, 2011). According to Latour (1996) the ontology of a risk object, 

object at risk or relationship of risk is variable, in that what is a risk object for some 

may be an object at risk for others, and risk objects today may become objects at risk 

in the future. In fact, any single phenomenon may be regarded as a risk object, object 

at risk or nothing to do with risk depending on observers’ views operating under 

different assumptions (Boholm and Corvellec, 2011).  
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The relational theory of risk may readily be applied to PPPs. The long-term nature of 

these projects means that over time risk objects may change and become objects at 

risk. Similarly, PPP stakeholders may have varying perspectives on what constitutes 

a risk object and object of risk and their perceptions of risk may change over time, 

particularly when PPP projects become operational (Reeves, 2015). Since both 

subjective and objective views of risk have featured in the PPP literature, a dual 

theory of risk has been proposed (Hansson, 2010).  

 

Hansson (2010) highlights the subjective/objective divide in risk research with some 

seeing risk as objective and characterised by physical facts relating to possible 

outcomes and their probabilities, and others viewing it as something that is socially 

constructed with no objective connection to the physical world (Hansson, 2010). 

Such objective and subjective views of risk have been discussed above in relation to 

PPPs. Hansson (2010) concludes that neither view is tenable in isolation, since risk is 

both fact and value laden, and contains both objective and subjective elements. 

Rather than portraying risk in this polarised manner, Hansson (2010) proposes a dual 

risk thesis which sees risk containing both objective and subjective components, for 

example subjective probabilities that may be linked with experienced frequencies in 

the physical world. Risk containing both objective and subjective elements has 

influenced the adoption of philosophical assumptions for this study in CHAPTER 

SIX. 

 
Having outlined the concepts of risk and uncertainty in broad terms, a number of risk 

allocation theories will now be considered as a basis for examining whether risks 

have been allocated as expected in operational PPP and TP projects.  

 
4.3 RISK ALLOCATION THEORIES 

 
Risk allocation involves the assignment of responsibility for a given risk in a variety 

of hypothetical scenarios (Uff and Odams, 1995). Given the importance of risk 

allocation for VFM attainment with PPPs (Froud and Shaoul, 2001) and that this 

research examines expected versus actual risk allocation in operational PPPs, a 

number of risk allocation theories are now presented. These are: Economic Theory of 

Insurance (Section 4.3.1); Law and Economics Theory (Section 4.3.2); PAT (Section 

4.3.3); and TCE (Section 4.3.4).  
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4.3.1 Economic Theory of Insurance  
 
Willett (1951, p.72) defines insurance as a ‘social device for making accumulations 

to meet uncertain losses of capital which is carried out through the transfer of risks of 

many individuals to one person or to a group of persons’. Insurance therefore 

involves the transfer and pooling of risks and the provision of capital to meet 

uncertain losses. It may be seen as a mechanism for eliminating or reducing risks by 

avoiding uncertainty. As the number of separate risks in a group increases, 

uncertainty and the cost of carrying risk is reduced for the group as a whole. This is 

because uncertain loss is replaced by what is certain. The possibility of risk transfer 

to insurance companies with the greatest ability to estimate them leads to a reduction 

in the cost of carrying risks and provides insured parties with reassurance, enabling 

them to focus on their key activities (Willett, 1951).  

 

Insurance operates by getting the insured party to pay a certain amount of money 

with certainty (the insurance premium) for the transfer of an existing risk in 

exchange for compensation if an undesirable event arises. Since the insured party has 

less incentive to take precautions, the probability of loss or the size of loss may 

increase. This phenomenon is known as moral hazard and may be overcome by 

increasing premiums for lack of care, or alternatively partial insurance may be 

granted, with the insured paying a small amount or bearing a certain percentage of 

loss to incentivise taking precautions (Polinsky, 1989).  

 
While insurance is a means of risk allocation, its use as a theoretical lens for PPPs is 

limited as it is only suitable for certain types of quantifiable PPP risks, for example 

fire, safety and security (Froud, 2003; Issa et al., 2012). Many market-based risks 

such as changes in interest rates and legislation are more akin to uncertainties and are 

beyond the private sector’s control, unquantifiable and therefore uninsurable 

(Gallimore et al., 1997; Hardcastle and Boothroyd, 2003; Roumboutsos and 

Anagnostopoulos, 2008). To be insurable risk should also be independent of 

partners’ actions; however, many risks are dependent on partners’ behaviour and so 

are uninsurable (Oudot, 2005a). In addition, PPP contracting partners decide which 

party should bear the risk and then whether or not the party that bears the risk should 

insure against its economic consequences (Oudot, 2005b). PPP risks are therefore not 

always insured and some risks are uninsurable. By focusing on insured risks, many 
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risks and uncertainties may be ignored. For these reasons, the economic theory of 

insurance is not deemed a suitable theory of risk allocation with PPPs. 

 
4.3.2 Law and Economics Theory 
 
Law and Economics theory advocates the application of economic theory to the 

practice of law on the basis that law promotes economic efficiency by helping to 

avoid situations that lead to market failure. For example, it can be used to prevent 

monopolies, to enforce valid contracts or to handle externalities. Externalities arise 

when the cost is not reflected in the price of the good, as happens with pollution, and 

expenses related to same are imposed on others in a voluntary manner. This may 

affect the sale of goods and services due to inaccurate price signals being sent to the 

market. To tackle this, Pigou (1932) promoted a ‘polluter pays’ policy and argued 

that the law should impose taxes on the offending party, thereby internalising any 

externalities (Cole and Grossman, 2005; Internet Encyclopaedia of Philosophy (IEP), 

2018). Coase (1960) contested this, claiming that externalities were a reciprocal 

problem and what should be discussed is whether ‘A’ should be allowed to harm ‘B’ 

or vice versa. He posited that when transactions are costless and people do not act 

strategically (i.e. co-operation is assumed), an economically efficient outcome will 

arise from any starting point (IEP, 2018). This principle, which has become known 

as the Coase Theorem (Coase, 1960; Polinsky, 1989), is illustrated below. 

 

Without any corrective action, a factory whose smoke damages the laundry of five 

nearby residents would cost $375 in total damages. The smoke damage can be 

eliminated via two options, the installation of a smoke screen on the factory’s 

chimney for $150, or each resident is provided with a dryer at a total cost of $250 

(Polinsky, 1989). Coase (1960) asked whether an efficient outcome would result if 

the right to clean air was granted to residents or the right to pollute given to the 

factory. In both scenarios, the factory or residents will choose the efficient, cheapest 

solution and install the smokescreen for $150, demonstrating that an efficient 

outcome will be achieved regardless of where the legal right is assigned. This 

assumes that residents can costlessly get together and negotiate with the factory (i.e. 

that there are zero transaction costs). Thus, in simple terms, the Coase Theorem 

states that with zero transaction costs the efficient outcome will arise regardless of 

the choice of legal rule (Coase, 1960; Polinsky, 1989). In a world of zero transaction 
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costs, Coase showed that law is irrelevant, since parties will costlessly contract to the 

most efficient allocation of resources (Cole and Grossman, 2005).  

 
However, the assumption of zero transaction costs is unrealistic. In fact, firms exist 

because transacting in the real world is costly (Coase, 1937; Cole and Grossman, 

2005). Organising economic activity into appropriate governance structures to 

minimise transaction costs is at the core of TCE (Williamson, 1998; 2008a; Reeves, 

2008). See Section 4.3.4 for further details. A more complex version of the Coase 

Theorem states that in the presence of positive transaction costs, an efficient outcome 

may not always arise under every legal rule. The preferred legal rule is the one which 

minimises the effects of transaction costs (Coase, 1960; Polinsky, 1989). Coase 

therefore emphasised the importance of law for real world economic systems, whilst 

also highlighting the costly nature of transacting (Cole and Grossman, 2005).  

 
Law and Economics theory sees efficiency as the main criteria for assessing legal 

rules. In the presence of risks, such as a breach of contract, efficient risk allocation 

involves reducing the risk borne by the risk averse party by allocating risk to 

individuals or firms in accordance with their relative aversion to risk (Polinsky, 

1989). However, while the theory advocates that risk should be allocated to the least 

risk-bearing cost partner, it does not take into account the incentive dimension of ex-

ante risk allocation which motivates parties to perform (Oudot, 2005b). It is therefore 

not the most appropriate theory to use when considering whether risk allocation at 

the ex-ante stage of PPP projects happens as expected when projects are operational.  

 
4.3.3 Principal Agent Theory 

 
An agency relationship, which arises when one party hires another to carry out a 

task, is defined as ‘a contract under which one or more persons (the principal(s)) 

engage another person (the agent) to perform some service on their behalf which 

involves delegating some decision-making authority to the agent’ (Jensen and 

Meckling, 1976, p.308). Principal Agent Theory (PAT) is concerned with two 

potential problems stemming from this relationship. The first occurs when the 

principal and agent have conflicting goals, and it is difficult or costly for the 

principal to ascertain what tasks the agent is actually doing. The second issue arises 
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with risk sharing when the principal and agent exhibit different attitudes to risk 

(Eisenhardt, 1989).  

 
According to Eisenhardt (1989), PAT is predictive in nature as it involves specifying 

assumptions which are then subject to logical deduction and mathematical proof.  

The assumptions underpinning PAT include that individuals are rational, have 

unlimited computational capability and the skill to assess the probability of all 

possible future contingencies. Furthermore, consistent with Law and Economics 

Theory (Section 4.3.2), it assumes that contracts are complete and enforceable by the 

courts. In addition, PAT usually expects that agents are work and risk averse and that 

information asymmetry exists, with the agent possessing information which the 

principal finds difficult or costly to access (Baiman, 1990).   

 
Two problems which are often cited are adverse selection and moral hazard. The 

former represents ex-ante contractual strategic behaviour which happens when 

agents misrepresent their abilities (Eisenhardt, 1989; Mu et al., 2010). In contrast, 

moral hazard is an ex-post contractual behaviour that arises when the principal finds 

it difficult to monitor the agent’s actions, which is problematic when the agent is not 

putting in the agreed effort (Eisenhardt, 1989; Kee and Forrer, 2008; Mu et al., 

2010). To help mitigate these problems, the agent’s behaviour is monitored and 

incentive schemes are put in place to minimise loss from underperformance and 

opportunistic behaviour of the agent (Subramaniam, 2006). Outcome-oriented 

contracts, such as those based on commission or stock options, help to align the 

agent’s preferences with that of the principal, but at the expense of transferring risk 

to the agent (Eisenhardt, 1989). 

 
PAT may be applied to PPPs given that the latter involve a flow of funds and the 

delegation of tasks, which are key aspects of this theory (Silvestre and Esteves de 

Araujo, 2012). Furthermore, the issue of coaxing the agent to maximise the 

principal’s welfare exists in any organisation involving co-operative effort, including 

PPPs (Jensen and Meckling, 1976). Mu et al. (2010) describe how agency theory 

manifests itself in PPP contracting. For example, adverse selection may arise at the 

PPP tendering process when contractors (i.e. agents do not fully disclose details 

about their ability to perform), resulting in principals selecting sub-optimal 

contractors. In contrast, moral hazard may occur during the contractual period 
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through the use of lower quality materials or poor service provision, if the chance of 

detection is low, sanctions are absent or not severe enough to deter such behaviour 

(Lonsdale and Watson, 2007; Mu et al., 2010). To counter this, appropriate 

monitoring systems, and incentives including penalties need to be in place (Lonsdale 

and Watson, 2007; Mu et al., 2010). With PPPs, the principal attempts to incentivise 

the agent to increase their commitment by creating efficiencies in their financing and 

operation. This is achieved via adequate transfer of risk and responsibility to the 

private sector (Kee and Forrer, 2008; Silvestre and Esteves de Araujo, 2012), albeit 

that the principal and agent may exhibit dissimilar attitudes to risk and thus prefer 

different actions to be taken (Eisenhardt, 1989). 

 
However, by following a number of principles associated with PAT, optimal risk 

allocation can purportedly be achieved (Oudot, 2005a; b). For example, many writers 

have drawn upon PAT principles to contend that PPP risks should be allocated to the 

party best able to manage them at least cost (Froud and Shaoul, 2001; Edwards et al., 

2004; Oudot, 2005a; b; Reeves and Ryan, 2007; Khadaroo, 2014; Chung and 

Hensher, 2015; Burke and Demirag, 2017). Such discussion stems from the two risk 

allocation principles associated with PAT, the incentive constraint and the 

participation constraint (Oudot, 2005a; b; 2006). With respect to the former, 

incentive pay allocates risk to the agent to motivate them to perform and should lead 

to a reduced probability of risk occurrence (Holmstrom and Milgrom, 1991; Oudot, 

2005a; b; 2006). If the source of the risk is under exclusive control of either the 

principal or agent then they are the parties which should support the risk. Oudot 

extends PAT by claiming that risk should be allocated to the party best able to 

manage it, when the origin of risk is internal to the relation, as happens with project-

specific risks such as construction risk in PPP projects (Bing et al., 2005; Oudot, 

2005a; b). If the source of risk is uncontrollable by either party the incentive effect is 

useless and the participation constraint is considered (Oudot, 2005a; b). 

 
PAT highlights the cost of risk bearing. The higher the risk aversion the higher the 

risk-bearing cost. Risks should therefore be allocated to the least risk averse partner 

to minimise the overall risk-bearing cost (Oudot, 2005a; b; 2006). In PAT, the agent 

is considered to be risk averse and the principal risk neutral. Risk-bearing costs are 

expected to be lower for the principal due to their increased ability for 
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diversification. For instance, governments can bear some risks at less cost due to 

their greater potential for risk spreading and risk pooling (Glaister, 1999). Therefore, 

if the source of the risk is uncontrollable by either party, the principal should support 

the risk. However, in circumstances where the agent and principal are both risk 

neutral, it is efficient to transfer all risk to the agent (Oudot, 2005a; b; 2006). Oudot 

(2005a; b) once again extends PAT by claiming that risks should be allocated to the 

least risk averse partner when the origin of the risk is external to the relation and 

uncontrollable by either party, as happens with market-based risks such as changing 

interest rates or demand risk in PPP schools (National Audit Office (NAO), 1999; 

Bing et al., 2005). PAT is therefore useful when considering optimal risk allocation 

in PPP contracts. See Section 4.5 for further discussion on key PPP risks. 

 

Having explained the Economic Theory of Insurance (Section 4.3.1), Law and 

Economics Theory (Section 4.3.2) and PAT (Section 4.3.3), TCE is now discussed. 

 
4.3.4 Transaction Cost Economics  

 
TCE seeks to explain the optimal choice between market, where the exchange of 

goods and services is outsourced, and hierarchies, where items are produced ‘in-

house’, to minimise transaction costs (Williamson, 1975, 2010). TCE considers the 

importance of transaction costs, helps to understand contractual practices and why 

economic activity is co-ordinated into alternative governance structures, such as 

markets and hierarchies (Williamson, 1998; 2008a; Reeves, 2008). It can be used to 

examine risk allocation, since ‘any issue that arises as, or can be reformulated as, a 

contracting problem is usefully examined through the lens of transaction cost 

economizing’ (Williamson, 1998, p.23). See also Law and Economics and PAT 

above. 

The origins of TCE can be linked to the aforementioned work of Coase (1937) who 

posits that, in the absence of transaction costs, for example competitive tendering, 

contracting, monitoring and enforcement costs, there is no economic basis for the 

existence of the firm (Nooteboom et al., 1997; Reeves, 2008). Williamson (1975; 

1985) played a key role in advancing TCE by operationalising the theory and giving 

it predictive content. In addition to recognising the transaction as the basic unit of 

analysis, key considerations are: (a) identifying behavioural traits responsible for 
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transactional frictions; (b) naming key attributes across which transactions differ; (c) 

describing alternative modes of governance; and (d) aligning transactions to them 

(Masten, 1999; Tadelis and Williamson, 2012). Each of these aspects will now be 

discussed in turn. 

 

(a) Behavioural traits in Transaction Cost Economics 

TCE is based on the idea of contracting under conditions of imperfect and 

asymmetrically-distributed information (Parker and Hartley, 2003). Behavioural 

traits responsible for transactional frictions include: (i) bounded rationality; and (ii) 

opportunism (Williamson, 1995) and are outlined below. 

 
(i) Bounded rationality 

Williamson (1995) argued that organisational form matters only to the extent 

that individuals are limited in their foresight and thought processes and are able 

to renege on their promises. Bounded rationality refers to such behaviour that is 

intendedly rational but only limitedly so; for example managers may behave in a 

rational manner, but are unable to sign complete contracts due to their limited 

ability to collect, process and store information (Williamson, 1995; Lonsdale, 

2005b). Bounds on rationality only become an issue when limits of rationality 

are reached under conditions of uncertainty and/or complexity (Williamson, 

1975). 

 

(ii) Opportunism 

Another trait is opportunism. This makes provision for ‘self-interest seeking 

with guile’ (Williamson, 1995 p.29) and may manifest itself via suppliers 

chasing higher returns, or when incomplete information and distorted disclosures 

are used to mislead parties. For example, in the presence of buyer-bounded 

rationality, opportunistic suppliers may wish to take advantage of gaps in 

buyer’s knowledge pre- or post-contractually, by exploiting information 

asymmetry about true costs or quality of supply (Williamson, 1985; Parker and 

Hartley, 2003; Lonsdale, 2005a; b; Reeves, 2008). Opportunism is linked to 

incomplete, long-term contracts implemented under conditions of uncertainty, 

such as PPPs. Solutions to mitigate against it include engaging in shorter, 
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simpler transactions, adjusting the price of the complex transaction to reflect 

extra hazards, or creating ex-ante safeguards such as contract monitoring, the 

imposition of penalties or the use of adaptive governance structures 

(Williamson, 1995; Chiles and McMackin, 1996).  

 

(b) Attributes of transactions  

All complex contracts are incomplete due to bounded rationality and many pose 

hazards related to opportunism. It is therefore important to consider the attributes of 

transactions to which contractual hazards accrue including: (i) asset specificity; (ii) 

uncertainty; and (iii) frequency of transactions (Williamson, 1998).  

 
(i) Asset specificity 

Asset specificity refers to the extent that investments made are specific to the 

parties involved and have little use outside the transaction. Redeployment of 

assets to other uses or users does not arise without a loss in productive value. 

Since investments cannot easily be transferred to a different buyer or supplier, a 

barrier is created to exiting the relationship, locking contracting parties into the 

exchange, as managers are reluctant to write off these investments (Lonsdale, 

2005b; c; Reeves, 2008; Williamson, 2010). This bilateral dependency means 

that large numbers of bidders are transformed into a small number of suppliers 

during contract execution and renewal (Williamson, 1995). Asset specificity can 

take a variety of forms including: physical, which relates to the adoption of 

equipment for a particular purpose; human, which refers to knowledge of the 

transaction being held by a specialist group of people; and specific investments, 

which have little use to another organisation (Jones, 2006; Tadelis and 

Williamson, 2012). When one party has made the majority of specific 

investments asymmetric lock-in arises, resulting in a shift in the balance of 

power enabling the other party to operate on their own terms (Lonsdale, 2005b; 

Reeves, 2008).  

The costs involved with switching suppliers can pose further difficulty when 

exiting the relationship. These include costs associated with re-tendering, re-

negotiating and transferring responsibility between suppliers (Lonsdale, 2005c). 

As with asset specificity, a shift in the balance of power and asymmetric lock-in 
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arises when one party is faced with greater switching costs than the other 

(Lonsdale, 2005b). 

(ii) Uncertainty 

Asymmetric lock-in is even more pronounced when transactions are shrouded in 

uncertainty i.e. where there are many known possible outcomes or many 

unimaginable scenarios (Lonsdale, 2005b). Complete contracting is impossible 

with uncertainty making contract renegotiation necessary (Lonsdale, 2005c). 

Flexible or incomplete contracting can facilitate renegotiation. However, the 

resulting changes may pose difficulty for the buyer if they have become 

asymmetrically locked-into the supplier (Lonsdale, 2005b).  

 
(iii) Frequency of transactions 

A further attribute where transactions differ is frequency. Increased frequency of 

transactions between contracting parties can lower transaction costs as it leads to 

enhanced knowledge regarding buyer/supplier reputation and greater trust based 

on expectations of future behaviour (Parker and Hartley, 2003). In contrast, 

infrequent contracting means it may not be cost effective to develop specialised 

internal structures (Tadelis and Williamson, 2012). 

 

While bounded rationality means that managers are unable to develop complete 

contracts, TCE claims they have feasible foresight to create contractual 

safeguards. For example, when the risk of asset specificity is anticipated, 

managers can engage in bilateral contracting to ensure that contractual balance 

(interdependence) is obtained, share in asset-specific investments or post-

compensatory financial arrangements. Asymmetric lock-in is thus avoided as 

both parties have invested interests in continuing the relationship (Williamson, 

1995; Lonsdale, 2005a; b). Farsighted responses also involve looking ahead, 

perceiving hazards and pricing them in contractual arrangements (Williamson, 

1995). 

 

(c) Alternative modes of governance 

Governance is seen as a way to infuse order, mitigate conflict and realise mutual gain 

and the choice of governance structure is dependent on the aforementioned attributes 
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of transactions (Tadelis and Williamson, 2012). In the absence of asset specificity, 

any negotiations to handle unforeseen events can be made when they arise, without 

uncertainty complete contracts may be written to mitigate against opportunism 

arising from asset specificity and without frequency it may be difficult to determine 

the cost benefit of investing in transaction specific governance modes (Jin, 2009). To 

economise on transaction costs, transactions are either aligned to markets, hierarchies 

or hybrid organisations with respect to their ability to handle adaptations and respond 

to change (Tadelis and Williamson, 2012). Each will be discussed in turn. 

 

With market governance the transaction is outsourced rather than being retained in-

house and the terms of trade are fully specified. Each party retains independence 

over its own production process and the supplier is tasked with delivering a product 

to meet contractual specifications. Since the supplier has greater control over its 

production process it should be more effective at cutting costs than when decisions 

are made by interface coordinators in hierarchies (Tadelis and Williamson, 2012). 

Production costs should therefore be lower with markets than hierarchies. Since 

market transactions involve low levels of asset specificity, continuity of the buyer-

supplier relationship is of no importance and disputes are settled in court 

(Williamson, 2008b).  

In contrast, long term incomplete contracts categorized by medium asset specificity 

may be classed as hybrid contracting arrangements, where resources and governance 

structures are brought together into shared ventures (Williamson, 1991; Lonsdale, 

2005a; Jones, 2006). Continuity of the buyer-supplier relationship is important due to 

the levels of asset specificity present (Williamson, 2008b). Hybrids rely on co-

operation and interdependency, which ideally should lead to shared goals and mutual 

interest (Parker and Hartley, 2003). Adaptation in hybrids is managed via credible 

contracting which involves the development of contractual safeguards such as 

penalties, information disclosure and dispute resolution mechanisms to handle any 

potential hazards (Williamson, 2008b).  

As asset specificity and uncertainty levels increase further there is a greater need for 

coordinated adaptation via hierarchies. Hierarchical transactions arise when a single 

entity spans both sides of the transaction involving some form of subordination and 

usually under conditions of consolidated ownership (Williamson, 1975). Both parties 
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relinquish control to an interface coordinator who has unified control over 

production and adaptation of both buyers and suppliers (Tadelis and Williamson, 

2012). 

When markets work well they are generally preferred due to greater confidence in 

the objectivity of market exchange as opposed to the bureaucratic processes and 

diseconomies of scale associated with hierarchies (Williamson, 1999; Parker and 

Hartley, 2003). Internal organisation is largely thought of as the organisation form of 

last resort: try markets, hybrids and only have recourse to hierarchies when higher 

degrees of asset specificity and uncertainty require greater need for co-operative 

adaptation (Williamson, 2008b). 

 
Aligning transactions to markets, hierarchies or hybrid organisations depends on the 

adaptive requirements of the transaction in question (Tadelis and Williamson, 2010). 

Governance structures differ with respect to: (i) adaptation; (ii) incentive intensity; 

(iii) administrative controls and (iii) contract law (Williamson, 1998).  

 

(i) Adaptation 

Adaptation arises for example when costs are renegotiated to get a better deal 

(Tadelis and Williamson, 2012). When uncertainty is present there is a greater 

need for adaptation due to changing circumstances (Lonsdale, 2005a). 

Adaptation can be either autonomous or co-ordinated. Autonomous adaptation, 

associated with markets, arises when economic actors react to changes in prices 

and can result in suppliers holding up buyers and directing activities in their own 

interest. In contrast, co-ordinated adaptation in hierarchies is controlled by an 

interface-coordinator which reduces the adaptation costs a supplier can impose. 

As asset specificity and uncertainty increase, bilateral dependency and 

adaptation costs rise. There is therefore a greater need for coordinated 

adaptation, facilitated by the interface co-ordinator, as these costs are lower in a 

hierarchy (Tadelis and Williamson, 2010; 2012). Since hybrids are located 

between markets and hierarchies with respect to incentive intensity, 

administrative control and contract law they are able to handle both autonomous 

and coordinated adaptation (Williamson, 2008b). 
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(ii) Incentive intensity 

Both buyers and suppliers have high-powered cost incentives with market-based 

transactions as they each receive their own net receipts (Tadelis and Williamson, 

2010). In contrast incentives in hierarchies are flat or low-powered as this 

facilitates greater co-operation and hybrids have semi-strong incentives 

(Williamson, 1991). 

 
(iii) Administrative controls 

Administrative controls are said to be strong when the transaction is under 

unified ownership and dispute resolution is conducted by a common ‘boss’, as 

happens in hierarchies (Williamson, 2010). Because bilateral dependency is 

present with hybrids, they are supported by added contractual safeguards and an 

intermediate degree of administrative control (Williamson, 1991). 

Administrative control is however weak with markets (Williamson, 2008b). 

 

(iv) Contract Law 

‘Classical’ contract law associated with markets is legalistic and relies on court 

ordering (Williamson, 1979), with the contracts attempting to capture all aspects 

of future relationships between parties (Broadbent et al., 2003). As asset 

specificity and uncertainty increase, the identity of the parties matters for the 

continuity of the relationship (Tadelis and Williamson, 2012). Under these 

circumstances there is a greater need to ‘work things out’ among contracting 

parties. While issues regarding, prices, delays or quality with hierarchies may be 

heard by the courts, disputes among divisions are resolved internally as the firm 

is its own court of ultimate appeal (Williamson, 1979; 1991; 1998).  

 
In contrast to markets where ‘classical’ contract law is applied in a legalistic way 

and hierarchies are their own court of appeal, ‘neo-classical’ contract law and 

relational contracting may be applied to hybrids (Williamson, 1991; Reeves, 

2008). When transactions exhibit asset specificity but are occasional in nature, 

‘neo-classical’ contracting may be employed (Williamson, 1979). ‘Neo-classical’ 

contracting provides flexibility, relieves parties from strict enforcement and 

applies where contracting parties maintain autonomy but at the same time are 
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bilaterally dependent. It is particularly useful where contracts are long term, 

incomplete and require special adaptive mechanisms (Williamson, 1991).  

 
When risk is present, while the pattern of events cannot be anticipated in 

advance, the nature of the risk is known. Risk with hybrids can therefore be 

accommodated by flexible ‘neo-classical’ contracts that consider alternative 

scenarios without the need for post-contractual renegotiation. For example, if 

there is a risk of rising costs, escalator clauses can be used to link contract price 

to cost indices (Lonsdale, 2005c). 

 
When transactions are asset specific, shrouded in uncertainty and frequent in 

nature, as is often the case with PPPs, relational contracting may be deemed 

appropriate as customers faced with unimaginable possibilities will need to 

engage in post-contractual renegotiation (Williamson, 1979; Lonsdale, 2005c). 

Unlike ‘neo-classical’ contracting where the reference point for making changes 

is the original agreement, the reference point under relational contracting is the 

entire relation as it has developed which may or may not include the original 

agreement or place little deference towards it (MacNeil, 1978; Williamson, 

1979). See Section 4.4.3 for further discussion on the application of relational 

contracting to PPPs.  

 
Having discussed what is meant by markets, hybrids and hierarchies the efficient 

alignment of transactions to these governance structures will now be outlined. 

 
(d) Efficient alignment of transactions  

 Market Hybrid Hierarchy 

Incentive Intensity strong semi-strong weak 

Administrative Control weak semi-strong strong 

Autonomous Adaptation strong semi-strong weak 

Co-ordinated Adaptation weak semi-strong strong 

Contract Law strong semi-strong weak 

 

TABLE 4.1: Efficient alignment of transactions to Market, Hybrid and 
Hierarchical Governance Structures (adapted from Williamson, 1991). 
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The low-powered incentives of hierarchies, together with the high degree of 

administrative controls, may be contrasted with high-powered incentives of markets 

(Tadelis and Williamson, 2012). For efficient alignment, hierarchies may be used 

when transactions have a high degree of asset specificity, more uncertainty and a 

need for greater co-operative adaptation, while transactions with low asset specificity 

may be assigned to markets (Williamson, 1998; Tadelis and Williamson, 2012).  

 
Hybrid contracting is recommended for long term incomplete contracts categorized 

by medium asset specificity (Williamson, 1991; Lonsdale, 2005a; Jones, 2006). 

Since hybrids are positioned between markets and hierarchy with respect to incentive 

intensity, administrative control and the contract law regime they work well with 

respect to autonomous and coordinated adaptation (Williamson, 2008b). They have 

semi-strong incentives, an intermediate degree of administrative control, demonstrate 

semi-strong autonomous and co-ordinated adaptations and are based on a semi-

strong legalistic contract law regime (Williamson, 1991).  

 

The decision to locate transactions in markets or hierarchies is underpinned by 

whether the loss of incentive intensity and additional bureaucratic costs associated 

with taking a transaction out of the market are more than outweighed by the 

coordinated adaptation benefits that hierarchies have to offer (Tadelis and 

Williamson, 2012).  

 
Summary  
 
Upon reviewing risk allocation theories, the Economic Theory of Insurance was not 

deemed the most suitable for this research as not all PPP risks are insured and some 

are uninsurable. TCE views the ability to handle adaptation and respond to change as 

the main purpose of economic organisation (Williamson, 2008b). It therefore allows 

for the possibility of contract renegotiation and, as it considers the entire transaction 

including original negotiations, it assists in analysing risks not only at the operational 

phase but also those allocated at the procurement stages, a key objective of this 

research (Carroll et al., 1999). In contrast, Law and Economics theory fails to take 

into account the incentive dimension of ex-ante risk allocation which motivates 

parties to perform and PAT focuses on the contract (Eisenhardt, 1989; Oudot, 

2005b).  
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While both Law and Economics and PAT assume that contracts are complete and 

enforceable by the courts (Baiman, 1990), TCE advocates the use of more flexible 

contracting arrangements such as relational contracting to accommodate the 

incomplete nature of PPP contracts, which are often shrouded in substantial levels of 

asset specificity and uncertainty (Williamson, 1979). In addition, the behavioural 

assumptions and transactional attributes of TCE may readily be applied to PPPs, with 

PPPs being classed as hybrid governance structures under TCE (Williamson, 1998; 

Parker and Hartley, 2003; Lonsdale, 2005a, b; Jones, 2006; Jin, 2009). See 

discussion below for more details on the suitability of TCE for examining risk 

allocation in PPP contracts. 

 

4.4 APPLICATION OF TRANSACTION COST ECONOMICS TO PPP 

CONTRACTS   
 
4.4.1 Transaction Cost Economics and PPPs 

 
A key driver of VFM with PPPs is its potential for risk transfer, with the core issue 

being whether risk transfer happens as expected when PPP projects are operational. 

As noted above, TCE can be used to examine such risk transfer. While complete 

contracts cannot be drafted due to bounded rationality, TCE sees that feasible 

foresight allows the development of contractual safeguards such as the sharing of 

asset specific investments, the imposition of penalties or the posting of compensatory 

financial arrangements to achieve contractual balance and avoid asymmetric lock-in, 

as both parties have an equal stake in the relationship lasting. This interdependence 

which TCE claims can be achieved via bilateral contracting facilitates risk-sharing 

partnerships with hybrid contracting arrangements such as PPPs to manage the 

medium levels of asset specificity and substantial degree of uncertainty present 

(Parker and Hartley, 2003; Lonsdale, 2005a; b). Although, as discussed later in this 

section, while TCE applies to PPPs, developing bilateral contracts and avoiding 

asymmetric lock-in is more problematic than TCE supposes (Lonsdale, 2005a; b). 

The reality of PPPs is therefore different from the tidy world of TCE and official 

Treasury guidance which contends that risks can be quantified, transferred and priced 

with these contracts (HMT, 2001; Froud, 2003; Lonsdale, 2005a).  
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Developing the discussion presented in Section 4.3.4, the application of TCE to PPPs 

is now discussed. 

 
(a) Behavioural traits in Transaction Cost Economics 

 
(i) Bounded rationality 

With PPPs, bounded rationality means that managers are unable to sign 

complete contracts for these long-term projects as they cannot contemplate every 

contingency to include. When problems appear, difficulty may arise in reaching 

agreement over what has happened and relating it to contractual terms (Froud, 

2003).  

 

(ii) Opportunism 

Opportunism manifests itself when PPP suppliers try to generate higher returns 

via the passing back of risk or through contract renegotiation, resulting in risks 

not being transferred as expected (Lonsdale, 2005b, Issa et al., 2012).  

 

(b) Attributes of transactions  

As previously mentioned, three aspects with which transactions vary under different 

governance structures include asset specificity, uncertainty and frequency of 

transactions. These attributes can be mapped to PPPs.  

 
(i) Asset specificity 

PPPs involve specific investments being entered into, for example the provision 

of school buildings, which have little use outside the transaction being made, 

demonstrating asset specificity (Lonsdale, 2005b). Human-asset specificity also 

features where detailed knowledge including risk management may be held by a 

small number of people in infrastructure projects (Jin, 2009).  

 

(ii) Uncertainty 

The bundling of different project stages with PPPs means that operational 

aspects are dependent on design build phases, however stipulating requirements 

in this situation is difficult, creating uncertainty. Uncertainty is also prevalent 
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with PPPs due to their lengthy contract duration and any changes in government 

policy that may take place during this period, rendering renegotiation inevitable 

(Lonsdale, 2005c). 

 

(iii) Frequency of Transactions 

Transaction frequency is expected to be higher with PPPs due to the long-term 

commitment of this procurement mechanism, offering scope for learning benefits 

(Jin, 2009). Increased frequency of transactions between contracting parties with 

PPPs can lower transaction costs as it leads to enhanced knowledge regarding 

buyer/supplier reputation and greater trust based on expectations of future 

behaviour (Parker and Hartley, 2003).  

 
(c) Alternative modes of governance 

PPPs may be classified as hybrid structures under TCE. They usually result in 

significant capital expenditure on long-term specific assets, substantial uncertainty, 

sharing of expertise and the redistribution of risk (Jones, 2006). To manage the 

substantial degree of asset specificity and uncertainty present, Lonsdale (2005a) 

describes how the UK’s PPP closely resembles the bilateral contracting advanced by 

TCE for hybrids, with official guidance to public managers often following TCE 

advice. With bilateral contracting, an interdependent contractual relationship is 

created between the buyer and supplier so that both parties are incentivised to 

operate in an efficient manner rather than act opportunistically, with contractual 

safeguards such as penalties for late commencement or poor performance, 

facilitating the transfer of risk (Parker and Hartley, 2003; Lonsdale, 2005a; b). 

 

In the presence of risk in PPP contracts, when transactions exhibit asset specificity 

but are occasional in nature neo-classical contracting may be used (Williamson, 

1979). This provides flexibility, relieves parties from strict contract enforcement and 

enables special adaptive mechanisms such as the use of escalator clauses to 

accommodate rising operating costs in PPPs (Williamson, 1991; Lonsdale, 2005c). 

However, when transactions are asset specific, shrouded in uncertainty and frequent 

in nature as is often the case with PPPs, TCE predicts the use of relational 

contracting to accommodate the necessary post-contractual renegotiations which may 

ensue (Williamson, 1979; Lonsdale, 2005c). Here the reference point for making 
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changes is the entire relation as it has developed, which may or may not include the 

original agreement (MacNeil, 1978; Williamson, 1979).  

 
As hybrid contracts such as PPPs are located between markets and hierarchies with 

respect to incentive intensity, administrative control and contract law they are 

supposedly able to handle adaptation and the need for renegotiation (Williamson, 

2008b). Please see Section 4.3.4 which outlines efficient alignment of governance 

structures, as that discussion on hybrid contracting is applicable to PPP projects.  

 
While TCE is an appropriate theory for considering risk allocation with PPP 

contracts, Neimark (1992), Broadbent et al. (2003), Reeves (2008) and English and 

Baxter (2010), who have expressed the need to move beyond the economics of 

contracting, with its emphasis on calculation (Williamson, 1993), advocate that 

transaction costs should be placed in the context of their social relations.  

 
4.4.2 Lonsdale’s Framework  

 
To this end, Lonsdale (2005a) puts forward a framework that incorporates a more 

behavioural or political vision, where the TCE expectation of balanced contracts is 

questioned. While indirectly noting that PPPs encompass relational contracting 

through the development of bilateral contracts, Lonsdale focuses on obstacles to 

balanced contracting. He critiques the straightforward application of TCE in a PPP 

context adopted by governments, and claims that obtaining contractual balance is not 

as simple as managers exercising feasible foresight to develop bilateral contracts and 

create contractual safeguards suggested under TCE, resulting in the public sector 

being asymmetrically locked into their supplier4. When asymmetric contract lock-in 

arises the right to impose penalties for poor performance or late project delivery is 

often academic, as more emphasis is placed on nurturing the relationship. 

Furthermore, if the public sector is asymmetrically locked-in to the contract they will 

not be in a position to enforce the risk transfer agreement. Asymmetric contract lock-

 
4 A subtle difference exists between balanced contracting and the absence of asymmetric lock-in. 
While asymmetric lock-in arises when one party has made the majority of asset specific investments, 
balancing contracts through the sharing of asset specific investments or posting of compensatory 
financial arrangements means that both parties have invested interests in continuing the relationship, 
which in turn leads to the avoidance of asymmetric lock-in (Williamson, 1995; Lonsdale, 2005a; b). 
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in facilitates the private contractor to operate on their own terms and may result in 

the passing back of risk, risk allocation being renegotiated, difficulty with contract 

renegotiation or prices being increased once the preferred bidder has been appointed 

(Lonsdale, 2005a; b).  

 

Under TCE, since protecting the supplier’s reputation is believed to act as a 

safeguard to the exploitation of contractual power, the concept of pre-contractual 

power relations is ignored (Lonsdale, 2005a; Reeves, 2008). Moreover, TCE does 

not take account of the politicisation of the decision-making process and fails to 

address the impact that imbalances between commercial resources of both 

contracting parties have on the implementation of risk allocation in public sector 

procurement (Lonsdale, 2005a).  

 
To address these shortcomings, Lonsdale (2005b) developed an alternative 

framework that contains many of the building blocks of TCE, for example buyer-

bounded rationality, supplier opportunism, asset specificity, uncertainty and 

switching costs, but also considers the impact power has on the public sector’s ability 

to transfer risk to its suppliers.  

 

Uncertainty with PPPs, coupled with buyer-bounded rationality, means customer 

requirements cannot be fully stipulated, making post-contractual negotiations 

inevitable. To achieve VFM and avoid exploitation with renegotiations a favourable 

power position should be maintained post-contractually. However, asset specificity 

and switching costs create unbalanced power relations leading to lock-in. While the 

sharing of asset-specific investments or posting of compensatory financial 

commitments can help restore contractual balance, even in these circumstances 

unbalanced pre-contractual power may still emerge due to the political importance of 

PPPs in conjunction with the government’s statutory obligations regarding service 

provision (Lonsdale, 2005c).  

 

As discussed above, asymmetric lock-in affects the public sector’s ability to transfer 

risk to its supplier. Lonsdale’s (2005a) framework suggests there are five main 

obstacles to asymmetric lock-in being avoided in the way TCE proposes: (i) pre-

contractual power relations; (ii) the relative switching costs faced; (iii) the relative 

politicisation of the decision-making process; (iv) the relative salience of the 
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transaction to the two parties; and (v) the relative commercial resources of the two 

parties to the transaction (Lonsdale, 2005b). This framework is not just applicable to 

PPP contracts but to any buyer-supplier relationship including traditionally-procured 

projects. In addition, not only are these five factors relevant for buyers, they may 

also contribute to post-contractual lock-in of the supplier (Lonsdale, 2005b).  

 
(i) Pre-contractual power relations 

When a transaction is one of pre-contractual supplier dominance, the supplier 

will want to maintain its ex-ante power ex-post, rendering the possession of 

feasible foresight from TCE largely irrelevant. The impact of pre-contractual 

power relations on risk transfer and VFM with PPPs is that competitive tension 

is not maintained if there is only one bidder, potentially resulting in less risk 

being transferred than expected. There is also an issue with renegotiation and 

raising prices once preferred bidder status is granted (Lonsdale, 2005a; b). A 

lack of competition is often prevalent in some sectors given the technical 

expertise required for drafting PPP specifications and the significant costs 

involved with tendering (Mols, 2010; Baker, 2016).  

 

(ii) The relative switching costs faced 

The possibility of hiring a competitor if the contractor’s work is substandard 

may help to strengthen the public sector’s pre-contractual power position. 

However, the associated switching costs may act as a deterrent to changing 

suppliers, particularly when one partner suffers higher costs than the other 

(Lonsdale, 2005b). Lonsdale’s framework contends that there is a difference 

between the legal right to exit a contract and enforce penalties, as TCE and 

governments presuppose, and the practical ability to do so when more emphasis 

is placed on nurturing the partnership under conditions of asymmetric lock in 

(Lonsdale, 2005b).  

 

(iii) The relative politicisation of the decision-making process 

The political nature of decision making undermines the TCE concept of feasible 

foresight and casts doubt on post-contractual balance being achieved. Feasible 

foresight does not consider that managers may prioritise their own personal 
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objectives over optimal contract design. For example, public-sector staff may act 

opportunistically by favouring PPPs which improve their working conditions 

(Parker and Hartley, 2003; Lonsdale, 2005a). Political decision making is very 

relevant with PPPs, particularly when they are announced as the ‘only game in 

town’ (i.e. that the option is infrastructure and related services being provided 

via PPP or not at all). This places public sector clients in a weaker position vis-á-

vis their suppliers, and may result in improper procurement strategies when high 

levels of asset specificity are present and traditional procurement may be 

preferable. In addition, risks may not be transferred as expected (Lonsdale, 

2005a; b).  

 
(iv) The relative salience of the transaction 

A further factor affecting post-contractual balance is the relative salience of the 

transaction to both parties. Asymmetric lock-in becomes a possibility when the 

transaction is more important to the buyer than the supplier. This is particularly 

an issue for the public sector who purchases goods and services to fulfil its 

statutory obligations, while the contract could be one of many for the supplier 

(Lonsdale, 2005b; c). The supplier may exploit this vulnerability particularly 

when renegotiations arise, affecting the level of risks transferred (Lonsdale, 

2005b). 

 
(v) The relative commercial resources of the two parties to the transaction 

 

Unlike assumptions made under TCE, the purchasing team will often have 

inferior capabilities and capacities than the sales team regarding the complex 

nature of PPP contracting and lack the ability to exercise feasible foresight to 

develop balanced bilateral contracts. This may impact on its ability to transfer 

risk and impose penalties (Lonsdale, 2005a; b). 

 
A response to the above is that supplier dominance may be dampened by the 

possibility of obtaining future business from the customer via contingent renewal. 

However, to be effective, this would have to be offered within a reasonable 

timeframe, when such work may not be available, other suppliers may play the game 

of lock-in, diminishing the threat of switch, and managers may not always act in the 

best interests of the firm (Lonsdale, 2005a; b). 
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To demonstrate this framework, Lonsdale (2005b) applied it to a successful PPP IT 

project, the development of the National Savings and Investments system and one 

that failed, the magistrates’ courts PPP IT system. The National Savings and 

Investments system maintained pre-contractual competitive tension and a competitor 

could be hired if the contactor’s work was substandard. To neutralise potential 

switching costs, a substantial parent company guarantee was requested which 

assisted the public sector in enforcing the risk-sharing agreement. In addition, well-

resourced procurement and contract monitoring teams and no major political 

tensions, resulted in highly satisfactory contractual outcomes for this project in terms 

of cost and operational performance (Lonsdale, 2005b). 

 
In contrast, the magistrates’ courts IT system, with only one bidder at the final stage, 

left the public sector in a position of weak contractual power, where the contractor’s 

prices kept escalating. However, sourcing an alternative contractor was not 

considered as the transaction was highly important to the public sector and may have 

caused significant delays. In addition, the procurement team’s competence was 

questionable and pursuing the project when there was only one bidder indicated 

politicisation with the decision-making process, resulting in lack of VFM for the 

buyer. All of Lonsdale’s factors (2005b) were therefore present with this scenario, 

affecting the public sector’s ability to transfer risk to its suppliers.  

 
Aspects of Lonsdale’s framework have been considered in other research. For 

example, politicisation of the decision-making process was noted on a number of 

occasions when PPPs were adopted on a ‘PPP or nothing’ basis out of fear of delays 

or denial of funding (Mayston, 1999; Ball et al., 2003; Reeves, 2011; 2013b; 

Khadaroo, 2014). The relative commercial resources of both parties to the 

transaction was also examined with respect to PPPs in the Health sector where 

knowledge was held by relatively few people and there was a lack of handover 

procedures in place (NAO, 2010). Similarly, contract knowledge was also lacking at 

the ROI pilot5 schools as principals were only given excerpts of the contract, leaving 

them in a weak bargaining position regarding items that are supply only versus 

supply and maintain (Reeves, 2008). On examining operational PPP roads and 

hospitals in the UK, Edwards et al. (2004) however commented that while a lack of 

 
5 The pilot schools were the first PPP schools operational in ROI. 
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public sector expertise existed in the past, formalised monitoring is now in place and 

staff training provided in audit and negotiating skills. Likewise, monitoring has 

improved with PPPs in ROI since the involvement of the National Development 

Finance Agency and school staff are provided with user friendly guides to the PPP 

contracts (Hearne, 2011). 

 
As noted above, Lonsdale’s (2005a) five main obstacles to asymmetric lock-in being 

avoided in the way TCE proposes can work in a positive way if favourable 

contractual circumstances prevail for the buying organisation in terms of pre-

contractual power, access to a well-resourced procurement and monitoring function 

and the ability to offer potential future business via contingent renewal. It should also 

be noted that when asset specificity and switching costs are negligible, as happens 

with catering or waste management, there is no risk of lock-in. In this situation, 

contractual breaches can be dealt with by threatening to hire a competitor in the 

market and via effective monitoring. Most PPPs however do not fall into this 

category, with asset specificity and switching costs tending to be quite significant. It 

is therefore apparent that contracts involving significant levels of asset specificity 

and uncertainty are difficult to manage, as is the case with many PPP projects 

(Lonsdale, 2005b). Furthermore, all five obstacles do not need to be present for 

contractual balance to be affected, which in turn impacts on the public sector’s 

ability to transfer risk to its suppliers (Lonsdale, 2005b).  

 
Chung (2016) counters Lonsdale’s view that it is unlikely, if not impossible, for 

PPPs to manage uncertainty and transfer risk unless favourable contractual 

conditions prevail and instead focuses on the positive features of relational 

contracting with its emphasis on co-operation and trust as a way to handle risk, 

uncertainty and change in PPP contracts (Reeves, 2008).  

 

The issue of relational contracting was introduced in Section 4.3.4 when discussing 

the contract law regime for hybrids. Its application to the PPP context is now 

discussed. 

 

 

 

 



 69 

4.4.3 Relational Contracting and PPPs  
 
Like Lonsdale’s (2005a; b) framework, relational contracting does not reject 

economic thinking but instead places transaction costs in the context of their social 

relations (Broadbent et al., 2003). When asset specificity, uncertainty and frequency 

of transactions increase, TCE predicts the use of relational contracting for complex 

contracts such as PPPs (Williamson, 1979; Reeves, 2008). Here, change is managed 

through the political and social processes of the relation, using internal and external 

dispute resolution structures. The relation then becomes a vast array of norms, 

beyond those centred on the exchange (MacNeil, 1978). While Williamson (1985) 

denotes some recognition of trust as a social context variable, it is not included in the 

mainstream TCE model. Williamson (1985) contends that operationalising and 

‘unpacking’ trust are the remit of organisation theorists rather than economists and 

that trust should largely be reserved for special relations between family and friends 

(Williamson, 1993; Chiles and McMackin, 1996; Darwin et al., 2000). This contrasts 

with literature on contractual relations which emphasizes the importance of trust in 

partnerships (Darwin et al., 2000; Warsen et al., 2018). To understand how 

contracting practices may affect the transfer of risk, relational contracting should 

therefore be viewed from both a TCE and socio-legal perspective as Reeves (2008) 

has advocated. 

 
MacNeil devised a contractual governance framework which categorises contractual 

relations into two extreme poles, transactional and relational (MacNeil, 1978; 

Darwin et al., 2000; Reeves, 2008). Relational contracting involves formal contract 

clauses being supplemented by more informal measures and arises when there is 

long-term social exchange between contracting parties, extensive communication, 

mutual trust, altruism, commitment to specific partners, co-operative problem 

solving and a sharing of benefits and burdens. In contrast, transactional contracting is 

characterised by a formal, adversarial relationship with limited communication 

between buyers and suppliers, where everything is measured in monetary terms, little 

or no bargaining or co-operation takes place as the contract proceeds, only remote 

contingencies are not considered and altruistic behaviour is not expected (Darwin et 

al., 2000; Reeves, 2008). The contract is referred to extensively for dealing with 

issues as they arise under a transactional approach, whereas not much deference may 

be paid to the contract with relational contracting. Furthermore, on the transactional 
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end of the spectrum, the beginning and end of the contract is clearly defined and each 

benefit and burden are assigned to one party, as opposed to being shared under 

relational contracting (MacNeil, 1978; Darwin et al., 2000; Reeves, 2008). 

 

Early stages of a contract generally follow a transactional approach, since contractual 

relationships are often influenced by the client’s confidence in the contractor’s 

ability to perform (Darwin et al., 2000). In reality contracting is not simply typified 

as transactional or relational but is usually situated along a continuum between both 

(Darwin et al., 2000).  

 
A relational contracting approach is useful with PPPs as it helps to promote 

flexibility and reciprocity to facilitate changing circumstances, deal with contract 

ambiguities and forge trust among contracting partners. This in turn fosters co-

operation and aids with dispute resolution over poorly specified subjective items 

such as the adequacy of cleaning or quality standards or with how to handle 

unexpected events (Broadbent et al., 2003; Lonsdale and Watson, 2007; Khadaroo, 

2008; Robinson and Scott; 2009; English and Baxter, 2010; Javed et al., 2013; 

Chung and Hensher, 2015; Chung, 2016). Trust practices, involving non-contractual 

strategies such as collaboration and greater information exchange, are needed to 

sustain relationships with PPPs as it is difficult for the state to terminate these 

contracts and source alternative contactors (Ahmad et al., 2018). In addition, trust 

helps to inspire confidence that contractual commitments will be fulfilled, 

particularly when the frequency of transactions between contracting parties increases 

(Parker and Hartley, 2003; Reeves, 2008). Since trust assists with curtailing 

opportunism, it enables parties to adopt less elaborate safeguards and therefore 

economises on transaction costs, such as contract drafting and monitoring (Chiles 

and McMackin, 1996). 

 

Referring to Sako (1992), Broadbent et al. (2003) distinguish between contractual, 

competence and goodwill trust in the context of PPPs. Contractual trust refers to 

written guarantees that contractual terms will be met by both parties. Competence 

trust is underpinned by a belief that contracting partners have the necessary skills and 

management expertise to design, build and operate PPP projects. Lastly, goodwill 

trust allows for discretion and is linked to expectations that contracting parties will 

move beyond original promises to handle items unspecified in the contract, in order 
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to safeguard the ongoing relationship. Goodwill trust develops as a result of repeat 

transactions which facilitates learning and adaptation between contracting partners 

(English and Baxter, 2010). Relational contracting is needed to create goodwill trust, 

enable modifications to be made and handle uncertainties (Broadbent et al., 2003). 

This is particularly important with PPPs as their long-term nature means they are 

shrouded in uncertainty and it is impossible to incorporate every contingency, 

including shifts in public policy over a PPP’s lifetime (English and Baxter, 2010; 

Ahmad et al., 2018).  

 

Further discussion on relational contracting and its role in handling risk and 

uncertainty was noted in the literature. Like Lonsdale (2005b), Reeves (2008) found 

a purely economic perspective limiting so supplemented TCE with socio-legal theory 

to explore the quality of contractual relations with the pilot PPP schools in ROI. 

Despite an expectation of relational contracting with partnerships when asset 

specificity and uncertainty are significant, Reeves (2008) noted that client-contractor 

relationships were largely transactional in nature albeit that trust, flexibility and co-

operation also featured. While the public sector exerted a preference to refer to the 

contract when issues arose, the private contractor claimed that contingencies were 

handled by working outside the contract and using a substantial degree of altruism. 

In addition, Reeves (2008) discussed how flexibility and goodwill was demonstrated 

in relation to penalty imposition and when equipment or small items were replaced 

outside the contractual terms. Negotiation and reciprocity rather than immediate 

recourse to penalties is consistent with a relational approach to contracting, and helps 

to foster goodwill among contracting partners, however it raises questions regarding 

the extent of risk transfer, particularly when PPPs are largely justified on this basis 

(Reeves, 2008; Burke and Demirag, 2017).  

 
Chung and Hensher (2015) also highlight the importance of flexibility with the first 

Australian PPP road to reach the end of its concession. Being an early PPP there was 

an absence of formal contract provisions for handback of assets, including what 

returning them in ‘satisfactory condition’ meant. Flexibility, a characteristic of 

relational contracting was however shown when the private operator posted a 

warranty bond to cover handback repairs, despite no requirement to do so (Chung 

and Hensher, 2015; Chung, 2016). Likewise, Ahmad et al. (2018) found that trust 
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was used during the operational phase of PPP roads in the UK to handle 

performance-related ambiguities and the complexity associated with defining 

outcome-based objectives, such as improvements to road congestion and safety 

(Ahmad et al., 2018). Furthermore, despite a perception of inflexibility, most 

Australian PPP contracts reviewed by Javed et al. (2013) accommodated small and 

medium changes while large changes were implemented using variation clauses. 

Indeed, flexibility was also shown with PPPs in the Health and Prison sectors in the 

UK when minor items were provided free of charge or in exchange for deductions 

foregone (Robinson and Scott, 2009). Having discussed what is meant by 

transactional and relational approaches to contracting, the implications of such 

measures in PPP projects are outlined below. 

 

When a transactional approach is adopted with PPP projects the contract is referred 

to extensively when issues arise (MacNeil, 1978; Darwin et al., 2000; Reeves, 2008). 

In theory this should result in risks being allocated as expected, and help to safeguard 

the public interest, as substantial risk premiums have been paid by governments for 

transferring these risks to the private sector (Shaoul et al., 2008).  

 
However, a flexible, relational approach to contracting is also required as it helps to 

handle changing circumstances and the anticipated renegotiation surrounding PPPs, 

given the lengthy contractual periods associated with these projects (Lonsdale, 

2005c; Chung and Hensher, 2015). While contract renegotiation may be desirable 

and appropriate, when it occurs shortly after contract award and favours the PPP 

company it may be reflective of poor contract design or opportunism on behalf of 

PPP operators or governments (Guasch et al., 2003; Guasch, 2004; Engel et al., 

2014). Despite the suitability of a relational approach to handle change, in the 

presence of such opportunism, Spiller (2013) claims that implicit arrangements 

associated with relational contracting and contract renegotiation tend to be replaced 

by a formalised, transactional approach that is marred by red-tape and inefficiency. 

 
Strict adherence to the contract associated with transactional contracting therefore 

needs to be balanced with the more flexible, co-operative approach afforded by 

relational contracting. Contracting with PPPs tends to exhibit both transactional and 

relational characteristics since they aim to extract efficiencies from service provision 

while simultaneously nurturing working relationships (Broadbent et al., 2003). 
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Principles of relational contracting including flexibility, co-operation and trust 

discussed above will be examined when conducting semi-structured interviews in 

CHAPTER EIGHT to see how it affects the transfer of risk once PPPs are 

operational. Whether contracting in operational PPP school projects is along a 

transactional-relational spectrum and the impact this has on risk allocation is 

discussed in CHAPTER NINE. 

 
Summary 

 
PAT was deemed a suitable theory for considering expected optimal risk allocation 

in Section 4.3.3. However, the behavioural assumptions of bounded rationality and 

opportunism and the transactional attributes of asset specificity and uncertainty more 

closely reflect the contractual position with PPPs than PAT. In addition, TCE 

highlights the need for adaptation and thus allows for the possibility of contract 

renegotiation. It also considers the entire transaction including original negotiations 

so assists in analysing risks at both the procurement and operational phases, a key 

objective of this research. In contrast, Law and Economics fails to consider the 

incentive dimension of ex-ante risk allocation and PAT just focuses on the contract.  

 

However, Lonsdale critiques the application of TCE in a PPP context by 

governments and instead puts forward a more behavioural or political vision where 

the TCE expectation of balanced contracts is questioned (Lonsdale, 2005a). Lonsdale 

builds on the principles of TCE, but also considers how obstacles to balanced 

contracting may affect the transfer of risk (Lonsdale, 2005b). Chung (2016) counters 

Lonsdale’s view that it is unlikely for PPPs to manage uncertainty and transfer risk 

unless favourable contractual conditions prevail and instead focuses on relational 

contracting’s potential with its emphasis on co-operation and trust as a way to handle 

risk, uncertainty and change in PPP contracts. Lonsdale’s framework in conjunction 

with relational contracting can therefore be used to examine how contracting 

practices affect risk allocation in PPP and TP school projects. 
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4.5 KEY PPP RISKS  

 
Using the main categories of PPP risk identified by the NAO, the Accounting 

Standards Board (ASB) and HMT (HMT, 1997; ASB, 1998; NAO, 1999), this 

section presents the risks associated with PPP projects and discusses the party to 

which they should be allocated. This involves allocating risks to the party best able 

to control them at least cost in accordance with PAT principles (Oudot, 2005a; b). 

See discussion in Section 4.3.3. for more details. TABLE 4.2 at the end of this 

section summarises the allocation of risks discussed below.  

 
(i) Design Risk 

This is the risk that even if a property is constructed satisfactorily, the design will not 

fully meet the contract’s requirements (ASB, 1998). If the operator has significant 

discretion over how the property is built and operated to fulfil the PPP project, this 

provides evidence that design risk has been transferred (Connolly and Wall, 2009). 

Project design has an impact on future costs, so the operator will need to consider the 

interaction between a more expensive design and lower operating and life-cycle costs 

and vice versa (HMT, 1997). PPP design also follows an output specification 

approach which purportedly facilitates innovation from the contractor (HMT, 2006). 

In accordance with PAT and literature discussing preferred risk allocation in PPP 

contracts, internal project-specific risks such as design risk should be allocated to the 

private sector as they control this risk and are better able to manage it (Oudot, 2005a; 

b; Bing et al., 2005).  

 

(ii) Construction Risk  

Construction risk refers to the financial implication of cost and time overruns during 

the construction period and related warranty repairs caused by poor building work 

after the asset has been completed (ASB, 1998). It results in the contractor only 

receiving payment once service delivery commences, and includes the cost of any 

design changes during the construction phase which are deemed necessary to meet 

contractual requirements (HMT, 1997; NAO, 1999). Again, consistent with PAT, 

since construction risk is a project-specific risk it should be allocated to the private 

sector as it is better able to manage and control it (Oudot, 2005a; b; Bing et al., 

2005). 
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(iii) Demand Risk  

This is the risk that demand for the property will be greater or less than predicted or 

expected. The public sector will be deemed to have retained demand risk if it is 

obliged to pay for available places whether or not they are needed. If PPP payments 

vary proportionately over all likely levels of demand then this risk is borne by the 

private operator (ASB, 1998).  

 
Demand risk is not always allocated to the contractor as the level of demand required 

for an asset or service is usually not within the private sector’s control, usage is 

either dependent on the relevant government department or outside both parties’ 

control, for example changing pupil demographics (NAO, 1999). Following PAT 

principles, when demand risk is external to the relation it should be allocated to the 

least risk averse partner to minimise cost. For this reason, it is generally retained by 

the public sector (Oudot, 2005a; b). However, under certain circumstances it may be 

shared or transferred including where: the public sector does not directly influence 

the volume of service usage; costs are volume related; design may influence demand; 

or there are little or no competing services (NAO, 1999). In addition, when 

discussing preferred risk allocation, Bing et al. (2005) claim that in certain sectors, 

project demand is ascertained by the private consortium at the feasibility study 

phase, that the risk is actually project-specific, controlled by the private sector and 

therefore rests with them. Allocation of this risk is therefore context specific. 

(iv) Maintenance Cost Risk 

This risk refers to assets used for service delivery not being properly maintained 

(NAO, 1999). Maintenance costs relate to both reactive and planned life-cycle 

maintenance and are not linked with design or construction defects. With PPPs, 

responsibility for the frequency of maintenance required and whether maintenance 

costs are greater than expected rests with the private sector (Bing et al., 2005). Since 

this is a project-specific risk and maintenance is controlled by the PPP company it 

should be allocated to the private sector, in accordance with PAT (Oudot, 2005b; 

Bing et al., 2005, Roumboutsos and Anagnostopoulos, 2008).  
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(v) Operating Cost Risk  

This refers to operating costs that are greater or less than expected (NAO, 1999).  

Potential changes in relevant costs may be dealt with in different ways under a PPP 

contract. Significant future cost increases can be passed on to the public sector if PPP 

payments vary with specific indices to reflect the operator’s costs. In contrast, if the 

unitary payment is fixed or varies in relation to a general inflation index, this 

provides evidence that risk has been transferred to the private sector (HMT, 1997; 

ASB, 1998). If the contract permits prices to be reset after a benchmarking or market 

testing exercise, operating cost risk may be shared (NAO, 1999). 

 
Significant uncertainty surrounds project requirements in terms of maintenance, 

rising costs for materials and Facilities Management (FM) services along with likely 

inflation for lengthy project durations. Operating costs may also be higher than 

expected due to deficiencies in design and/or construction, estimating errors or poor 

life-cycle maintenance. This risk therefore contains market-based elements outside 

either party’s control, but also relates to design and maintenance which is project-

specific. Consistent with PAT, it should be shared between both parties (Oudot 

2005a; b). In addition, NAO (1999) advocates the sharing of this risk, since the 

private contractor may build in a significant premium for assuming uncertainty 

surrounding changes in operating costs, reducing the project’s VFM.  

 

Cognisant of the impact of fluctuations in operating costs, HMT (2011) issued cost-

saving guidance for PPP contracts and developed a voluntary code of conduct in 

2013. This aims to reduce operating costs in PPP projects by asking contracting 

parties to consider de-specifying services or dropping service levels, whilst bearing 

in mind the cost/benefits of implementing contract changes, further accommodating 

the sharing of this risk.  

 

(vi) Residual Value Risk  

This risk is borne by the party that takes over the PPP capital assets at the end of the 

project (NAO, 1999). It is the risk that on contract completion the property will be 

worth more or less than expected at the outset, or that the project asset, for example 

the school building, is not required at the end of the contract period (ASB, 1998; 

Comptroller and Auditor General (C&AG), 2004). The contract may require the 
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property to be in a pre-defined state on contract completion. These ‘hand back 

provisions’ mean that maintenance and life-cycle costs that might otherwise exist 

outside of the contractual period are brought forward (HMT, 1997).  

 

Residual value risk stems partly from external market conditions affecting property 

prices, but also from internal factors impacting on the condition of the property at the 

end of the contract (ASB, 1998). Some assets are highly specialised and lack 

alternative uses for example schools, hospitals and prisons. With these assets, it is 

unlikely that the private sector will accept residual value risk at a reasonable price 

and therefore this, and the wider risk of asset ownership is usually borne by the 

public sector. The private sector simply bears the risk of fulfilling the handback 

criteria (HMT, 1997; NAO, 1999). Following PAT principles, since residual value 

risk contains external uncontrollable elements and also controllable aspects, it should 

be allocated to the least risk averse partner (i.e. the public sector or shared between 

both parties) (Oudot, 2005a; b). 

 

(vii)  Underperformance and Non-Availability risk  

Many PPP contracts provide for penalties if the property is below a specified 

standard or cannot be used because of operator fault. Underperformance and non-

availability risk is the risk that deductions for poor service delivery or non-

availability of assets will be greater or less than expected (HMT, 1997; ASB, 1998; 

NAO, 1999). 

 
If the private operator has ample time to rectify faults, or the penalty is only invoked 

if the property is completely unavailable, potential penalties are either unlikely to 

occur or are not significant. However, if there is a reasonable chance of penalties 

arising this risk is transferred (ASB, 1998). In accordance with PAT, risks associated 

with poor performance or non-availability are project-specific and relate to 

operational aspects that the private sector controls, so should be transferred to them 

(Oudot, 2005b). 

TCE suggests that contractual safeguards, such as the imposition of penalties, are a 

necessary component of the incomplete nature of PPP contracting and are used to 

combat asymmetric contract lock-in with projects. They incentivise on-time delivery 

and agreed service provision and thus facilitate the risk transfer process (Parker and 



 78 

Hartley, 2003; Lonsdale, 2005b). However, as discussed above in Section 4.4.2 with 

respect to Lonsdale’s framework, the public sector may have inferior expertise 

relative to the private contractor, regarding the complex nature of PPP contracting, 

impacting its ability to transfer risk (Lonsdale, 2005b). Knowledge relating to project 

risks, and how to manage them, may also be held by a relatively small number of 

people (Jin, 2009) which may be problematic if staff such as school principals, 

procurement and contract managers leave and risk management skills are not 

retained in house. A lack of contract knowledge can lead to under/over reporting of 

issues, poor service delivery and inappropriate enforcement of penalties for poor 

performance (Lonsdale, 2005b). 

 
(viii) General and Specific Legislation Risk 

This is the risk that a PPP deal may be affected by regulatory changes. The NAO’s 

(1999) guiding principle is that the private contractor should accept risks relating to 

general regulatory changes affecting all businesses for example changes in VAT 

rates, while industry-specific legislation should be retained by the public sector, as it 

is outside the contractor’s control. This is provided that the premium the private 

sector receives for accepting general legislation risk is reasonable.  

 
PAT however suggests that external risks relating to regulatory changes should be 

allocated to the least risk averse partner, which is usually the public sector (Oudot, 

2005a; b; Ke et al., 2010).  

 
(ix) Obsolescence Risk 

This is the risk that the quality of service delivery becomes adversely affected if 

equipment or other assets used in service delivery become obsolete (NAO, 1999).  

Obsolescence risk is largely dependent on the nature of the contract (ASB, 1998). 

Consistent with PAT principles, obsolescence may be deemed a project-specific risk 

and one that should be allocated to the private sector, as it is best able to control it 

(NAO, 1999; Oudot, 2005b).  

 
(x) Contractor Default Risk 

This risk addresses which party is responsible for payment of bank financing and 

sourcing another contractor in the event of contractor default (HMT, 1997, NAO, 
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1999). In accordance with PAT principles, Bing et al. (2005) note that project level 

risk such as insolvency of sub-contractors should be transferred to the private sector 

as they are in a position to control this risk (Oudot, 2005b). While advocating that 

contractors and lenders should be incentivised to provide services at all times and 

that the private sector should bear at least part of the financial risk with contractor 

default, the NAO (1999) outlines that banks may stipulate some public sector 

financial support with contractor failure. 

 

(xi) Third Party Revenue risk 

This is the risk that revenues arising from third party demand for project assets will 

be greater or less than expected (HMT, 1997). Different scenarios can arise with 

third party use. The private sector may rely on third party revenue to cover its 

property costs. Alternatively, third party usage may be minimal or the public sector 

may significantly restrict such usage (ASB, 1998). When third party revenue is less 

than expected and the unitary fee is not increased, the private sector assumes this risk 

(Broadbent et al., 2004). Following PAT principles, if third party revenue is 

something the private contractor can control, they may accept this risk (Oudot, 

2005a; b). However, if the public sector is able to influence third party usage then it 

may be retained by them or shared. Allocation of this risk is therefore context 

specific and dependent on the circumstances surrounding third party revenue. 

 

(xii)  Contract Variation Risk 

Ismail and Pendlebury (2006) cited difficulties making changes with PPP contracts, 

with even small tasks taking a considerable amount of time. The NAO (1999) claims 

that change is inevitable, as needs and priorities alter over the lengthy contract 

duration of PPP projects. It advises that foreseeable changes to contract requirements 

should be accommodated within the original deal and a dispute resolution process set 

up to handle future changes. Relational contracting (Section 4.4.3) however 

promotes flexibility and reciprocity to facilitate changing circumstances and handle 

contact ambiguities (Chung and Hensher, 2015; Chung, 2016).  

 
Based upon the discussion in this section, TABLE 4.2 provides a summary of 

theoretical risk allocation.
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Theoretical Risk PPP Risk Risk Allocation 

Project-specific Design Risk T 

Project-specific Construction Risk T 

Market-based Demand Risk R 

Project-specific Maintenance Cost Risk T 

Project-specific and Market-based Operating Cost Risk T/S 

Project-specific and Market-based Residual Value Risk S/R 

Project-specific Underperformance and Non-

Availability Risk 

T 

Market-based General and Specific Legislation Risk General Legislation risk – T 

Specific Legislation risk - R 

Project-specific Obsolescence Risk T 

Project-specific Contractor Default risk T/S 

Project-specific Third Party Revenue Risk T/S/R depending on circumstances 

 

TABLE 4.2: Risk allocation in PPP projects  

Key - T: Risk transferred to the private sector, S: Risk shared between both parties, R: Risk retained by the public sector
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4.6 CONCLUSION  
 
While the technicist, objective approach to risk prevails with PPPs, risk is also seen 

as subjective and socially constructed, with judgement required when deciding what 

to deem a risk, and how severe its consequences might be. Therefore, a dual theory 

of risk, which dismisses risk as purely objective or subjective and instead sees it as a 

composite of both, has been proposed for PPPs. Given that this research seeks to 

examine whether risks are transferred as expected in operational PPP and TP 

projects, a number of risk allocation theories were considered and the framework 

most suitable to fulfil this key objective was chosen.  

 
The economic theory of insurance was not deemed a suitable theory of risk 

allocation for PPPs as risks with these projects are not always insured and some risks 

are uninsurable. However, by focusing on insured risks many risks and uncertainties 

may be ignored.  

 
TCE contributes to understanding contractual practices and the co-ordination of 

economic activity into markets, hierarchies and hybrids. It views the ability to handle 

adaptation and respond to change as the main purpose of economic organisation and 

therefore allows for the possibility of contract renegotiation. It also considers the 

entire transaction including original negotiations so assists in analysing risks at both 

the procurement and operational phases, a key objective of this research. In contrast, 

Law and Economics fails to consider the incentive dimension of ex-ante risk 

allocation and PAT just focuses on the contract. PAT sees that individuals have 

unlimited computational capability, and both Law and Economics and PAT assume 

that contracts are complete and enforceable by the courts, which does not reflect 

reality with long term PPP contracts. In contrast, the behavioural assumptions and 

transactional attributes from TCE may readily be applied to PPPs. Furthermore, TCE 

advocates the use of more flexible contracting arrangements such as relational 

contracting to accommodate the incomplete nature of PPP contracts. In addition, 

TCE sees that risk can be transferred and priced in contractual settings, with PPP 

contracts containing incentives to penalise late commencement or poor performance. 

TCE therefore more closely reflects the contractual position with PPP contracts than 
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PAT and Law and Economics and is therefore deemed the most appropriate basis on 

which to examine expected versus actual risk allocation in PPP and TP projects. 

 
However, obtaining contractual balance is not as simple as using feasible foresight to 

develop bilateral contracts and create contractual safeguards suggested under TCE, 

resulting in dominant suppliers trying to pass back risk, renegotiating risk allocation 

or increasing prices once appointed as preferred bidder. To address these 

shortcomings, Lonsdale (2005b)’s framework incorporates a more behavioural or 

political vision where the TCE expectation of balanced contracts is questioned. It 

contains many of the building blocks of TCE but also considers how a number of 

obstacles to contractual balance affect the transfer of risk in PPP contracts.  

 
Chung (2016) counters Lonsdale’s view that it is unlikely for PPPs to manage 

uncertainty and transfer risk unless favourable contractual conditions prevail and 

instead focuses on the potential of relational contracting with its emphasis on 

flexibility, co-operation and trust to handle risk and manage uncertainty in PPP 

contracts. However, while relational contracting may lead to favourable outcomes for 

PPPs, a tolerant approach to risk transfer and penalty imposition, consistent with this 

form of contracting, has implications for the level of risk transfer actually arising. 

 
Risk allocation does not however qualify as a governance structure in TCE (Chang, 

2013). Instead PAT has shown its suitability for considering expected optimal risk 

allocation with PPPs. Following PAT principles, risks should be allocated to the 

party best able to control them at least cost (Section 4.3.3). TCE modified by 

Lonsdale considers obstacles to contractual balance being obtained which may 

impact on risk allocation with PPP contracts, while relational contracting offers the 

possibility of risk and uncertainty being handled with these projects. Lonsdale’s 

framework can therefore be used in conjunction with relational contracting and PAT 

to examine expected versus actual risk allocation with PPP and TP projects, the main 

objective of this research project. 

 
Lonsdale’s obstacles to contractual balance, principles of relational contracting 

including flexibility, co-operation and trust and differences in risk interpretations 

(i.e. the relational theory of risk) will be examined when conducting semi-structured 
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interviews in CHAPTER EIGHT to see how they affect the transfer of risk and the 

handling of uncertainty in operational PPP and TP projects.  
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CHAPTER FIVE 
RISK TRANSFER: 

A REVIEW OF PREVIOUS EMPIRICAL STUDIES 
 

5.1 INTRODUCTION 

 
The previous chapter examined the concept of risk and uncertainty in a Public 

Private Partnership (PPP) setting and explored a number of risk allocation theories. 

Lonsdale’s framework (2005b), a modified version of Transaction Cost Economics 

(TCE) in conjunction with relational contracting, the relational theory of risk and 

Principal Agent Theory (PAT) were considered an appropriate basis on which to 

investigate expected versus actual risk allocation in PPP and Traditionally Procured 

(TP) projects, a key objective of this research highlighted in Section 1.3. This chapter 

reviews past empirical studies to examine how risks are allocated and managed in 

PPP projects across a range of sectors including Road and Transport (Section 5.2), 

Health (Section 5.3), Prisons, IT and Social Housing (Section 5.4) and Education 

(which is the focus of this research) (Section 5.5). Particular attention is given to 

whether risks are transferred as expected and the level of detail provided regarding 

risk allocation at the operational stages. Comparisons are also drawn in Section 5.6 

between PPP and TP projects, where risks largely remain with the public sector 

(Reeves, 2013a). In terms of format, risk allocation is discussed at the pre-

operational and operational stages of PPPs for each sector and presented by 

geographical location: United Kingdom (UK), Republic of Ireland (ROI) and 

elsewhere. The chapter commences with analysis of the ‘Road and Transport’ sector.  

 
5.2 ROAD AND TRANSPORT SECTOR 

 
Road and transport projects are highly capital intensive and, with demand rarely 

sufficient to meet costs, a high degree of government support is typically needed to 

make projects financially viable (Shaoul et al., 2012). Emphasis is placed on demand 

risk for PPPs in the Road and Transport sector given its pivotal role in ensuring the 

financial viability of these projects (Acerete et al., 2010; Shaoul et al., 2012; Albalate 

et al., 2015; Burke and Demirag, 2015). Risks relating to the following aspects were 

considered for each sector; design and construction, demand, maintenance and 

operating costs, residual value, underperformance and non-availability, general and 

specific legislation, obsolescence, contractor default and third-party revenue. 
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Throughout this chapter contractually agreed risks are referred to interchangeably as 

risk at the pre-operational or procurement phase and all risks discussed are aligned 

with those presented in Section 4.5. Beginning with design and construction risk, risk 

allocation in the Road and Transport sector in the UK, ROI and other countries is 

now discussed. 

 
Design and Construction Risk 

 
A National Audit Office (NAO) (1998) report discussing contractually agreed risk 

allocation for the first four pilot PPP roads in the UK concluded that construction 

risk was transferred to the private sector. Similarly, upon reviewing contractual 

information, Debande (2002), Ng and Loosemore (2007) and Albalate et al., (2015) 

claimed there was an expectation that design and construction risk would be 

transferred to the private sector on the Skye Bridge in Scotland and PPP road and 

transport projects in Australia and Spain. Construction risk was also transferred in 

practice on one of the earliest PPP roads to be operational in the UK (Edwards et al., 

2004; Shaoul et al., 2007). However, while design risk was supposed to rest with the 

private sector on this road project, this is debatable as the scope for innovation was 

limited since specifications were prescriptive and planning permission had been 

obtained prior to the appointment of the preferred bidder (NAO, 1998; Edwards et 

al., 2004; Shaoul et al., 2007).  

 
Design and construction risk were transferred to the PPP company (i.e. the Special 

Purpose Vehicle (SPV) with operational PPP toll roads in ROI and subsequently 

passed down to subcontractors (Burke and Demirag, 2018). No commentary was 

however provided regarding the impact of poor design or latent defects at the 

operational stage of PPP road and transport projects in the UK, ROI or elsewhere. 

 
Demand Risk  

 
There are three types of payment mechanism for PPP roads: hard tolls; availability-

based tolls; and shadow tolls. Hard tolls follow a ‘user pays’ approach and are 

operated by the PPP company who bears the risk of fluctuating demand. Ideally, they 

are self-sufficient; however with falling demand, tolls may be increased or 

governmental financial support provided at the construction and operational stages. 
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In contrast, demand risk rests with the public sector on availability-based schemes. 

Here the private contractor is paid a fixed unitary payment for meeting performance 

and availability criteria. Finally, with shadow tolls, the PPP company receives 

payment based on the type of vehicle and number of road users per kilometre and 

therefore shoulders downside demand risk, while the public sector bears the risk of 

demand exceeding expectations (Burke and Demirag, 2015).  

  
A NAO (1998) report on the pilot roads in the UK noted that contractually the 

payment mechanism was based on shadow tolling, resulting in the PPP company 

being reimbursed for the number of vehicle kilometres travelled. This was also the 

case on one of the earliest PPP roads operational in the UK (Shaoul et al., 2007). 

Falling demand is therefore transferred to the private sector while the government 

bears the risk of demand exceeding expectations, up to a capped limit, resulting in a 

sharing of demand risk (NAO, 1998; Shaoul et al., 2007). Recent PPP road and 

transport schemes in the UK are now availability-based, with demand risk retained 

by the public sector (Acerete et al., 2010). 

 
Prior to the Global Financial Crisis (GFC), PPP roads in ROI were based on hard 

tolls, with upside demand risk shared when revenue reached certain thresholds, while 

falling demand was transferred to the private sector. Since then, as in the UK, all new 

PPP roads in ROI have been implemented as availability-based schemes, with 

demand risk borne by the public sector (Reeves and Palcic, 2017). This change is 

linked with a need to make projects more financially attractive given the aversion 

senior debt providers have towards demand risk (Burke and Demirag, 2015; Reeves 

and Palcic, 2017).  

 
Elsewhere, Albalate et al. (2015) examined the distribution of key risks in Spanish 

and Chilean PPP roads. A review of PPP contracts showed that demand risk was 

transferred to the private sector on the early Spanish PPP roads, but since this led to 

bankruptcy and renegotiation of some concessions, contracts accommodated sharing 

of this risk on later projects. Flexibility was shown with PPP contracts in Chile, 

where demand risk was managed by adjusting contract duration, negating the need 

for contract renegotiation (Albalate et al., 2015).  
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Demand risk was shared on the Scottish Skye Bridge project (Debande, 2002). 

However, once operational, lower than expected demand for the bridge led to rising 

toll prices, which were initially subsidised by the Scottish Government, but 

ultimately resulted in early project termination, at a huge cost to the taxpayer (Shaoul 

et al., 2012). Similarly, upon reviewing contractual information for a Sydney rail 

PPP, it appears that the private sector accepted demand risk. However, once 

operational, as in the UK, the public sector assumed a substantial portion of demand 

risk, as lower than expected demand resulted in the termination of a competing bus 

service and payment of significant compensation (Ng and Loosemore, 2007). 

 
Maintenance and Operating Cost Risk 

 
Upon reviewing contractual information, the NAO (1998), Debande (2002), Ng and 

Loosemore (2007) and Albalate et al. (2015) claimed that maintenance and operating 

risks were borne by the private sector on the UK pilot PPP roads, the Scottish Skye 

Bridge project, Spanish PPP roads and a Sydney PPP rail project. 

 
Public and private sector stakeholders from one of the earliest operational PPP roads 

in the UK however commented that while maintenance and operating cost risk was 

purportedly transferred, it was too early to judge whether this was the case as no 

substantial maintenance had as yet taken place (Shaoul et al., 2007). 

 
Residual Value Risk 

 
This risk is borne by the party that takes over the PPP capital assets at the end of the 

project (NAO, 1999). Since contractually the pilot PPP roads in the UK and the 

Scottish Skye Bridge must revert back to the public sector in good condition, with 

required residual lives specified, residual value risk rests with public sector, while 

the private sector assumes handback condition risk (NAO, 1998; Debande, 2002). 

 
Underperformance and Non-Availability Risk 

 
A NAO (1998) report on contractually agreed risk allocation for the pilot PPP roads 

in the UK, found that failure to maintain roads to agreed standards or non-availability 

can result in penalty imposition. 
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A number of insights were however provided regarding allocation of this risk when 

projects were up and running. At the operational phase of one of the earliest PPP 

roads in the UK, Edwards et al. (2004) and Shaoul et al. (2007) commented on the 

degree of flexibility which exists regarding penalty enforcement, with few penalties 

imposed and only after warnings have been issued (Edwards et al., 2004). Similarly, 

Burke and Demirag (2017) claim that trustful relationships have developed over time 

on ROI PPP roads, with difficulties firstly resolved by collaboration before referring 

to the contract. As happened in the UK, penalties on the operational ROI PPP roads 

examined were not always enforced to foster goodwill. However, it could be argued 

that this arises at the expense of Value for Money (VFM) to the taxpayer (Burke and 

Demirag, 2017). 

 
General and Specific Legislation Risk 

 
Upon reviewing contractual information for the first four PPP roads in the UK, 

general changes to legislation risk was transferred to the private sector, as it is a 

normal business risk, whereas the risk of changes to legislation specifically affecting 

PPP operators was retained by the public sector (NAO, 1998).  

 
As was the case with maintenance and operating cost risk, interviewees involved 

with one of the earliest PPP roads operational in the UK claimed it was too early to 

see how legislative changes were handled as none had as yet taken place (Shaoul et 

al., 2007). 

 
Contractor Default Risk 

 
Substantial premiums are paid for transferring risk on PPP roads despite the fact that 

project default risk ultimately rests with the public sector in the UK, ROI and 

elsewhere, and has resulted in governments bailing out failing projects due to their 

statutory obligations (Acerete et al., 2010; Shaoul et al., 2012; Burke and Demirag, 

2015).  

 
TABLE 5.1 summarises risk allocation at the pre-operational and operational stages 

of Road and Transport PPPs. This is discussed further in Section 5.7.
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Risk Risk allocation at the Pre-operational 

stage 

Risk allocation at the Operational  

stage 

Design Risk T/S T/S 

Construction Risk T T 

Demand Risk T/S/R T/S/R 

Maintenance Cost Risk T (Note 1) 

Operating Cost Risk T (Note 1) 

Residual Value Risk R (Note 2) 

Underperformance and Non-Availability 

Risk 

T T (Note 3) 

General Legislation Risk T (Note 1) 

Specific Legislation Risk R (Note 1) 

Obsolescence Risk (Note 4) (Note 4) 

Contractor Default Risk (Note 5) R 

Third Party Revenue Risk (Note 4) (Note 4) 
 

TABLE 5.1: Summary of Risk Allocation for Road and Transport PPPs at the Pre-operational and Operational stages 

Key - T: Risk transferred to the private sector, S: Risk shared between both parties, R: Risk retained by the public sector 
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Notes: TABLE 5.1 

1.  While the allocation of maintenance, operating cost and legislative risk was known at the pre-operational stage, information on these risks at 

the operational stage was not available as substantial maintenance or legislative changes have not as yet taken place.  

2.  Information on how this risk is handled in operational Road and Transport PPPs was not available. 

3.  Penalties are not always imposed in order to foster goodwill, calling into question the extent to which this risk has been transferred. 

4.  Information regarding obsolescence and third-party revenue risk was not available at the procurement or operational phases for Road and 

Transport PPPs as these risks are not overly relevant to this sector. 

5.  Details regarding contractually agreed allocation for this risk was not available at the procurement phase. 
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5.3 HEALTH SECTOR 
 
Increasing numbers of elderly people and fewer younger taxpayers have heightened 

pressure to reduce health service costs via greater private sector participation 

(Asenova et al., 2007). Since 1997, when the first PPP contract in Healthcare was 

signed in the UK, private financing has been the dominant source of funding for the 

National Health Service (NHS) (Edwards et al., 2004; Shaoul et al., 2008; Hellowell 

and Pollock, 2010). Mayston (1999) however questions the prominence of PPPs in 

health given that significant technological change is needed and flexibility may 

prove difficult with this form of procurement. Issues surrounding performance and 

measurement are also more subjective with PPP hospitals, with output specifications 

for the service elements particularly complex in healthcare (Edwards et al., 2004).  

 
In the UK, research conducted on Healthcare PPPs has tended to focus on appraisal 

of PPP policy, accounting treatment or the cost of private finance (Mayston, 1999; 

Froud and Shaoul, 2001; Shaoul et al. 2008) with limited work being conducted on 

risk allocation in operational PPPs, as is the case with other sectors. Starting with 

design and construction risk, risk allocation in the Health Sector is now discussed. It 

should be noted that the first Healthcare PPP in ROI only became operational in late 

2017 (Department of Public Expenditure and Reform (DPER), 2017), so at the time 

of writing (October 2019) no reports or other research have been published about 

these projects.  

 
Design and Construction Risk 

 
According to the Full Business Case (FBC) for a number of early PPP hospitals in 

the UK, design and construction risk was transferred at the procurement phase to the 

private sector and for one of the trusts comprised 50% of the total risk transferred 

(Broadbent et al., 2004; 2008).  

 
Post-decision Project Evaluations (PPEs) for eight operational PPP hospitals in the 

UK, however claimed that the pressure to complete on time posed difficulty with 

handover, snags may be handled inappropriately and disputes may arise over where 

liability for them lies, calling into question the level of construction risk that has 

been transferred (Broadbent et al., 2004).  
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Demand Risk 

 
On reviewing the FBC for UK hospitals, Broadbent et al. (2004; 2008) noted that 

demand risk was retained by the public sector for the first 25 years as the PPP 

company is paid on an availability basis. As falling demand after this period can 

result in contract termination without the payment of compensation, risk is somewhat 

shared between both parties.  

 
Upon examining a PPP hospital in the UK that had been operational for a number of 

years, Wang (2011) commented that overestimation of service requirements resulted 

in vacant beds. While the unitary payment contained a capital charge for both used 

and unused beds, FM services were only paid for occupied beds, demonstrating 

flexibility and reducing the impact of demand risk on the public sector. This was also 

the case contractually with the FBC accommodating reductions to the service charge, 

the provision of additional wards or a reduction in beds when patient numbers 

fluctuate (NAO, 2002; Broadbent et al., 2008). 

 
Maintenance and Operating Cost Risk 

 
At the FBC stage of UK PPP hospitals, Broadbent et al. (2008) found that 

maintenance cost risk was transferred to the private contractor, while operating cost 

risk was shared as Facilities Management (FM) charges can be reset every five years 

at higher or lower levels, following bench-marking and market testing (Broadbent et 

al., 2004; 2008). While the private operator assumes maintenance and operating cost 

risk, contractually it is entitled to greater maintenance payments if patient numbers 

increase at an early Scottish PPP hospital. This clause was invoked in reality, 

resulting in a degree of risk sharing at this hospital (Asenova et al., 2007). 

 
Residual Value Risk  

 
Sussex (2003) claims that hospital assets are returned to NHS ownership at the end 

of PPP contracts, resulting in residual value risk resting with the public sector. 
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Underperformance and Non-Availability Risk 

 
The FBC for UK PPP hospitals, noted that penalties may be incurred for poor 

performance or non-availability, with persistent failure leading to contract 

termination (Broadbent et al., 2004; 2008). 

 
A number of authors have commented on penalty imposition at the operational stage 

of PPP hospitals. Asenova et al. (2007) felt that the imprecise and outdated nature of 

contractual clauses at a Scottish PPP hospital rendered many key performance 

indicators (KPIs) useless, and posed difficulty with penalty imposition when the 

project was operational. Furthermore, Shaoul et al. (2008) noted that no deductions 

for poor performance had been made on the first PPP hospitals in the UK that had 

been operational for a number of years. While a lack of sufficient resources for 

contract management potentially affects the level of penalties applied, under-

enforcement of deductions at UK PPP hospitals also took place to safeguard 

relationships (NAO, 2010). 

 
Broadbent et al. (2004; 2008) felt that while the contract and monitoring act as a 

reminder to keep standards high, a preference was expressed for deductions to be 

avoided, with the contract only referred to when things go wrong. Over time the 

focus has moved from trying to penalise the provider to ensuring that the service is 

actually provided and on occasion deductions are not applied, demonstrating a 

flexible, relational approach, with emphasis on trust, the generation of goodwill and 

less reliance on the formal contract (Broadbent et al. 2003; 2004; 2008; Edwards et 

al., 2004).  

 
General and Specific Legislation Risk 

 
From a review of FBC at PPP hospitals in the UK it was found that the private sector 

bears the risk of any changes to environmental and health legislation for the first five 

years, thereby limiting its exposure to changes in general legislation risk by time and 

amount, and resulting in a sharing of this risk (Broadbent et al., 2004; 2008). Specific 

changes in legislation is retained by the public sector (Broadbent et al., 2004; 2008).  
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Obsolescence Risk 

 
Broadbent et al. (2004; 2008) reviewed FBC for PPP hospitals in the UK and found 

that contractually obsolescence risk is shared, with the NHS Trust bearing it for the 

first 25 years, after which time the contract can be terminated without compensating 

the PPP company.  

 
Contractor Default Risk 

 
After being operational for only a few years, the first PPP hospital in Victoria, 

Australia incurred huge losses due to incorrect cost estimates and had to be taken 

into public ownership. This came at substantial cost to the taxpayer and highlights 

that owing to their statutory obligations, governments ultimately bear the risk of 

project failure (Edwards et al., 2004).  

 
TABLE 5.2 summarises risk allocation at the pre-operational and operational stages 

of Health PPPs. This is discussed further in Section 5.7.
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Risk Risk allocation at the Pre-operational  

stage 

Risk allocation at the Operational 

stage 

Design Risk T (Note 1) 

Construction Risk T T (Note 2) 

Demand Risk S (Note 3) S (Note 3) 

Maintenance Cost Risk T/S (Note 4) T/S (Note 4) 

Operating Cost Risk T/S (Note 1) 

Residual Value Risk R (Note 1) 

Underperformance and Non-Availability 

Risk 

T T (Note 5) 

General Legislation Risk S (Note 1) 

Specific Legislation Risk R (Note 1) 

Obsolescence Risk S (Note 1) 

Contractor Default Risk (Note 6) R 

Third Party Revenue Risk (Note 7) (Note 7) 

  

TABLE 5.2: Risk allocation for PPPs in Health at the Pre-operational and Operational stages  

Key - T: Risk transferred to the private sector, S: Risk shared between both parties, R: Risk retained by the public sector
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Notes: TABLE 5.2 

1. While details of this risk were discussed in the literature at the procurement stage, how this risk is handled when PPPs are operational was 

not outlined. 

2. Pressure to complete on time has resulted in disputes regarding the liability for snags, calling into question the level of construction risk 

that been transferred. 

3. Flexibility with demand was noted at the procurement and operational stages of a PPP hospital in the UK resulting in a degree of risk 

sharing.  

4. The private contractor’s unitary payment can be increased to fund additional maintenance required with rising patient numbers, 

demonstrating a degree of risk sharing. 

5. It appears the imprecise nature of contractual clauses with PPPs and lack of contract monitoring can pose difficulty with penalty 

imposition. In addition, penalties are not always imposed in order to foster goodwill, calling into question the extent to which this risk has 

been transferred. 

6. Risk allocation for this risk was not available at the procurement phase. 

7. Information regarding third party revenue risk was not available at the procurement and operational phases for Health PPPs as this risk is 

not overly relevant to this sector. 
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5.4 OTHER SECTORS  

 
PPPs in the Road and Transport and Health sectors have been discussed in the 

context of risk transfer. Prior to examining PPPs in education, which is the focus of 

this research, this section looks at how risks are handled with PPPs across a number 

of other sectors including Prisons, IT projects and Social Housing, or when a mix of 

sectors are discussed in the UK, ROI and elsewhere. Outsourcing core activities can 

be particularly problematic, due to the public sector’s statutory obligations, 

especially with IT projects which are prone to substantial contract renegotiation 

(Edwards and Shaoul, 2003b).  

 
Design and Construction Risk 

 
At the pre-operational stage of the UK Passport and National Insurance Contribution 

(NIC) IT PPPs, design and construction risk was transferred to the private sector, 

with payment withheld until project delivery (Edwards and Shaoul, 2003b). While 

the private sector accepted the risk of late delivery with these projects, delays with 

these IT PPPs however resulted in substantial extra costs and lost savings for the 

public sector, with the public also shouldering the cost via increased passport 

charges, reduced passport security checks and incorrect social welfare payments. 

Ultimately, risk was not transferred as expected with these projects and involved the 

passing back of risks to the public sector and the public (Edwards and Shaoul, 

2003b). 

 
With respect to Australian PPPs, public and private sector representatives involved 

with a number of projects across a range of sectors found that a mixture of 

prescriptive and output specifications were employed, impacting on the level of 

innovation and design risk transferred. Furthermore, quality was compromised to 

achieve an early completion bonus, with the required remedial action ironically 

causing delays, calling into question the level of construction risk transferred in 

reality (Javed et al., 2013).    
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Demand Risk  

 
Edwards and Shaoul (2003b) examined the procurement and operational stages of 

two IT PPPs in the UK which processed passports and recorded NIC. While 

contractually the private sector bears the risk of fluctuating income if demand for 

passports is less than expected, the risk of demand exceeding expectations remained 

with the public sector (Edwards and Shaoul, 2003b), so demand risk is shared. Since 

payments for the NIC system were made on a transaction basis, the public sector 

bore demand risk with this project (Edwards and Shaoul, 2003b). In reality, greater 

than expected demand plus delays with the UK IT PPPs resulted in risks being 

transferred to the public via increased passport fees and reduced security checks 

(Edwards and Shaoul, 2003b). In addition, retention of demand risk by the public 

sector at the operational stage of PPP prisons in the UK has led to a channelling of 

demand from TP to PPP prisons and associated staffing pressures (NAO, 2003).  

 
Maintenance and Operating Cost Risk 

 
Maintenance cost risk is transferred to the private sector in Australian PPP prison 

contracts. Flexibility is shown with operating costs as these contracts accommodate 

changes to performance standards or the scope of services at these prisons. (English 

and Baxter, 2010). 

 
Residual Value Risk 

 
Contracts for Australian PPP prisons highlighted that residual value risk rests with 

the public sector (English and Baxter, 2010). 

 
Underperformance and Non-Availability Risk 

 
The NAO (2003) reported on the operational performance of PPP prisons in the UK 

which, unlike schools and hospitals, also involve the provision of core activities. 

While underperformance and non-availability risk purportedly rests with the private 

sector, flexibility was shown at these PPP prisons when some penalties were reduced 

after negotiation or offset in return for extra services (NAO, 2003). Examining the 

operational stages of PPPs in the Road and Transport, Education, Health and Prison 

sectors across the UK, Robinson and Scott (2009) found that very few penalties had 
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been imposed, that the level of deductions applied was sometimes inadequate for the 

service disruption encountered, and that penalties were occasionally foregone to 

safeguard relationships. In addition, complexity with performance measurement, 

inadequate resources for contract monitoring and difficulty interpreting the output 

specification raises doubt over whether the low levels of penalty imposition reflected 

the actual services delivered for PPPs, in the Health and Prison sectors, and the 

extent to which this risk has actually been transferred (Robinson and Scott, 2009).   

 
Similarly, once the UK IT Passport and NIC PPPs were operational penalties were 

substantially under-enforced in the interests of maintaining good working 

relationships as there were very few alternative suppliers in the market for 

government IT systems (Edwards and Shaoul, 2003b).  

 
Elsewhere, on reviewing output specifications for Australian PPPs across a range of 

sectors, Javed et al. (2013) claimed that deductions were not incorporated into early 

contracts but since then have been included and have also been effectively 

implemented. Under enforcement of penalties has also featured in Portugal as the 

burden of proof rests with the public sector (Marques and Berg, 2011).  

 
General and Specific Legislation Risk 
 
Speaking in general terms rather than at a particular project stage, Javed et al. (2013) 

noted that specific changes in law remain with the public sector while general 

legislation risk is transferred to the private sector with PPPs across a range of sectors 

in Australia. 

 
Obsolescence Risk 

 
At the business case stage the private contractor was responsible for technological 

updates to the UK Passport system and so bore the risk of obsolescence (Edwards 

and Shaoul, 2003b). 

 
Contractor Default Risk 

 
The contractor’s failure to implement a fully functional Passport or NIC system on 

time in the UK resulted in substantial costs for the public sector. Risk was not 

transferred in ways that were legally enforceable, with the ultimate risk of failure 
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passed back to the public via rising passport fees and incorrect social welfare 

payments. While the public sector could have terminated the IT contracts for late 

delivery, invoking the break clause was uneconomic and would have caused further 

delays with these projects. Outsourcing core business such as the processing of 

passports or social welfare is therefore an issue due to the public sector’s statutory 

obligations (Edwards and Shaoul, 2003b).  

 
In ROI, social housing PPPs were predicated on the sale of private units to fund 

social and affordable housing free of charge, however in the wake of the GFC the 

contactor withdrew due to its inability to absorb financial risk in the collapsed 

housing market, with the state and community ultimately bearing the risk, mirroring 

findings from Edwards and Shaoul (2003b) regarding the unexpected diffusion of 

risk with PPPs, particularly when projects fail (Hearne, 2011; Reeves, 2013b).  

 
TABLE 5.3 below highlights risk allocation at the pre-operational and operational 

stages of PPPs in ‘Other Sectors’ in the UK, ROI and elsewhere. This is discussed 

further in Section 5.7. 



 101 

 

Risk Risk allocation at the Pre-operational 

stage 

Risk allocation at the Operational 

stage 

Design Risk T/S (Note 1) (Note 2) 

Construction Risk T T (Note 3) 

Demand Risk S/R (Note 4) R (Note 4) 

Maintenance Cost Risk T (Note 2) 

Operating Cost Risk T/S (Note 5) (Note 2) 

Residual Value Risk R (Note 2) 

Underperformance and Non-

Availability Risk 

(Note 6) T (Note 7) 

General Legislation Risk T (Note 8) (Note 8) 

Specific Legislation Risk R (Note 8) (Note 8) 

Obsolescence Risk T (Note 2) 

Contractor Default Risk (Note 6) R 

Third Party Revenue Risk (Note 9) (Note 9) 

  

TABLE 5.3: Risk allocation for PPPs in ‘Other Sectors’ at the Pre-operational and Operational stages 

Key - T: Risk transferred to the private sector, S: Risk shared between both parties, R: Risk retained by the public sector
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Notes: TABLE 5.3 
 

1. While design risk is purportedly transferred to the private sector, a mixture of prescriptive and output specifications hinders innovation 

and results in a degree of risk sharing. 

2. Details of how this risk is handled when PPPs are operational was not available in the literature. 

3. Construction risk is supposedly transferred to the private sector. However, delays with UK IT systems resulted in a passing back of risk to 

the public sector and the public. Furthermore, a push to achieve an early completion bonus in Australia compromised quality and led to 

further delays, calling into question the level of construction risk transferred. 

4. At the pre-operational phase, demand risk on UK IT projects is either shared or retained. Once operational, greater than expected demand 

resulted in risk being passed back to the public sector and the public via increased passport fees. Demand risk is retained by the public 

sector at UK PPP prisons. 

5. While the private sector manages maintenance and operating cost risk, the state can alter performance standards or the scope of services, 

thus allowing for a degree of sharing with operating cost risk. 

6. Details of how this risk is allocated contractually were not available from the literature  

7. While underperformance and non-availability risk is transferred to the private sector, a degree of flexibility was shown when some 

penalties were reduced, offset in return for extra services or foregone to safeguard relationships. Under enforcement of penalties in ‘Other 

Sectors’ has been a feature of PPPs in the UK and elsewhere, particularly in relation to earlier projects.  

8. The allocation of general and specific legislation risk noted here does not relate to a specific project stage. 

9. Information regarding third party revenue risk was not available at the procurement and operational phases of PPPs, as this risk is not 

overly relevant to PPPs in ‘Other Sectors’.
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5.5 EDUCATION SECTOR  

 
PPPs in education usually follow a Design Build Finance Operate (DBFO) model, 

whereby the contractor provides, operates and maintains the assets in exchange for a 

unitary payment, which covers a rental charge for the use of the school buildings and 

a fee for FM services (Edwards and Shaoul, 2003a; Deloitte, 2006). To help alleviate 

transaction costs a number of schools are frequently ‘bundled’ together into a single 

project (Deloitte, 2006). Like the road and transport sector, demand risk is a key 

issue affecting education PPPs which are prone to changing pupil demographics 

(NAO, 1999).   

 

Prior research on UK education PPPs has examined the procurement phase including 

bid evaluation, PPPs which have failed to get up and running, for example Pimlico 

(McCabe et al., 2001; Edwards and Shaoul, 2003a; Ball et al., 2003; Ball et al., 2007; 

Khadaroo, 2008) and projects in their very early stages (Ismail and Pendlebury, 

2006). PPP schools which have been operational for a number of years in the UK 

have however been examined by Demirag and Khadaroo (2008), Khadaroo (2008) 

and Wang (2011) particularly in relation to risk transfer.  

 

With respect to ROI, research on education PPPs has been conducted at pre-

operational stages and has looked at risk transfer and innovation (Comptroller and 

Auditor General (C&AG), 2004; Hurst and Reeves, 2004; Reeves and Ryan, 2007). 

However, studies have also examined operational aspects such as design quality, risk 

transfer, maintenance and contract monitoring (Reeves, 2008; Hearne, 2011). The 

first PPP schools in ROI were part of a pilot project. Subsequently a number of PPP 

schools have been grouped together as projects and named chronologically as Bundle 

1, 2, 3, 4 and 5 in ROI. While, work has primarily focused on the ROI pilot PPP 

schools, O’Shea et al. (2018) studied the Bundle 4 PPPs when comparing VFM 

attainment at PPP and TP schools.  

 

Elsewhere, risk allocation was examined when PPP schools were newly operational 

in Portugal (Cruz and Marques, 2012). How risks are allocated at the procurement 

phase or when education-based PPPs are operational is outlined below. 
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Design and Construction Risk 

 
As with other sectors, on reviewing school projects at the pre-operational phase in 

the UK and ROI or those such as Pimlico which failed to reach financial close, 

project-related risks such as design and construction were supposedly transferred to 

the private sector (McCabe et al., 2001; Ball et al., 2001; Edwards and Shaoul, 

2003a; C&AG, 2004; Connolly et al., 2008; Khadaroo, 2008; 2014; Reeves and 

Ryan, 2007). A prescriptive approach to design, adherence to school building 

handbooks and requirements in some cases for schools to blend in with original 

structures at the procurement phase, limits the scope for innovation and curtails the 

level of design risk transferred, rendering it more likely to be shared or borne by the 

public sector (Ball et al., 2001; 2003; Reeves and Ryan, 2007; Connolly et al., 2008). 

 

Limited innovation also featured at operational PPP schools in the UK and 

particularly in ROI where one design model applied to all five pilot schools (Audit 

Commission, 2003; Northern Ireland Audit Office (NIAO), 2004; Hearne, 2011). 

The ROI pilot PPP schools were however on time and on budget, due to construction 

risk transfer (Hearne, 2011). Similarly, in a bid to reduce transaction costs, the 

National Development Finance Agency (NDFA) provided bidders of the ROI 

‘Bundle 4’ and ‘Bundle 5’ PPP schools with detailed specimen designs. This move 

away from output specifications however counters the objective of achieving 

innovative design (Reeves and Palcic, 2017; O’Shea et al., 2018).  

 

Demand Risk 

 
Demand risk is borne by the public sector with PPP projects in the education sector 

as a private contractor would be unwilling to take a reduction in payment with falling 

enrolments, something outside its control (Connolly et al., 2008). Declining pupil 

numbers is particularly problematic at PPP schools as the unitary charge has to be 

paid regardless (Accounting Standards Board (ASB), 1998) and may result in a 

channelling of demand from other schools, causing enrolment and funding issues 

(Edwards and Shaoul, 2003a; Demirag and Khadaroo, 2008; Demirag et al., 2010). 

Cruz and Marques (2012) however attest that since education is compulsory, demand 

risk is less severe with schools than Road and Transport PPPs as the number of 

pupils can be estimated with greater accuracy.  
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With school projects that failed to reach financial close or were under procurement in 

the UK and ROI, demand risk was retained by the public sector (Ball et al., 2001; 

Edwards and Shaoul, 2003a; Reeves and Ryan, 2007; Hearne, 2011). This was also 

the case when PPP schools in Northern Ireland (NI) and ROI became operational and 

was particularly problematic for some of the NI Pathfinder6 and ROI pilot PPP 

schools when enrolments were significantly less than anticipated (NIAO, 2004; 

Hearne, 2011; O’Shea et al., 2018). 

 

Maintenance and Operating Cost Risk 

 
According to Edwards and Shaoul (2003a), Reeves and Ryan (2007) and Khadaroo 

(2008; 2014) maintenance and operating cost risk was transferred to the private 

sector at the pre-operational stage of UK and ROI PPP schools. Highlighting the 

benefits of transferring these risks, Wang (2011) outlined that the level and standard 

of maintenance provided by the PPP company in operational PPP schools in the UK 

has prolonged the life span of building elements. Hearne (2011) however noted 

issues with poor response times, disagreement regarding the standards of equipment 

and reluctance from FM to fix necessary repairs once the projects were operational. 

This has resulted in costs being passed back to the public sector on the ROI pilot PPP 

schools and calls into question the degree of maintenance cost risk transfer that has 

taken place in reality.  

 

Residual Value Risk 

 
Residual value risk was retained by the public sector at the procurement phase of 

ROI PPP schools and retained or transferred at PPP schools in the UK (Ball et al., 

2001; Reeves and Ryan, 2007; Khadaroo, 2014).  

 

Underperformance and Non-Availability Risk  

 
Underperformance and non-availability risk was transferred to the private sector at 

the procurement phase of the ROI pilot PPP schools and two NI PPP school projects 

(C&AG, 2004; Connolly et al., 2008). However, with the NI PPP school projects, 

 
6 The Pathfinders were the first PPP schools operational in NI. 
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questions regarding what constitutes unavailability, the time given to fix faults and 

the significance of penalties were left unanswered, making it unlikely that this risk is 

solely borne by the private sector (Connolly et al., 2008).  

 

The Local Education Authority (LEA) and Education Authority (EA) is the contract 

signatory for PPP schools in England and Wales and NI respectively. While it is 

usually the school’s responsibility as end user to monitor the contract, the LEA/EA 

must enforce it as the school is not a contracting party. This division of 

responsibilities may result in risks the LEA/EA sought to transfer actually being 

borne by the school, its staff and pupils, and impact on the level of penalties that are 

imposed (Edwards and Shaoul, 2003a; Khadaroo, 2008).  

 

Stakeholders involved in the decision-making and operational phase of the NI 

Pathfinder PPP schools concurred with this argument and claimed that risks 

transferred under the PPP contract were difficult to assess and enforce as the contract 

is between the EA and the private sector and not the school (Khadaroo, 2008). In 

addition, the PPP company noted that poorly drafted contracts and inadequate 

reporting of service failures led to no penalties being imposed at a NI PPP school, 

which had been operational for a number of years (Demirag and Khadaroo, 2008). 

Similarly, an operational PPP school in England lacked a recording system for FM 

performance, affecting the application of deductions and thus impacting on the level 

of risk that was actually transferred in practice (Wang, 2011). The Audit 

Commission (2003) further added that few penalties were imposed in the early years 

of most PPP schools in the UK and that incentives were small relative to the issues 

involved.  

 

Likewise, in ROI, principals at the pilot PPP schools felt that insufficient contract 

monitoring by the Department of Education (DE) affected the enforcement of risk 

transfer and resulted in no payment deductions being levied at their schools (Reeves, 

2008). Hearne (2011) further explained that despite non-availability plus equipment 

and maintenance breaches at these schools, the payment mechanism was under-

enforced because DE lacked procedures for determining whether tasks were 

completed on time and to the sufficient standard. Schools were also not required to 

respond to the monthly report (Hearne, 2011). The DE in ROI acknowledged that 

specifications were sometimes inadequate and that in the beginning difficulty arose 
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with contract enforcement, but that improvements had since been made particularly 

in relation to contract monitoring and training of school staff, as has also been the 

case in NI (Khadaroo, 2008; Hearne, 2011).  

 

Issues with contract monitoring were also noted in Portugal. Upon examining newly 

operational Portuguese PPP school projects, Cruz and Marques (2012) found that 

contract supervision was lacking and provisions were only made with respect to 

whole and not partial school non-availability. KPIs relating to the quality of service 

provision were also not developed due to a lack of public sector expertise. 

 

Relational contracting also affects risk transfer. Trust and good working relationships 

seem to play a key role in service delivery at NI PPP schools, rather than the 

contractual terms which are perceived to be complex, difficult to operationalise and 

only used for major disputes. Characteristics of relational contracting were 

demonstrated when flexibility was shown regarding penalty imposition and FM 

provided favours in return to the school (Khadaroo, 2008). Collaboration also 

featured at the ROI pilot PPP schools with issues dealt with via negotiation and 

reciprocity rather than immediate recourse to penalties. While this approach is 

consistent with relational contracting, it impacts on the level of risk actually being 

transferred, an important feature of PPPs (Reeves, 2008).  

 

General and Specific Legislation Risk 

 
Examining the pre-operational phase of the Glasgow Schools PPP, McCabe et al. 

(2001) found that changes to education legislation were retained by the council. 

Similarly, the C&AG (2004) and Reeves and Ryan (2007) noted that while industry 

specific legislation is retained by the public sector, normal business regulation risk is 

mainly transferred to the private sector at the procurement stage of the ROI pilot PPP 

schools.  

 

Obsolescence Risk 

 
At the pre-operational phase of Pathfinder and Pilot PPP schools in NI and ROI 

obsolescence risk was transferred to the private sector (Reeves and Ryan, 2007; 

Khadaroo, 2008). 
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Contractor Default Risk 

 
Statutory obligations of the public sector, in tandem with potentially high litigation 

costs mean that PPP contracts are rarely terminated (Connolly et al., 2008). For 

example, examining the pre-operational phase of UK PPP school projects, Ball et al. 

(2001) and McCabe et al. (2001) noted that the council had underwritten the cost of 

the consortium collapsing and therefore retained contractor default risk.  

 

In contrast, a sharing of contractor default risk arises contractually at the ROI pilot 

PPP schools. In the event of contractor default, the SPV’s exposure is limited to its 

equity and subordinated debt investments, whereas the DE is liable to service the 

capital cost payments to the senior lender (C&AG, 2004; Reeves and Ryan, 2007).  

 
Third Party Revenue Risk 

 
Schools are in a position to rent out their premises to third parties in the evenings or 

during the holidays. The same potential for third party revenue does not arise with 

the other sectors and is the reason information was not available with respect to this 

risk for the Road and Transport, Health and Prison sectors. According to Reeves and 

Ryan (2007) third party revenue risk is shared between the public and private sectors 

at the procurement stage of the ROI pilot PPP schools.  

 

TABLE 5.4 highlights risk allocation at the pre-operational and operational stages of 

PPPs in Education. This is discussed further in Section 5.7.  
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Risk Risk allocation at the Pre-operational 

stage 

Risk allocation at the Operational  

stage 

Design Risk T/S/R (Note 1) T/S/R (Note 1) 

Construction Risk T T 

Demand Risk R R 

Maintenance Cost Risk T T (Note 2) 

Operating Cost Risk T T 

Residual Value Risk R/T (Note 3) 

Underperformance and Non-Availability 

Risk 

T (Note 4) T (Note 4) 

General Legislation Risk T (Note 3) 

Specific Legislation Risk R (Note 3) 

Obsolescence Risk T (Note 3) 

Contractor Default Risk R/S (Note 3) 

Third Party Revenue Risk S (Note 3) 

 

TABLE 5.4: Risk allocation for Education-based PPPs at the Pre-operational and Operational stages  

Key - T: Risk transferred to the private sector, S: Risk shared between both parties, R: Risk retained by the public sector
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Notes: TABLE 5.4  

1. While design and construction risks are supposedly transferred to the private sector, a prescriptive approach to design and adherence to the 

school building handbook limits innovation and the level of design risk transferred in both the UK and ROI. Innovation was further limited 

in ROI through the use of one design model for all pilot PPP schools and detailed specimen designs on the Bundle 4 and 5 schools. 

2. Poor response times and reluctance from FM to fix necessary repairs has resulted in costs being passed back to the public sector on the pilot 

schools in ROI affecting the degree of maintenance cost risk transfer that has taken place. 

3. Details of how these risks are handled when PPPs in the education sector are operational was not available from a review of past empirical 

studies in the literature.  

4. Lack of contract monitoring, plus a desire to maintain good working relationships, has led to under enforcement of penalties in the UK, ROI 

and Portugal and calls into question the extent to which this risk is being transferred in reality.
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5.6 COMPARISON OF PPP AND TRADITIONALLY PROCURED 

PROJECTS  

 

This research examines expected versus actual risk allocation in operational PPP and 

TP education projects. Prior research has found that most risk is borne by the public 

sector with TP projects, unlike PPPs where risks are largely transferred to the private 

sector or shared between both parties (Bing et al., 2005; Reeves, 2013a; Albalate et 

al., 2015). Comparisons between TP projects versus PPPs to date have tended to 

focus on procurement (Corner, 2006; Bain, 2010; Burger and Hawkesworth, 2011; 

Ross and Yan, 2015) and the pros and cons of both models (Gao and Handley-

Schachler, 2003; Sussex, 2003; Corner, 2006).  

 
Very few comparative studies have however been conducted on the performance of 

PPPs versus TP (O’Shea et al., 2018). Previous studies reviewing on-time, on-budget 

delivery uncovered conflicting evidence, with some finding PPPs quicker and 

cheaper and others viewing them as more expensive than TP, without quality 

improvements (Audit Commission, 2003; Blanc-Brude et al., 2009; Hodge and 

Greve, 2009; Raisbeck et al., 2010). Difficulties associated with comparative studies 

conducted across different sectors, institutional frameworks and legal systems were 

noted (O’Shea et al., 2018). To counter this, a case study of PPP versus TP projects 

in the same sector (education) in the same geographic location (ROI) and procured 

over the same timeframe was carried out by O’Shea et al. (2018). Unlike previous 

studies which focused on construction cost performance, this work compared overall 

VFM with both procurement methods (O’Shea et al., 2018). Since financial data 

assessing VFM with PPPs is not publicly available in ROI, VFM was assessed 

indirectly by comparing the duration of procurement and construction, competition, 

risk transfer and innovation at PPP and TP schools. Information on risk allocation at 

the PPP and TP schools was not publicly available, so instead was garnered from key 

stakeholders in the form of semi-structured interviews. 

 
The research conducted by O’Shea et al. (2018) on the ROI education sector 

examined the recently operational Bundle 4 PPP schools and TP schools that were 

procured around the same time. Since penalties applied for late delivery, design and 

construction risk were transferred to the private sector under both forms of 
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procurement. As design and construction risk generally represent a substantial 

proportion of the overall risk transferred (Khadaroo, 2014), it appears that the 

comparative advantage of PPP over TP has been somewhat diminished (O’Shea et 

al., 2018). The use of specimen designs with both PPP and TP schools also meant 

that there was no marked difference between them in terms of innovation (Reeves 

and Palcic, 2017; O’Shea et al., 2018). Demand and regulatory risks however 

remained with the public sector under both forms of procurement. Financial, 

operating, availability and life-cycle risks were transferred to the private sector with 

PPP schools, but not with those that were traditionally procured. Interviewees 

however felt that the transfer of these risks meant that making changes at PPP 

schools was considerably more time consuming than at TP schools. What needs to be 

considered is whether the benefits from transferring availability and operating risk to 

the private sector outweigh the inflexibility associated with long-term PPP contracts 

(O’Shea et al., 2018) and whether penalty clauses can be implemented with TP 

projects as Sussex (2003) advocates.  

 
5.7 CONCLUSION  
 

Since project specific risks such as design, construction, maintenance and 

underperformance and non-availability risk are purportedly allocated to the private 

sector with PPPs across all sectors examined, risk allocation at the pre-operational 

stage is largely in line with theoretical PAT expectations. See TABLES 5.1-5.4 for 

details. Differences were however noted between expected risk allocation at the 

procurement phase versus actual risk transfer with operational projects and are 

outlined below.  

 
Literature at the procurement and operational phases of PPP projects in the Road and 

Transport, Health, Education and ‘Other’ sectors (Prisons, IT and Social Housing) 

claimed that design and construction risk were transferred to the private sector. 

However, specifications for PPPs in these sectors were prescriptive and with respect 

to education PPPs, school design adhered to the building handbook and buildings 

were required to blend in with the original structures, limiting the scope for 

innovation and calling into question the extent of design risk that has actually been 

transferred. Issues were also noted with construction risk. Pressure to complete UK 

PPP hospitals on time resulted in disputes regarding the liability for snags and 
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affected the level of construction risk that has been transferred. Furthermore, delays 

with the UK IT PPPs resulted in substantial extra costs and lost savings for the public 

sector. The cost was also borne by the public via increased passport charges and 

incorrect social welfare payments. 

 
Demand risk for PPPs in the road and transport sector in the UK, ROI and elsewhere 

is transferred to the private sector, shared or retained depending on whether hard 

toll/shadow toll or availability-based schemes are adopted. In contrast, demand risk 

for PPPs in the Health, Prison and Education sectors is retained by the public sector 

as it is dependent on changing population demographics, something largely outside 

the private sector’s control, which is in line with PAT. Flexibility with demand risk 

was however shown at the procurement and operational stage of a PPP hospital in the 

UK when FM services are only paid for occupied beds, leading to a degree of risk 

sharing.  

 
Maintenance and operating cost risk appear to rest with the private contractor across 

all sectors. However, at the procurement and operational stages of PPP hospitals in 

the UK, the private operator is contractually entitled to greater maintenance 

payments if patient numbers increase, resulting in a degree of risk sharing. While 

transferring maintenance and operating cost risk apparently prolongs the lifespan of 

schools, poor response times and reluctance from FM to fix necessary repairs at the 

ROI pilot PPP schools has resulted in costs being passed back to the public sector, 

calling into question the degree to which maintenance cost risk transfer has taken 

place in reality at these schools. 

 
Even though underperformance and non-availability risk is supposedly transferred to 

the private sector at the procurement phase of PPP projects, under-enforcement of 

penalties has featured across all sectors in the UK, ROI and elsewhere, particularly 

with the earlier projects. Inadequate contract monitoring, complexity with 

performance measurement and difficulty interpreting the output specification raises 

doubt over whether the level of penalty imposition mirrors the actual service delivery 

obtained. Across all sectors, penalties were also under enforced to promote goodwill. 

While negotiation and reciprocity rather than immediate recourse to penalties is 

consistent with relational contracting and fostering good working relationships over 
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the lengthy duration of PPP contracts, it impacts on the level of risk actually 

transferred, an important feature of PPPs.  

 
Statutory obligations of the public sector, in tandem with potentially high litigation 

costs means that PPP contracts are rarely terminated. While substantial risk 

premiums are paid for transferring risk with PPP projects, project default risk rests 

with the public sector across all sectors and has resulted in governments bailing out 

failing projects in the UK, ROI and elsewhere. 

 
Despite the technicist view of risk prevailing with PPP procurement which sees that 

risk can be quantified, transferred and priced in contractual settings (HMT, 2001; 

Froud, 2003), and the importance of risk transfer for VFM attainment, empirical 

literature has shown that a number of risks were not transferred as expected once 

projects were operational. In addition, many key risks were retained by the public 

sector. See TABLES 5.1 to 5.4 for details. 

 
This chapter has shown that limited empirical research has been conducted on 

operational PPPs, particularly with respect to risk transfer. However, given the 

importance of risk transfer for VFM attainment with PPPs and the substantial risk 

premiums paid, a deeper understanding of risk allocation is needed to see whether 

risks have been allocated as expected when projects are up and running. This 

research examines expected versus actual risk allocation in operational PPP and TP 

education projects. Few comparisons have however been made between operational 

PPP and TP projects and little is known about the nature of risk sharing in non-PPP 

contracts. Some cross-country comparisons have been conducted regarding risk 

allocation, but were confined to the Road and Transport sector (Albalate et al., 2015; 

Carbonara et al., 2015; Roumboutsos and Pantelias, 2015) and none were made 

between PPPs in the UK and ROI. Risk allocation was examined by O’Shea et al. 

(2018) by conducting a small number of interviews with respect to PPP and TP 

schools in ROI at the operational phase. However, as it was not the primary focus of 

the paper the discussion on risk was minimal. To enhance understanding of PPP 

versus TP schools regarding risk transfer, a greater number of interviews could be 

conducted with more emphasis on risk allocation at the operational stage. In addition, 

a sample of PPP and TP school projects from different time periods in the UK and 

ROI could be examined to see if lessons have been learnt from earlier projects and to 
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highlight best practice from both jurisdictions. How such data is collected and 

analysed is examined in CHAPTER SIX. 
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CHAPTER SIX 

RESEARCH METHODOLOGY 

 

6.1 INTRODUCTION 

 
The theoretical and empirical expectations for risk transfer, which have helped to 

formulate the research objectives for this project are presented in CHAPTERS 

FOUR and FIVE. This chapter begins by outlining the research objectives and 

research design (Sections 6.2 and 6.3). It then describes the philosophical approach 

and assumptions underpinning the research (Sections 6.4 and 6.5), before presenting 

the research methodology (Section 6.6). The rationale for choosing the research 

methods adopted is discussed in Section 6.7.2. This section also addresses the basis 

for sample selection, how the data was collected and analysed and the way reliability 

and validity issues were handled 

 

6.2 RESEARCH OBJECTIVES 

 

The motivation and justification for this study is outlined in CHAPTER ONE. The 

research objectives are a key element of the research process as they guide the 

overall research strategy (Guest et al., 2012). Drawing on PAT, Lonsdale’s (2005b) 

modified TCE framework, relational contracting and the relational theory of risk and 

focusing on Northern Ireland (NI) and Republic of Ireland (ROI) operational PPP 

and TP education projects, the objectives of this research are to: 

 
1. examine the extent to which risks are transferred from the public sector to the 

private sector as intended; 

2. identify examples of good practice and lessons to be learnt; and  

3. propose recommendations for future policy and research in light of the 

findings. 
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6.3 RESEARCH DESIGN 

 

According to Bryman (2012), the research design process (FIGURE 6.1) refers to 

the framework used for the collection and analysis of data to fulfil the research 

objectives. This process, which includes the selection of data collection methods, the 

sampling approach adopted, instrument development and data analysis, is driven by 

the research objectives and is influenced by the researcher’s philosophical 

assumptions (Guest et al., 2012). When little is known about a topic, research tends 

to be more exploratory in nature and a qualitative approach is typically needed. The 

breadth or depth required with a topic should also be contemplated, as the latter is 

generally best suited to qualitative methods and the former to a quantitative 

approach. The design should also consider human resource constraints and whether 

research needs to be conducted at a point in time or is longitudinal in orientation 

(Guest et al., 2012). 
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FIGURE 6.1: Summary of the Research Design Process 

 

6.4 PHILOSOPHICAL APPROACH  

 

According to Saunders et al. (2016, p.124), research philosophy is a ‘system of 

beliefs and assumptions about the development of knowledge’. Assumptions about 

human knowledge, realities encountered when conducting research and the way 

values influence the research process, shape understanding of research objectives, the 

Literature 

(Theory and Prior Empirical Studies – Chapters 4 and 5) 

Research Objectives 

(Section 6.2) 

Philosophical Approach 

(Ontological and Epistemological assumptions – Section 6.4) 

Methodology 

(Qualitative Research – Section 6.6) 

Research Paradigm 

(Central position – Section 6.5) 

Research Methods 

(Data Collection and Analysis – Section 6.7) 

Document Analysis      

(Section 6.7.2 and Chapter 7) 

Semi-Structured Interviews  

(Section 6.7.2 and Chapter 8) 
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methodology used and how findings are interpreted (Crotty, 1998). To develop a 

philosophical perspective, Burrell and Morgan (1979) claim the researcher needs to 

make assumptions regarding the nature of society and the nature of social science, 

both of which may be seen from a number of perspectives. For example, with respect 

to the former, a regulatory view of society sees that it evolves rationally, is unified 

and cohesive, whereas a radical change perspective involves humans seeking 

emancipation from the domination of societal structures. The nature of social science 

dimension takes either a subjective or objective approach to research (Burrell and 

Morgan, 1979; Holden and Lynch, 2004).  

 
Based upon Burrell and Morgan’s (1979) assumptions, research can be conducted 

along a continuum of two opposing extremes, objectivism and subjectivism. 

Subjectivism encompasses assumptions from the arts and humanities and claims that 

social reality is borne out of the perceptions and actions of individuals (i.e. that there 

is no underlying reality to the social world). Since individual experiences vary, 

multiple realities may exist and researchers are unable to detach themselves from 

their own value systems (Saunders et al., 2016). 

 
In contrast, objectivism adopts the assumptions of the natural sciences, purports that 

the nature of social entities is real, that social reality researched is external, exists 

independently of the researcher and involves only one true reality. From an 

epistemological viewpoint (Section 6.4.2), truth is sought about the natural world via 

observable, measurable facts. Since social entities and social actors (i.e. people) exist 

independently of each other, when conducting research, objectivists aim to remain 

detached from their own values and beliefs (Saunders et al., 2016). 

 
In FIGURE 6.2, Burrell and Morgan (1979) claim that social science may be viewed 

in terms of four sets of assumptions connected to ontology (reality), epistemology 

(knowledge), human nature (which may or may not be pre-determined) and 

methodology, along a subjectivist-objectivist continuum.  
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Subjectivist approach  Assumptions  Objectivist approach 

Nominalism (Subjectivism)  Ontology (Section 6.4.1)  Realism (Objectivism) 

Anti-Positivism (Interpretivism)  Epistemology (Section 6.4.2)  Positivism 

Voluntarism  Human Nature (Section 6.4.3)  Determinism 

Ideographic  Methodology (Section 6.4.4)  Nomothetic 

 
FIGURE 6.2: Assumptions about the Nature of Social Science (adapted from Burrell and Morgan, 1979, p.3) 
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Each of the assumptions outlined in FIGURE 6.2 will now be discussed in turn. 
 
6.4.1 Ontology  

 
Ontology refers to assumptions regarding the nature of reality, how the researcher 

views the world and how this influences the research methodology approach adopted 

(Burrell and Morgan, 1979; Saunders et al., 2016). This can be considered on a 

spectrum, with nominalists claiming that reality is subjective, created in one’s mind 

and the product of social interaction. In contrast, at the other end of the spectrum, 

realists see the social world as being objective, as real as the natural world and made 

up of tangible structures where reality is external to the individual and something 

over which they have no control (Burrell and Morgan, 1979; Bryman, 2012). 

Nominalism and realism are also referred to as subjectivism and objectivism 

respectively in the literature (Saunders et al. 2016). 

 
6.4.2 Epistemology  

 
Epistemology is associated with the ontological stance and focuses on assumptions 

surrounding knowledge including what is deemed acceptable, valid and legitimate 

and how such knowledge may be obtained and communicated to others via the 

research contribution (Burrell and Morgan, 1979). Burrell and Morgan (1979) 

present two opposing views from an epistemological standpoint, positivism and anti-

positivism. Positivism takes an objectivist stance and is grounded in approaches 

which dominate the natural sciences. It seeks to understand and predict what is 

happening in the social world by working with observable social realities confirmed 

by the senses, and uses theory to generate and test hypotheses to produce law-like 

generalisations from causal relationships in the data (Burrell and Morgan, 1979; 

Bryman, 2012; Saunders et al., 2016).  

  
In contrast, anti-positivism attempts to understand the nature of the social world by 

means of subjective experience (Burrell and Morgan, 1979). Interpretivist research 

focuses on creating deeper understanding and interpretations of social worlds and 

contexts by examining the perspectives of different groups. Unlike positivists, 

interpretivists see that their own values and beliefs play an important role in data 

analysis (Saunders et al., 2016). A number of words have been used to describe 
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different research philosophies in the literature. For clarity, going forward anti-

positivism will be referred to as interpretivism.  

 
6.4.3 Human Nature  

 
Human nature considers how ‘man’ is viewed in any social-scientific theory, and 

how the environment influences human behaviour. A determinist view sees ‘man’ as 

completely determined by the situation and environment in which they are located, 

while the voluntarist perspective acknowledges the autonomy and free will of ‘man’. 

Alternatively, an intermediate stance may be adopted which acknowledges the effect 

situational and voluntary influences have on the action of human beings (Burrell and 

Morgan, 1979). 

 
6.4.4 Methodology 

 
The three assumptions mentioned above, (ontology, epistemology and human nature) 

impact on methodological choices and the way in which knowledge is sought about 

the social world (Burrell and Morgan, 1979). There are two approaches to 

methodology, ideographic and nomothetic. The ideographic stance is subjective and 

seeks first-hand knowledge of the subject being researched (Burrell and Morgan, 

1979). It is often associated with qualitative research methods since these methods 

‘make sense of the subjective and socially constructed meanings expressed about the 

phenomenon being studied’ (Saunders et al., 2016, p.168). From an epistemological 

perspective (Section 6.4.2), the ideographic stance is linked with interpretivism 

which lends itself to in-depth investigations. An inductive approach is typically 

adopted, since theories are generally built from the data collected (Burrell and 

Morgan, 1979; Saunders et al., 2016). 

 
In contrast, a nomothetic approach is objective and sees that understanding is best 

achieved via scientific means (i.e. by testing hypothesis and employing quantitative 

techniques for the analysis of data) (Burrell and Morgan, 1979). It is associated with 

positivism and its methodology is likely to involve large samples and be highly 

structured (Burrell and Morgan, 1979; Saunders et al., 2016). To develop 

philosophical assumptions for this research, perspectives of risk and risk theories 

adopted in the context of PPPs were discussed in CHAPTERS FOUR and FIVE.  
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6.5 PHILOSOPHICAL ASSUMPTIONS ADOPTED FOR THIS STUDY  

 
The philosophical assumptions chosen for this study help to ensure that 

methodological approaches consistent with the research objectives (Section 6.2) are 

adopted. As noted above, philosophical approaches may be seen along a continuum 

with objective and subjective stances at either end (FIGURE 6.2). Both subjective 

and objective views of risk have featured in the literature in the context of PPPs 

(CHAPTER FOUR). Some see risk as being socially constructed with judgement 

required to determine which risks are dangers or hazards and which are deemed safe 

or are ignored (Lupton, 2006; Aven and Renn, 2009; Khadaroo, 2014). While others, 

including the UK Treasury, view PPP risk as something that is calculable and 

characterised by objective facts from the physical world, relating to possible 

outcomes and their probabilities. This perspective facilitates the quantification, 

transfer and pricing of risk in contractual settings (Her Majesty’s Treasury (HMT), 

2001). Hansson (2010) however argues that both the objectivist and subjectivist view 

of risk are failed attempts to rid a complex concept of much of its complexity. 

Instead, since risk contains both objective and subjective elements, he proposes a 

dual theory of risk where risk is both fact and value-laden, given that subjective 

probabilities for risk allocation with PPPs may be linked with experienced 

frequencies from the physical world. Therefore, since the ontology of risk contains 

both subjective and objective elements, a pure nominalist or realist view of reality is 

not considered appropriate (Burrell and Morgan, 1979). 

 
PAT and TCE, both predictive theories (Eisenhardt, 1989; Williamson, 2010), have 

been extensively used to examine risk allocation (Hood and McGarvey, 2002; 

Edwards et al., 2004; Oudot, 2005a; b; Lonsdale, 2005a; b; Robinson and Scott, 

2009; Shaoul et al., 2012; Javed et al., 2013; Khadaroo, 2014). As noted in 

CHAPTER FOUR, while TCE considers how contractual practices affect risk 

allocation in PPP contracts, PAT may be used to examine expected optimal risk 

allocation with the projects. The literature has however also highlighted the need to 

move beyond the economics of contracting with Broadbent et al. (2003), Reeves 

(2008) and English and Baxter (2010) advocating that transaction costs should be 

placed in the context of their social relations. Since risk contains both objective and 

subjective elements it is appropriate that positivistic theories, such as PAT and TCE 
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modified by Lonsdale, and more subjective, interpretivist theories such as the 

relational theory of risk and relational contracting, are used to develop the research 

objectives relating to risk.  

 
This research seeks to examine whether risk can be transferred as expected in PPP 

and TP projects. Expectations of risk are developed using PAT and from reviewing 

past empirical studies. To address the question of how risk is operationalised, it is 

necessary to examine the extent to which data supports the positivistic predictions of 

optimal risk allocation using PAT principles to see if this objectivist view is a useful 

way to conceptualise risk. However, since risk is also subjective in nature, and with 

findings from the literature highlighting differences in interpretation regarding 

elements of PPP contracts, risk allocation may be more nuanced than that portrayed 

by the technicist, objectivist view. Furthermore, given that limited empirical research 

has been conducted on operational PPPs, particularly with respect to risk transfer, 

and little is known about the nature of risk sharing in TP contracts, a deeper 

understanding of both the subjective nature of risk and how risks are handled in 

operational projects is needed. 

 
Attributes of both the positivist and interpretivist approaches are applicable to this 

research. The research objectives were developed following a review of existing 

literature and examination of prior theory, thus demonstrating a somewhat deductive 

approach associated with positivism. Deductive research begins with a theory, often 

based on existing literature and involves developing a strategy to test this theory. 

While it can involve qualitative data, deduction generally focuses on measurement 

and the quantifiable (Saunders et al., 2016). This research study also contains an 

inductive element, in that it is hoped emerging themes from Semi-Structured 

Interviews (SSI) will be used to expand on existing theories. Inductive research, 

linked with interpretivism, begins with data collection to explore a phenomenon and 

identify themes, so that theory may be generated from this data. It is often associated 

with the collection of qualitative data to establish different views of phenomena 

(Saunders et al., 2016). Although an intermediate stance is adopted with this 

research, the epistemological position leans more towards a subjective, interpretivist 

approach as it involves understanding deeper meanings and varying perspectives of 
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key public and private sector parties with respect to risk allocation in operational 

PPP and TP projects. 

 
An intermediate view between voluntarist and determinist approaches is also taken 

with respect to human nature, since parties associated with PPPs are somewhat 

bound by risk allocation in PPP contracts, but may also exercise free will in how 

certain provisions may be conducted. Questionnaires, SSI and Document Analysis 

(DA) have been used in the literature, demonstrating that both ideographic and 

nomothetic methodological approaches have been adopted to examine risk allocation 

with PPPs (Bing et al., 2005; Lonsdale and Watson, 2007; Connolly et al., 2008; 

Reeves, 2008; Demirag et al., 2010; Ke et al., 2010; Khadaroo, 2014).  

 
To conclude, since risk contains both subjective and objective components neither an 

extreme nominalist or realist view of reality is adopted. This research rejects the 

extreme views of positivism or interpretivism and instead adopts a more balanced 

epistemological position with greater leanings towards an interpretivist approach. As 

explained above, a central position is also employed with respect to philosophical 

assumptions on human nature. The methodological stance leans more towards the 

ideographic, subjective approach as it emphasizes the importance of first-hand 

knowledge of the subject being researched (Burrell and Morgan, 1979). While risk 

allocation in operational PPPs is tested against PAT expectations, the research also 

seeks to understand public and private sector parties’ experiences with respect to risk 

transfer, including how they differ between PPP and TP projects. In order to decide 

upon whether qualitative or quantitative research methods should be applied to this 

research, both are firstly explained and compared. 

 
6.6 RESEARCH METHODOLOGY: QUALITATIVE AND QUANTITATIVE 

RESEARCH 

 
This section explains what is meant by qualitative and quantitative research and why 

a qualitative approach is deemed most appropriate for this research. 
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6.6.1 What is Qualitative Research?  

 
Qualitative research tends to be associated with an interpretive philosophy where 

researchers seek to understand subjective and socially-constructed meanings about 

the phenomenon being studied (Saunders et al., 2016). It is often used to answer the 

whys and hows of human behaviour, opinion and experience, information that is 

difficult to obtain via quantitative methods (Guest et al., 2012). Qualitative research 

provides the opportunity to probe responses, allowing more detailed descriptions and 

explanations to be obtained, thereby creating rich data with depth. In addition, open 

ended questioning with qualitative research is particularly effective at describing 

complex processes and helps to understand why things were done or certain 

behaviours are exhibited. Its flexibility and inductive orientation makes it conducive 

to achieving an exploratory goal and enables unanticipated responses to be obtained 

(Guest et al., 2012). Analysis of text when qualitative methods are adopted however 

can be time consuming, as it involves not only data collection but also transcription, 

coding and interpretation of data. Large samples are generally not required with 

qualitative inquiry, but this means that the ability to obtain representative samples is 

diminished and statistical generalisation is impossible (Guest et al., 2012). 

 
6.6.2 What is Quantitative Research? 

 
According to Saunders et al. (2016) and Bryman (2012) quantitative research entails 

looking at cause and effect relationships between variables, which are measured 

numerically and analysed using a variety of statistical and graphical methods. It is 

generally associated with positivism, particularly when used with highly-structured 

data collection procedures and tends to adopt a deductive approach to theory 

development. Quantitative researchers express desire to generalise findings beyond 

the research context and are concerned with clearly specifying the procedures 

adopted in their studies so that they may be replicated by others (Bryman, 2012).  

Qualitative and quantitative research is contrasted in TABLE 6.1.  
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Quantitative Qualitative 
Numbers 
Quantitative researchers apply measurement to social life. 

Words 
Qualitative researchers apply words to analyse society. 

Researcher is distant 
Quantitative researchers are uninvolved with their research 
participants. 

Researcher is close 
Qualitative researchers seek close involvement with their research 
participants so that they can understand the world through their eyes. 

Theory testing 
Theory typically precedes data collection. 

Emerging theory 
Theory typically emerges from data collection. 

Static 
With quantitative research, change and connections between events 
over time tend not to surface. 

Process 
Qualitative research can be used to depict events unfolding over time. 

Structured 
Quantitative research is highly structured to enable precise concepts 
and issues to be examined. 

Unstructured 
Qualitative research is largely unstructured to enhance the possibility 
of meanings and concepts emerging from the data. 

Generalisation 
Quantitative researchers seek to generalise their findings. 

Contextual understanding 
Qualitative researchers aim to understand behaviour, values and 
beliefs within the context of the research being conducted. 

Hard, reliable data 
Quantitative data is depicted as robust and unambiguous.  
 

Rich, deep data 
Qualitative researchers claim their contextual approach and often 
prolonged involvement in the research setting produces rich data. 

Artificial settings 
Quantitative researchers carry out their research in a contrived 
context. 

Natural setting 
Qualitative researchers conduct research with people in their natural 
environments. 

 
TABLE 6.1: Differences between Quantitative and Qualitative Research (adapted from Bryman, 2012 p.408) 
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However, it should be noted that differences between the two approaches should not 

be overemphasized as they are not hard and fast distinctions, as Section 6.6.3 

outlines. 

 
6.6.3 Choosing between Qualitative or Quantitative Research Methods 

 
A key aspect of research design is deciding on the appropriate methodology to 

address the research objectives. As mentioned above, underpinning the chosen 

methodology is the philosophical stance in relation to the purpose of research, the 

acceptability of knowledge and how it may be obtained. 

 
Quantitative and qualitative research may be considered in terms of their ontological 

and epistemological views, however the connection between research strategies and 

philosophical assumptions is not deterministic and instead more of a tendency. For 

example, qualitative research can exhibit some features associated with the natural 

science positivistic model while quantitative research can take a somewhat 

interpretivist stance (Bryman, 2012). This is discussed further below.  

 
While a deductive approach is largely linked with quantitative research, qualitative 

research is mainly associated with an inductive approach. However, despite this, 

theory is often used to inform qualitative studies, much qualitative research does not 

generate theory and, on occasion, it may be used to test theories. Similarly, 

quantitative research does not always follow a theory-testing approach; for example, 

many surveys are exploratory in nature offering scope for theory generation 

(Bryman, 2012). While qualitative and quantitative research are largely affiliated 

with inductive and deductive approaches respectively, this research contains both 

elements. Bryman (2012) supports this view claiming that both strategies to theory 

building should be seen more as tendencies rather than hard and fast distinctions 

between qualitative and quantitative research. 

 
The epistemological position with this research leans more towards an interpretive 

approach as it involves understanding deeper meanings and varying perspectives of 

key parties with respect to risk allocation in operational PPP and TP projects. 

Qualitative research tends to be associated with this interpretive philosophy as 
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researchers seek to understand subjective and socially constructed meanings about 

the phenomenon being studied and its somewhat unstructured nature and ability to 

probe enables the possibility of meanings and concepts to emerge from the data via 

induction (Bryman, 2012; Saunders et al., 2016). Meaning can however be somewhat 

addressed via Likert scales in quantitative research (Bryman, 2012). 

 
Practical considerations also influence how research is conducted (Bryman, 2012). 

For example, when dealing with a topic with little prior research a more exploratory 

qualitative stance may be preferable. Since limited research has been conducted 

about the nature of risk allocation in operational PPP and TP projects and disputes 

have been cited in the literature regarding the subjective elements of PPP contracts 

(Khadaroo, 2008; Javed et al., 2013), a deeper understanding of risk allocation at the 

operational stage is required. Qualitative studies are also suited to studying the 

unfolding of events over time such as the nature of risk allocation with PPP 

contracts, whereas quantitative research is more static in nature (Bryman, 2012). On 

the basis of the above discussion, a qualitative approach is deemed most suitable for 

this research. 

 
A variety of methods have been used to examine risk allocation in the context of PPP 

contracts, including DA, Questionnaires and SSI (Bing et al., 2005; Connolly et al., 

2008; Demirag et al., 2010; Khadaroo, 2014). These are discussed further in the next 

section. 

  
6.7 RESEARCH METHODS  

 
This section begins by discussing the research methods considered: DA, 

Questionnaires and Interviews (Section 6.7.1), before justifying the research methods 

adopted (Section 6.7.2). Sample selection, creation of themes, data analysis, 

reliability and validity issues are also discussed for each of the chosen methods 

(Section 6.7.2).  
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6.7.1 Research Methods Considered  

 
Document Analysis 

 

Document analysis (DA) involves examining or interpreting printed and electronic 

material including public records or personal documentation, to elicit meaning, 

improve understanding and generate empirical knowledge (Bowen, 2009). It can 

follow a thematic approach where the researcher ‘asks’ questions of the text and 

codes content into themes, in a similar manner to how interview transcripts are 

analysed (Bowen, 2009; Krippendorff, 2013). Alternatively, a process known as 

content analysis may be adopted whereby particular words, phrases and concepts in 

the documents are quantified and their frequencies noted (Bowen, 2009; 

Krippendorff, 2013; O’Leary, 2014). DA therefore refers to both thematic and 

content analysis. 

 

Unlike interviews, focus groups and surveys where knowledge of being tested can 

markedly affect responses, the use of DA is often advocated on the basis that it (i) 

enables data to be obtained in an un-obtrusive and non-reactive manner. This is 

useful since undue influence may distort the data and jeopardise the validity of the 

research (Bowen, 2009; Bryman, 2012). In addition (ii) it can be used to generate 

information about social groups for whom it may be difficult to gain access, (iii) it 

may be used as a supplementary method to triangulate results, (iv) it is amenable to 

longitudinal analysis and (v) facilitates the processing of large amounts of data 

(Bowen, 2009; Bryman, 2012; Krippendorff, 2013). However, DA is only as good as 

the documents the researcher obtains, which may lead to issues with authenticity or 

credibility if the documents have been distorted in some way (Bryman, 2012).  

 
DA has been adopted by a number of researchers when examining risk allocation in 

PPP projects. Outline Business Cases for two NI PPP school projects were reviewed 

by Connolly et al. (2008) to evaluate the opinions of project advisors with respect to 

risk transfer. Khadaroo (2014) also examined business cases in conjunction with 

conducting SSI to understand the technical risk valuation model adopted with two 

operational NI PPP school projects.  
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Questionnaires 

 
Saunders et al. (2016) comment that the term questionnaire is associated with self-

completed surveys, but may also include any form of data collection where 

individuals are asked to provide responses for the same set of questions in a 

predefined order; for example, face-to-face and telephone interviews (De Vaus, 

2014). They are best suited to standardised questions that may be interpreted the 

same way by all respondents, but are not particularly appropriate for exploratory 

research or research that requires a large number of open-ended questions and scope 

for probing (Robson, 2011; Saunders et al., 2016). Questionnaires are an efficient 

data collection technique for large samples and their standardised nature facilitates 

the testing of hypothesis. They tend to be used for descriptive research looking at 

attitudes and opinions and variability with different phenomena, or in explanatory 

studies which seek to understand cause and effect relationships between variables 

(Saunders et al., 2016). While they may be adopted as a stand-alone means of data 

collection, questionnaires also feature as part of a mixed or multiple methods 

research design, for example in-depth interviews may explore attitudes outlined in 

surveys in greater detail (Saunders et al., 2016).  

 
Self-completed questionnaires, often referred to as surveys, can be internet based, 

scanned to a mobile device, posted or hand delivered and collected. Alternatively, 

questionnaires may be telephone based or conducted using face-to-face structured 

interviews with a defined set of questions. The choice of questionnaire type is 

dependent on a number of considerations. For example, self-completed 

questionnaires tend to be cheaper and quicker to administer than structured 

interviews, there is an absence of interviewer effects and they tend to be more 

convenient for respondents (Bryman, 2012). However, in comparison to structured 

interviews, response rates with self-completed questionnaires tend to be lower and 

since there is no opportunity to prompt, and a lack of supervision, there is increased 

risk of partial completion. The researcher has greater confidence that the correct 

person has responded via email or telephone surveys or when structured interviews 

are conducted, compared with other forms of questionnaire (Bryman, 2012; Saunders 

et al., 2016). Longer questionnaires or those with more complicated questions are 

best suited to face-to-face structured interviews (Saunders et al., 2016). 
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Surveys have been used by Bing et al. (2005) and Ke et al. (2010) to examine 

preferred risk allocation with PPP risk projects. They have also been employed in 

conjunction with interviews to triangulate results for risk allocation. For example, 

Demirag et al. (2010) administered surveys to financiers to understand their 

perceptions regarding risk allocation with PPP contracts and conducted follow-up 

interviews to discuss some issues arising from the questionnaire in more detail.  

 
Structured, Semi-Structured and Unstructured Interviews 

 
According to Saunders et al. (2016, p.388), research interviews involve ‘purposeful 

conversation between two or more people’ where questions are asked and responses 

listened to, so that topics can be explored further. An objective approach to 

interviewing seeks only factual responses without trying to understand the views and 

culture of interviewees. In contrast, a subjective approach sees interview data as 

something that is socially constructed, co-produced by the participant’s 

interpretations, and further interpreted by the interviewer. The stance adopted should 

be aligned with the research objectives (Saunders et al., 2016). Interviews vary 

depending on the level of structure and formality they adopt and are often 

categorised as structured, semi-structured or unstructured (Saunders et al., 2016). 

 
Structured Interviews 

 
As mentioned above, structured interviews are a type of questionnaire with pre-

determined, standardised, clearly specified, questions that are asked exactly as 

written, to maximise reliability and validity (Bryman, 2012; Saunders et al., 2016). 

Since the purpose of structured interviews is to collect quantifiable data, they are also 

referred to as quantitative research interviews (Saunders et al., 2016). 

 
Semi-Structured and Unstructured Interviews 

 
In contrast, semi-structured and unstructured interviews, otherwise known as 

qualitative interviews, are non-standardised and flexible, with emphasis on 

interviewees’ perspectives (Bryman, 2012; Saunders et al., 2016). The researcher 

prepares a list of themes and key questions to be asked with SSI. However, the order 

of questions may be varied and some questions omitted or new ones added, 
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depending on the organisational context (Bryman, 2012; Saunders et al., 2016). 

Studies beginning with a fairly clear focus are likely to adopt SSI so that more 

specific topics can be addressed (Bryman, 2012; Guest et al., 2012). With 

unstructured interviews, there is no predetermined list of questions allowing the 

interviewee to speak freely and facilitating the researcher to explore a topic in-depth. 

The researcher however still needs to know what aspects they want to explore 

(Saunders et al., 2016). The open-ended and inductive nature of unstructured 

qualitative research means it is not an ideal approach for reliably comparing across 

groups, since there is no way of knowing whether differences in participants’ 

responses are due to variability in how they feel and think or if they are responding 

to different questions or variants of a question. Semi-structured and structured 

interviews can however help to overcome this, as open-ended questions can be asked 

verbatim using a semi-structured template and followed up by inductive probing 

(Guest et al., 2012).  

 
Qualitative interviews often facilitate the collection of rich and detailed data and may 

be employed with exploratory studies to understand what is happening, the attitudes 

and perspectives of interviewees and why they have taken certain courses of action. 

They provide the interviewer with the opportunity to probe and build on or seek 

explanation for responses, which is important when adopting an interpretivist 

philosophy as the researcher is concerned with understanding the meaning 

interviewees attach to phenomena (Saunders et al., 2016). Qualitative interviews are 

deemed suitable when there is a large number of questions, questions are open-ended 

or complex and the order of questioning may need to be varied (Bryman, 2012; 

Saunders et al., 2016). 

 
SSI have been adopted in the literature to examine risk allocation with PPP projects. 

Khadaroo (2014) conducted SSI with key stakeholders to understand the technical 

risk valuation model adopted with two operational NI PPP school projects. This form 

of interviewing was also used by Demirag et al. (2010) when comparing public 

sector and financier perceptions of risk transfer in UK PPP projects.  
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6.7.2 Justification for the Research Methods Adopted in this Research 

 
As mentioned in Section 6.2, this research seeks to examine whether risks are 

transferred as intended when PPP and TP education projects are operational. In order 

to address this, DA was chosen to undertake an analysis of available procurement 

documentation.  

 

Given the subjective/objective nature of risk, the approach to DA was somewhat 

positivistic in that procurement documents were examined to identify planned levels 

of risk allocation and test whether this is in line with PAT optimal risk allocation 

principles and /or findings from empirical literature. However, since other risk 

related themes, including how the presence of Lonsdale’s factors affects the transfer 

of risk were also examined, a thematic approach, which involves the identification 

and categorisation of phenomena into themes, was employed rather than statistical 

analysis (Bryman, 2012). For this reason, the overarching term of Document 

Analysis is adopted as opposed to Content Analysis which traditionally refers to the 

quantification of particular, words, phrases and concepts (Bowen, 2009; 

Krippendorff, 2013; O’Leary, 2014). 

 
A strong appeal of DA is its unobtrusive nature and its use as a supplementary 

method (Bowen, 2009; Bryman, 2012). It is however only as good as the documents 

with which the researcher works and while documents were requested under 

Freedom of Information (FOI), some information was not released on commercial 

sensitivity grounds (see ‘Sample Selection’ below for details). With this research, 

documentation requested largely focuses on the procurement phase to identify 

planned risk allocation, with limited insights into operational projects. To gain an 

understanding of the lived-in experiences and perceptions of key public and private 

sector parties with respect to risk allocation in operational PPP and TP projects, DA 

was supplemented with SSI.  

 
Since qualitative research methods were deemed most suitable for this project in 

Section 6.6.3, and given the advantages of SSI outlined in Section 6.7.1, employing 

SSI was considered an appropriate approach as they provide the interviewer with the 

opportunity to probe and seek explanation for responses and understand the meaning 

interviewees attach to certain phenomena (Saunders et al., 2016). As this study seeks 
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to understand differences in risk allocation experiences between NI and ROI parties 

associated with PPPs and between those involved with PPP and TP projects, SSI, as 

opposed to unstructured inquiry, are preferable when conducting comparative 

analysis such as this.   

 
Questionnaires are not particularly suitable for research that requires a large number 

of open-ended questions and scope for probing (Robson, 2011; Saunders et al., 

2016), which is the case with this study. By adopting questionnaires, complexities 

and nuances of the risk allocation process in operational projects may not be 

captured. Also, it can be difficult to ensure that the appropriate person has completed 

the questionnaire. DA and SSI were therefore deemed the most appropriate strategy 

for this research and are discussed in detail below. 

 
Document Analysis 

 
This section outlines the approach adopted for the DA. It begins by describing the 

population and how the sample was selected, together with why and how certain 

documentation was requested. The themes for coding these documents are then 

discussed, followed by the approach to data analysis. Finally, the strategy for 

addressing reliability and validity issues is then outlined. 

 
Sample selection  

 
Procurement agencies in NI and ROI were contacted and lists of major capital 

education-based projects, both PPP and TP, announced and completed post 2000 

were obtained and cross-checked against publicly available information where 

possible (see APPENDIX 1A and 1B). As far as possible, in order to obtain a 

matched sample, PPP and TP schools with similar capital values and operational 

dates were chosen in NI and ROI. Earlier school projects, along with more recent 

ones, were selected to assess whether changes have been made over time with 

respect to risk allocation and to see whether lessons may have been learnt from 

earlier projects. TABLES 6.2–6.5 below provide an overview of the school projects 

selected, their operational dates and their capital values relative to the overall 

population. TABLE 6.6 compares the documentation requested with what was 

obtained. 
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To gain an understanding of the planned risk allocation within PPP and TP projects, 

procurement documents for the sample noted in TABLES 6.2-6.5 were sought from 

the Departments of Education (DE) in NI and ROI by making a formal FOI request. 

Based upon a review of the literature and communications with the DE in NI, it was 

determined that Full Business Cases (FBC) and Post Project Evaluations (PPE) for 

the NI PPP schools should be requested, along with Economic Appraisals (EA) and 

PPEs for the NI TP schools. Due to time constraints on staff resources, the DE in NI 

indicated that it was only possible to provide procurement documentation for six PPP 

school projects and six TP schools spread over two FOI requests.  

 
FBC provide details of the need for the accommodation and support services, report 

on the tendering process and bid evaluation including VFM assessments, outline and 

quantify the risk allocation agreed with the preferred bidder, and note the accounting 

treatment for the PPP asset. PPEs cover the period from inception through to 

operation and encompass decision-making, procurement, financial analysis, 

construction and operational phases. Like FBCs for PPPs, EAs provide details of the 

needs and objectives of schools and the range of options considered to meet 

educational requirements, while PPEs for TP schools evaluate their effectiveness in 

terms of time, cost, quality and performance of the contractors. This is discussed 

further in Sections 7.2, 7.3, 7.4 and 7.6 in CHAPTER SEVEN. 

 
In NI, while PPEs should be completed for PPPs, this is not necessarily the case with 

TP schools. Moreover, at the time this research was undertaken, PPEs had not been 

conducted for some of the NI PPPs selected (St Cecilia’s and St Mary’s College; 

BELB Strategic Partnership; and Lagan College and Tor Bank School PPP projects) 

as the DE in NI considered that the contracts had not been operational for a sufficient 

period. TABLES 6.2 and 6.3 illustrate the documentation received for the NI PPP 

and TP schools. 

 



 
 

137 

PPP NI   
Number of 

Schools 
Capital Value 

£ million 
Operational 

Date  
Documents 
Received  Note 

       
St Genevieve's Girls School (Pathfinder) 1 11.5 2002 FBC, PPE 1 
Holy Cross College 1 31.3 2008 FBC, PPE 1 
Bangor Academy and Nendrum College  2 41.4 2008 FBC, PPE 1 
St Cecilia's College and St Mary College 2 45.0 2010 FBC 1 
BELB Strategic Partnership 5 119.9 2009-2010 FBC 1 
Lagan College and Tor Bank School Project  2   43.8 2013 FBC 1, 3 
Total 13 292.9   2 
       
Total Population (£)  357.1    
Percentage of Capital Value Sampled  82%    

 
TABLE 6.2: Documentation Received for the Northern Ireland Sample of PPP Schools 
 
Notes: 
1. FBC were received for all NI PPP projects sampled. PPE were also provided if they had been undertaken. 
2. Procurement documentation was obtained for six NI PPP school projects comprising of 13 schools: 11 Secondary, one primary (part of the 

BELB Strategic Partnership) and one Special Needs School (Tor Bank School). St Genevieve’s was part of the ‘Pathfinder’ projects, the first 
group of PPP schools to be built in NI. All the projects analysed as part of this research were procured before Private Finance 2 (PF2) was 
introduced in 2012. To date PF2 projects have not featured in the education sector in NI. 

3. All PPP schools sampled in NI and ROI were new builds apart from Lagan College, which was an extension and a refurbishment. 
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TP NI Number of  Capital Value Operational Documents  
  Schools £ million Date Received  Note 

        
Antrim GS 1 7.9 2004 PPE 1, 2 
Dominican College, Belfast 1 16.6 2006 EA 1, 2 
Rathmore GS 1 17.1 2006 EA 1 
St Patrick's College, Dungannon 1 12.3 2008 EA 1 
Assumption GS 1 18.1 2010 EA 1, 2 
Bangor GS 1 23.6 2013 EA 1 
Total 6 95.6     
        
Total Population  279.1     
Percentage of Capital Value Sampled   34%       

 
TABLE 6.3: Documentation Received for the Northern Ireland Sample of Traditionally Procured Schools  

Notes: 
1. Economic Appraisals (EA) were received for five of the six NI TP post-primary schools sampled. The DE in NI does not hold an EA for 

Antrim GS but was able to provide a Post Project Evaluation (PPE) for this school. At the time of request, PPEs had not been undertaken for 
the other five TP schools.  

2. All the TP schools sampled in NI and ROI were new builds, apart from the following NI schools, Antrim GS, Dominican College and 
Assumption GS, which were extensions and refurbishments. 
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The ‘Pilot’ Schools are the first group of PPP schools procured and operational in 

ROI. Subsequently a number of schools have been grouped (bundled) together into 

PPP projects and named chronologically as Bundles 1-5. Based upon a review of the 

literature and communications with the DE in ROI, it was determined that business 

cases for the ROI PPP projects sampled (TABLE 6.4) should be requested from DE, 

along with Schedules of Accommodation (SOA) and Cost Plans (CP) for the sample 

of ROI TP schools (TABLE 6.5). SOA and CP were provided and show details of 

DE recommended internal and external areas, classroom types, planned Long Term 

Enrolments (LTE) and project costs. They form part of the EA obtained for the NI 

schools and facilitate cost comparisons to be made between PPP and TP projects on a 

square metre and per pupil basis. Access to business cases was however denied for 

the PPP schools, as the request was deemed too voluminous. Subsequently, project 

Agreements were sought, together with risk allocation matrices (RAM). Again, this 

request was deemed too large, as the risks were embedded in the lengthy Project 

Agreements. RAM were also sought from the National Development Finance 

Agency (NDFA)7 but the request was denied on commercial sensitivity grounds, as 

RAM form part of the Public Sector Benchmark (PSB). Links were provided instead 

to a Template Project Agreement (TPA) on the NDFA website (NDFA, 2007). This 

document was useful because it contained a standard risk template suitable for PPP 

accommodation projects such as schools and thus provided similar information 

regarding risk allocation to that obtained from the NI FBC. Details regarding risk 

allocation for the ROI pilot PPP schools was available from the (Comptroller and 

Auditor General (C&AG), 2004) report.  

 
Bidder related details can affect the nature of pre-contractual power relations and the 

allocation of risk with projects. As the procurement documents from NI contain 

details of the bid evaluation process, bidder-related information was also sought from 

DE in ROI. This was provided via the C&AG (2004) report for the Pilot Schools and 

a Project Information Memorandum (PIM) and Pre-Qualification Questionnaire 

(PQQ) for the Bundle 1 and Bundle 2 (ROI-PPP) schools. The PIM and PQQ also 

offered insight into risk allocation particularly in relation to design, construction and 

 
7 The NDFA advise State authorities on the optimal means of financing the cost of public investment 
projects (Department of Public Expenditure and Reform (DPER), 2007c). 
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maintenance aspects. As in NI, PPEs were also sought; however, none have been 

conducted in ROI for PPP or TP schools, apart from the ‘Pilot’ Schools referred to in 

the C&AG’s (2004) report. While this report just looks at projects up to the date the 

project was signed, including how bid proposals and VFM of the final deal were 

evaluated it does not assess operational aspects.  



 
 

141 

 
  Number of  Capital Value Operational Documents   
PPP ROI Schools € million Date Received Note 
        
The Grouped Schools Pilot Project 5  97.2 2002 C&AG Report (2004), SOA 1 
Bundle 1 Schools Project 4  84.7 2010 SOA, PIM, PQQ, TPA 2 
Bundle 2 Schools Project 6 110.5 2011 SOA, PIM, PQQ, TPA 2 
Total 15 292.4   3 
        
Total Population   292.4     
Percentage of Capital Value Sampled  100%     
           

 
TABLE 6.4: Documentation Received for the Republic of Ireland Sample of PPP Schools 

 
Notes: 
1. A SOA and the (C&AG, 2004) report on ‘Pilot’ schools was obtained.  
2. SOA and details of the bid evaluation process from the PIM and PQQ were obtained for the Bundle 1 and Bundle 2 (ROI-PPP) schools. The 

TPA on the NDFA website contained a standard risk template. 
3. Procurement documentation was obtained for three ROI PPP school projects, comprising of 15 schools: 14 Secondary and one primary (part 

of the Bundle 2 Schools). The Pilot Schools, the Bundle 1 and Bundle 2 School Projects were examined as they were the only ROI PPP 
Secondary Schools operational for a reasonable timeframe when this research was conducted (DA in 2014 and SSI in 2015). Bundles 3, 4 
and 5 only became operational in 2013, 2016 and 2018 respectively. Therefore, all of the population suitable at the time was examined. 
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  Number of  Capital Value Operational Documents   
TP ROI Schools € million Date Received Note 
        
St Mary's, Mallow 1  5.5 2003 SOA, CP 1 
Dromcollogher Community College 1  5.4 2003 SOA, CP 1 
Kilcoole Community College 1  8.5 2003 SOA, CP 1 
Malahide Community School 1 13.9 2007 SOA, CP 1 
Adamstown Post-Primary School 1 12.4 2009 SOA, CP 1 
Donabate Community College 1 10.2 2011 SOA, CP 1 
Total 6 55.9     
        
Total Population  349.2     
Percentage of Capital Value Sampled   16%       

 
TABLE 6.5: Documentation Received for the Republic of Ireland Sample of Traditionally Procured Schools  

 
Notes: 
1. SOA and CP were obtained for the six ROI TP schools sampled. Six post-primary schools were chosen to match the size of the NI TP sample. 
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See TABLE 6.6 for a summary of the documents requested and received. 

Documentation requested relates primarily to the procurement phase, apart from 

PPEs which contain information regarding the operational stage of projects. While 

documentation received for PPP and TP schools in NI and ROI had different titles, 

the information obtained was broadly similar and provided adequate detail regarding 

planned risk allocation, the bid evaluation process and capital costs. 

 
NI What was requested What was received 

NI PPP schools FBC, PPE FBC, some PPE (i.e. if 

they had been 

undertaken)  

NI TP schools EA and PPE EA, one PPE 

ROI PPP schools Business cases, followed 

by Project Agreements 

and RAM. PPEs and 

details of the bid 

evaluation process for the 

PPP schools were also 

requested. 

SOA for the Pilot, Bundle 

1 and Bundle 2 schools. 

PIM and PQQ outlining 

the bid evaluation process 

for the Bundle 1 and 2 

schools, the C&AG 

report (C&AG, 2004) for 

the Pilot schools and a 

link to a TPA containing 

risk allocation 

information was received.  

ROI TP schools SOA, CP and PPE SOA and CP.  

 
TABLE 6.6: Summary of Procurement Documents Requested and Received 
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Creation of themes  

 
One of the aims of this research is to examine whether risks are transferred as 

expected when PPP and TP education projects are operational in NI and ROI.  

Drawing on the theoretical and empirical literature reported in CHAPTERS FOUR 

and FIVE, a checklist was developed (APPENDIX 2) and applied to all procurement 

documentation obtained to gain an understanding of planned levels of risk allocation 

and to examine how other risk related themes such as Lonsdale’s factors potentially 

can affect the public sector’s ability to transfer risk to its suppliers (Lonsdale, 

2005b). Upon reading and re-reading the procurement documentation obtained, the 

checklist was amended to incorporate any new themes that emerged. The revised 

checklist was then reapplied to all the procurement documentation examined. Not all 

themes were applicable to every document and in this scenario the relevant section 

from the completed checklist was left blank. For example, while a limited number of 

PPEs have been conducted on PPP and TP schools in NI, this was not the case in 

ROI. The PPE section, from Section D, APPENDIX 2 was therefore not completed 

for these projects. Similarly, Section A, from APPENDIX 2 was only relevant for 

PPP schools. In addition, if aspects of the DA checklist could not be completed by 

reviewing the procurement documentation this information was sought at the SSI 

stage. 

 
Details relating to each theme were identified from the relevant sections of the 

documentation discussing these ideas. For example, risk allocation information, such 

as whether risks were retained by the public sector, transferred to the private sector 

or shared between both parties was identified from the risk allocation matrix in the 

NI FBC for the NI-PPP schools, the risk allocation table from the C&AG (2004) 

report for the pilot ROI-PPP schools and from the NDFA template risk matrix for the 

Bundle 1 and Bundle 2 ROI-PPP schools. Any references made to risk in the TP 

documentation were also noted but were expected to be minimal, given that risks are 

largely retained by the public sector at these schools (Reeves, 2013a). Details 

regarding the number of bidders and how they were evaluated, items linked with 

Lonsdale’s pre-contractual power factor, were identified from the sections discussing 

bids in the documentation. Similarly, information relating to training and public 

sector skillset was identified from the relevant sections in the documentation. 
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While FIGURE 6.3 below, summarises the contents of APPENDIX 2, please see 

the checklist itself for greater detail regarding the information that was sought.  
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Section A, APPENDIX 2  

• This section focuses on PPP projects. It examines aspects associated with risk transfer in PPP procurement documentation such as the frequency of transactions, the number of bidders, 

training and public sector skillset and which party bears the majority of switching costs, elements linked with Lonsdale’s factors. See Section A (i), (ii), (v) and (vi) from APPENDIX 2 
for greater detail regarding these themes.  

• Given the role risk transfer purportedly plays in VFM attainment and capitalisation of PPP assets, Section A (iii) and (iv) also consider the reliance placed on risk transfer to obtain VFM 

with these projects and the accounting treatment of PPP schools.  

• In addition, the general risk questions associated with PPPs in Section A (vii) seek to understand how unknown risks are handled, whether new risks have been created as a result of the 

PPP process or if risks have been passed back to the public sector or the end user (Edwards and Shaoul, 2003b; Froud, 2003).  

Section B, APPENDIX 2 

• This section examines risk allocation in PPP and TP school procurement documentation by considering which party bears responsibility for risks at the design, construction and 

operational phases. See Section B (i) to (xi) from APPENDIX 2 for greater detail regarding these themes.  

• Relational or transactional contracting practices can affect the transfer of risk. Given that relational contracting was not expected to feature prominently at the procurement phase, 

Section B (xii) to (xiv) from APPENDIX 2 also examines aspects of transactional contracting such as whether: (xii) bids are only evaluated on a monetary basis, (xiii) risks are largely 

assigned to one party and (xiv) if the beginning and end of contracts are clearly defined (MacNeil, 1978; Darwin et al., 2000; Reeves, 2008).   

Section C, APPENDIX 2 

• This section is relevant to both PPP and TP projects. It examines the need for PPP or TP projects (i.e. the relative salience of the transaction) and why PPP projects were chosen over TP 

(politicisation of the decision-making process), both Lonsdale’s factors. See Section C (i) and (iii) from APPENDIX 2 for more detail.  

• The background information, Section C (ii), also enables comparisons to be made between PPP and TP projects.  

Section D, APPENDIX 2  

• Section D discusses PPEs so is relevant to both PPP and TP projects. While PPEs for PPP schools detail construction and operational aspects, PPEs for TP schools just provide insights 

into the performance of the build phase.  

 

FIGURE 6.3: Contents of APPENDIX 2, the Document Analysis Checklist
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Data analysis  
 
The checklist (APPENDIX 2) was manually applied to the procurement documents 

obtained under FOI (TABLE 6.6), and the information was categorised into the risk 

allocation and PPE themes outlined above. Background information in Section C (ii), 

APPENDIX 2 also enabled some comparisons to be made between PPP and TP 

schools. Data was therefore primarily analysed qualitatively using thematic analysis 

(Saunders et al., 2016). Responses to the questions asked of the data were in the form 

of words, sentences and paragraphs and associated with the relevant section and page 

number for the procurement documentation examined. See Sections 7.2-7.6 from 

CHAPTER SEVEN for a detailed review of these documents.  

 

While the emphasis was on the identification of themes rather than the collection of 

statistical insights, some quantification took place by inputting data from the 

completed checklists into a statistical software package, SPSS, to complement the 

qualitative analysis (Saunders et al., 2016). For example, Mann Whitney and Kruskal 

Wallis tests were performed to determine how PPP location and operational date 

impacted on the allocation of PPP risks i.e. whether there was a significant statistical 

difference between early and later projects and between those in NI and ROI with 

respect to risk transfer. See APPENDIX FOUR for a discussion of the findings. 

 

The information obtained from the procurement documentation, regarding expected 

risk and how Lonsdale’s factors affect risk transfer are used to compare with SSI 

findings for operational projects. Themes examined were aligned with the theoretical 

framework developed in CHAPTER FOUR and from the empirical literature 

reviewed in CHAPTER FIVE. Given that the documentation obtained largely relates 

to the procurement phase, areas such as contract subjectivities, how flexibility and 

co-operation affect risk transfer and how risks are operationalised when projects are 

up and running are examined in the Interview Chapter, CHAPTER EIGHT. The DA 

has therefore also helped to identify areas that required further examination at the 

SSI stage. 
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Reliability and validity issues 

 
When conducting research, it is important to highlight and address any threats to 

reliability and validity associated with the chosen research method. Reliability is 

concerned with the extent to which a data collection technique yields consistent 

findings, and whether similar conclusions would be reached by other researchers, 

thus providing reassurances about the replicability of research findings 

(Krippendorff, 2013; Saunders et al., 2016). Krippendorff (2013) distinguishes 

between three types of reliability; stability, replicability and accuracy.  

 
Stability looks at the extent to which measuring or coding procedures produce the 

same results, after a number of repeated trials have been conducted. It is the weakest 

form of reliability as only one individual is involved with the test-retest process, but 

may be used as a first step to establishing reliability of the data. To ensure stability 

with this DA a number of tests and re-tests were carried out to ensure that the themes 

were consistent and clearly specified and that they met the research objectives. 

 
Replicability may be seen as the extent to which data collected, coded and analysed 

by two or more individuals working independently of each other would yield the 

same results. Due to the involvement of multiple researchers this is a much stronger 

form of reliability than stability (Krippendorff, 2013). To ensure replicability with 

this DA, sample sections from procurement documents were coded and cross 

checked by an academic with experience in this area and research approach. 

 
Accuracy involves comparing the extent to which one or more data making 

procedures conforms with a standard that is taken to be correct. With DA, this 

involves testing the work of coders against standards developed by expert content 

analysts which can be difficult to achieve (Krippendorff, 2013). For example, the 

coding rules are unique to this study, as they have been created from academic and 

official literature, relating to risk allocation and infrastructure projects.  

 
Reliability of the data including its replicability does not necessarily guarantee its 

validity (Krippendorff, 2013). Validity refers to the extent to which research claims 

are borne out of fact (i.e. that methods accurately measure what they intended) 

(Krippendorff, 2013; Saunders et al., 2016). With qualitative research, internal 



 
 

149 

validity is concerned with the extent to which the researcher’s observations are 

linked to the theories developed, while external validity looks at whether research 

findings can be generalised beyond a specific research context (Bryman, 2012). 

When research is related to an existing theory it is possible to demonstrate the 

broader theoretical significance of the findings, enabling them to be generalised (i.e. 

placed in another context) (Saunders et al., 2016). In Section 9.4 of the conclusion 

chapter, findings from the DA consider the theoretical assumptions and existing 

literature on risk allocation with PPPs, thereby facilitating external validity and 

generalisation. 

 
Semi-Structured Interviews 

 
Sample selection 

 
While DA was performed on procurement documents obtained from DE in NI and 

ROI to identify planned risk allocation, these documents offered limited insights into 

operational projects. SSI were deemed suitable to examine the lived-in experiences 

and perceptions of key public and private sector parties with respect to risk allocation 

in operational PPP and TP projects. When conducting research, the first step is to 

identify the population which represents the full set of elements from which a sample 

is taken (APPENDIX 1A and 1B) (Saunders et al., 2016). The SSI were largely 

aligned with the schools chosen for DA in TABLES 6.2 – 6.5, which had been 

selected on the basis of capital value and the variety of operational dates. However, if 

potential parties relating to this cohort declined to be interviewed, snowball sampling 

was adopted (Bryman, 2016), whereby interviewees were asked, as part of the 

closing questions, if they would recommend other participants that I might speak to 

(APPENDIX 5, Question 32). As interviewees were matched as far as possible to 

the DA sample, they were associated with PFI and not PF2.  

 
The sampling approach adopted with the SSI was also purposive, in that public and 

private sector representatives from NI and ROI were chosen on the basis of their 

ability to generate appropriate and relevant data (Saunders et al., 2016) (i.e. those 

with experience of design, build and operational phases of PPP and TP school 

builds). This includes school principals, Procurement Agency (PA) staff with 

experience of procurement and contract management and design contractors with 
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knowledge of design and construction phases of PPP and TP builds. As PPPs also 

encompass operational and financing aspects, regional Facilities Managers (FM) 

responsible for managing a number of projects, along with Special Purpose Vehicle 

(SPV) managers representing the financiers’ interests, were also interviewed to gain 

insights into their perspectives regarding risk allocation. Interviewees with 

knowledge of the first ‘Pathfinder’ and ‘Pilot’ PPP schools in NI and ROI which 

have been operational since 2002 were chosen along with those connected to more 

recent PPP projects, to ascertain whether changes have occurred or lessons have been 

learnt over time.  

 
Potential interviewees were initially contacted by telephone and asked to participate 

in this research. The scope and purpose of the research was explained to them and 

they were assured that their identities would be kept confidential. This initial contact 

was followed up by an email and, ten days later, by an additional phone call during 

which parties either agreed or declined to be interviewed. The interviews took place 

between April and October 2015 and were 90 minutes to two hours in duration. Prior 

to the interviews, the benefits of digitally recording were discussed with participants 

and permission sought from them to be recorded. See TABLE 6.7 below for a 

summary of interviewees and the interviews conducted. 
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  NI PPP ROI PPP NI TP ROI TP Note 
  Interviews Interviewees Interviews Interviewees Interviews Interviewees Interviews Interviewees  
Principals 

5 
5 6 6 2 2 

4 
4  

School Other 1   1 1 1  (i) 
Procurement 
Agency 2 4 1 1 1 1 1 2 

 

Design 
Contractors 

    2 2 1 1 
(ii) 

Regional FM 
2 2 

2 3     (ii) 
FM 1 1 
SPV  2 2 1 2     (ii) 

Total 
Interviews 11   11   6   6   

 
Total: 34 
(11+11+6+6) 

Total 
Interviewees 

 
14   13  6   8  

 
Total: 41 
(14+13+6+8) 

 
 

 
TABLE 6.7: Schedule of Interviews and Interviewees 
 
 Notes: 
(i) A school bursar and a retired board of management member were also present to supplement the principal’s knowledge at a NI PPP and ROI 
TP school respectively. At one of the NI TP schools, a bursar was interviewed as the principal indicated that the bursar was more familiar with the 
procurement process. 
(ii) Design Contractors’ knowledge mainly relates to TP but they had some PPP experience, while FM and SPV managers are only involved with 
PPPs. All groups, principals, PA staff, design contractors, FM and SPV managers had an interest in PPPs whereas only principals, PA staff and 
design contractors were involved with the TP schools.  
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To capture the level of experience of each interviewee, school principals and senior 

school management were asked how long they had been in these roles at their 

respective schools (Question 1, APPENDIX 5). In addition, all interviewees were 

asked about their experience with PPP/TP school building projects (Question 2, 

APPENDIX 5).  

 
In NI and ROI, principals from earlier and more recent PPP and TP schools were 

interviewed, the majority of whom had been in post since project inception and so 

could provide insights into the design and build phases, the day-to-day running of the 

schools and also reflect the views of teachers. While PPP school principals generally 

have a wealth of knowledge about their own school, a number also had experience 

working in TP schools. In contrast, TP principals largely only had experience with TP 

schools.  

 
The PA staff, design contractors, FM and SPV managers interviewed had been 

involved in a number of school contracts. PA staff represent the public sector 

contracting authority from DE and were chosen based on their knowledge of 

procurement and contract management of PPP and TP schools in NI and ROI. Two 

contractors, an architect and a project manager from NI with experience of both PPP 

and TP school builds, and an architect with largely TP experience from ROI, were 

interviewed as they could provide information regarding the design and build phases 

in particular. Throughout the remainder of the thesis this group will be referred to as 

‘design contractors’. Like principals, FM can provide insights into operational aspects 

of the school, albeit from the private sector’s perspective. After conducting an 

interview with a local FM from a ROI PPP school, it was apparent that the knowledge 

of such interviewees was localised. In contrast, regional FM possessed both local 

knowledge and an awareness of other school contracts. Therefore, it was considered 

appropriate to focus on regional FM in NI and ROI PPP schools. Going forward 

regional FM will simply be referred to as ‘FM’. The PPP contract is between the public 

sector and the SPV. SPV managers representing the financiers’ interests of earlier and 

later PPP schools in NI and ROI were interviewed to examine their perceptions of risk 

allocation with these projects. Interviews were conducted with participants until they 
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reached saturation point, the stage at which no new insights were emerging (Saunders 

et al., 2016).  

 
While interviewees provided insights into earlier and more recent PPP and TP schools 

and sampling was largely based on snowballing and saturation, gaining access to PPP 

principals in NI and PA staff in NI and ROI was an issue. For example, while a number 

of NI principals agreed to be interviewed, they were largely from the more recent PPP 

projects. This is a limitation of my research and going forward more school principals 

from the earlier projects in NI could be interviewed if they were available at that 

juncture. It was also difficult to recruit PA staff associated with PPP schools in NI and 

ROI. The NDFA in the ROI only permit a spokesperson with knowledge of 

procurement and contract management to conduct research interviews. Similarly, in 

NI access was only granted to two DE contract managers. Permission to interview an 

increased number of public sector contract managers in NI and ROI would also be 

beneficial going forward. 

 
Creation of themes  

 
An interview checklist (APPENDIX 5) was developed to complete the SSI. This 

checklist was based on the risk allocation themes arising from the theoretical and 

empirical literature and the DA conducted in CHAPTERS FOUR, FIVE and SEVEN 

respectively. Questions were categorised into seven broad headings. Sections A and 

G from APPENDIX 5 ask general background questions regarding interviewees’ 

experience levels with PPP and TP school and interview closing questions. 

APPENDIX 5 also addresses the application of Lonsdale’s framework (Section B) 

(Lonsdale, 2005b) (pre-contractual power relations, the relative switching costs 

faced, the relative politicisation of the decision-making process, the relative salience 

of the transaction to both contracting parties and the relative commercial resources of 

both parties to the transaction), the relational theory of risk (Section C) and relational 

contracting (Section D) (Darwin et al., 2000; Parker and Hartley, 2003; Lonsdale and 

Watson, 2007; Boholm and Corvellec, 2011). In addition, questions were asked 

regarding experiences of risk allocation at PPP and TP schools (Section E) and 

general risk questions regarding the creation or elimination of risks as a result of PPP 

and traditional procurement (Section F) (Edwards and Shaoul, 2003b; Froud, 2003). 

Relational contracting and the relational theory of risk were also indirectly examined 
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when asking interviewees about their experience with risk allocation in operational 

PPPs. Evidence of relational or transactional contracting was examined using 

MacNeil’s Framework, which is discussed in greater detail in Section 4.4.3 of 

CHAPTER FOUR (MacNeil, 1978; Darwin et al., 2000). See CHAPTER EIGHT for 

a discussion of interview findings and APPENDIX 5 for the interview checklist. 

 
It should be noted that not all questions were asked as some were answered naturally 

and others were irrelevant for certain interviewees. This is in agreement with 

Saunders et al. (2016) who claim that some questions may be omitted or others 

added, depending on the interviewee and theme. The order of questioning was also 

varied in response to how the conversation flowed (Saunders et al., 2016). Questions 

asked were open-ended, providing interviewees scope to elaborate on personal views 

and respond as they wish, which heightens the possibility that new meanings and 

concepts may develop from the data (Bryman, 2012; Saunders et al., 2016).  

 
Data analysis  

 
To improve reliability, all interviews were digitally recorded, apart from one NI 

school principal and DE staff from NI and ROI, who expressed a preference not to be 

taped. Notes were taken during all the interviews and, once completed, the 

interviews were listened to in order to inform subsequent ones. This facilitated a full 

record of the interview to be obtained, including contextual information and provided 

a back-up, in case there were any technical issues (Saunders et al., 2016). Each SSI 

was transcribed in full manually by the researcher. Transcription was carried out on a 

timely basis while information was fresh in the researcher’s mind. Once 

transcriptions were complete, they were read several times to identify themes. With 

the help of the interview checklist, data relating to these themes was then manually 

copied and pasted from the transcripts into a single word document so that 

comparisons could be made and trends or patterns within and across interview 

groups could be identified.  

 
NVivo is a data management tool used for storing, coding and reporting data but 

does not actually perform the analysis (Wright-Bevans, 2017). It enables the coding 

and retrieval process to be fast and efficient with SSI and provides the opportunity to 

report on the prevalence of phenomenon (Bryman, 2012). While it is suited to 
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collaborative work and large research studies, it may however result in the researcher 

disengaging from the meanings behind the data (Wright-Bevans, 2017). Its use needs 

to be considered on a cost-benefit analysis basis (Bryman, 2012). For example, when 

the number of interviews conducted is somewhat manageable, the researcher is 

working on a solo basis and a variety of responses are expected which cannot easily 

be classified in a mechanistic way, NVivo is less useful (Wright-Bevans, 2017), as 

was the case with this research. For these reasons, a manual approach to analysing 

interviews was adopted. The concepts of reliability and validity are now discussed in 

the context of conducting SSI. 

 
Reliability and validity issues 

 
Bryman (2012) and Saunders et al. (2016) comment on the relevance of using terms 

such as reliability and validity to assess the quality of qualitative research. Reliability 

is concerned with the extent to which research results are repeatable (Bryman, 2012). 

Bryman (2012) and Saunders et al. (2016) however claim that findings from SSI are 

not necessarily meant to be repeatable, since they reflect socially constructed 

meanings on a topic in a particular setting, frozen at the time of data collection and 

are more concerned with understanding complexities of the topic being researched. 

Explaining the research design, the rationale for the choice of methods, the data 

collection techniques employed and the approach to data analysis can however 

enhance the dependability of results (Saunders et al., 2016).  

 
Qualitative research has been critiqued for generalising findings from a small 

number of cases. However, while such studies are unable to make statistical 

generalisations about an entire population, if findings can be related to existing 

theories, as was the case with this research, they will have broader theoretical 

significance outside the cases examined, thereby demonstrating a degree of 

generalisability and validity (Bryman, 2012; Saunders et al., 2016). 

 
Saunders et al. (2016) contend there are additional ways to enhance the quality of 

qualitative research. For example, being knowledgeable about the research topic and 

its organisational or situational context helps to demonstrate credibility to 

participants and encourage them to provide more detailed accounts of the topics 

being discussed. Furthermore, keeping well-informed helps the researcher to assess 
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the accuracy of responses (Saunders et al., 2016). With this study, prior to every 

interview, the researcher kept informed by reading through the interview checklist in 

detail and seeking information regarding the organisation in question. The researcher 

also attended a number of courses on interview techniques to prepare for carrying out 

the empirical work. 

 
Credibility/validity may also be improved if participants are provided with a sample 

of themes prior to being interviewed as it affords them a chance to prepare (Saunders 

et al., 2016). For the purposes of this research, the researcher developed key themes 

from the literature which in turn were discussed with participants prior to being 

interviewed and those that requested, were sent interview guides in advance.  

 
The approach taken to questioning during SSI also impacts on their quality. 

Interviewees were firstly asked some general background questions in the beginning 

to make them feel relaxed, before aspects of risk allocation were discussed. The use 

of open-ended and probing questions helps to avoid bias and increase the reliability 

of the data being collected (Saunders et al., 2016). This strategy was employed when 

conducting this research, with interviewees being asked, ‘what’, ‘how’ or ‘why’ 

questions, to expand their responses or to provide examples of their lived-in 

experiences of risk allocation at PPP and TP schools.  

 
6.8 CONCLUSION  

 
This chapter considers the main philosophical assumptions underpinning the research 

design and discusses the research methodology adopted for this study. Since risk 

contains both subjective and objective components a pure nominalist or realist view 

of reality was deemed inappropriate. From an epistemological perspective, extreme 

views of positivism and interpretivism were rejected and instead a more balanced 

position chosen, albeit with greater leanings towards an interpretive approach. While 

expected optimal risk allocation was developed using PAT principles, the research 

places greater emphasis on understanding public and private sector parties’ 

subjective experiences with respect to risk transfer in operational PPP and TP 

projects.  
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Qualitative research tends to be associated with this interpretive philosophy as 

researchers seek to understand subjective and socially constructed meanings about 

the phenomenon being studied. It is also suited to studying the unfolding of events 

over time, such as the nature of risk allocation with PPP contracts. Quantitative 

research is however difficult to employ with a topic where little prior research has 

been conducted, as is the case with risk allocation in operational PPPs. For these 

reasons, a qualitative research approach, employing DA and SSI was deemed the 

most appropriate strategy for addressing the research objectives.  

 
Having outlined the research methodology approach adopted for this study, one 

method chosen, DA is discussed in the next chapter. 
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CHAPTER SEVEN 
DOCUMENT ANALYSIS: 

A REVIEW OF PUBLIC PRIVATE PARTNERSHIP AND TRADITIONALLY 
PROCURED PROCUREMENT DOCUMENTATION 

 

7.1 INTRODUCTION  

 
As outlined in Section 6.7.2, this chapter identifies planned levels of risk allocation 

by reviewing Full Business Cases (FBC) and other procurement documents obtained 

under Freedom of Information (FOI) for a sample of PPP and TP education projects 

in Northern Ireland (NI) and Republic of Ireland (ROI). TABLES 6.2-6.6 in 

CHAPTER SIX present the sample of schools selected and the procurement 

documentation that was requested and received. While the purpose of this chapter is 

to provide detail regarding the contents of the procurement documentation examined, 

the findings are paraphrased in CHAPTER NINE to enable conclusions to be drawn. 

 
In terms of this chapter’s structure, Section 7.2 considers elements which are linked 

with risk transfer in PPP projects. Then, expected risk allocation (based upon the 

theoretical and empirical literature reviewed in CHAPTERS FOUR AND FIVE) is 

compared with actual risk allocation in the NI and ROI PPP procurement documents 

examined (Section 7.3). TP procurement documentation is then appraised and 

comparisons drawn between PPP and TP projects (Sections 7.4 and 7.5). TP schools 

act as a comparator group since risks are largely retained with these projects (Reeves, 

2013a).  

 
As explained in CHAPTER SIX, post project evaluations (PPEs) were conducted by 

the NI PPP Education Service (NIPPPES) on behalf of the Department of Education 

(DE) for NI and by the DE Building Branch in NI for a number of PPP and TP 

school projects respectively8. As risk allocation at the procurement phase (i.e. pre-

operational stage), is the focus of this chapter, how risk is handled when PPP and TP 

schools in NI and ROI are operational is examined in CHAPTER EIGHT. FIGURE 

6.3 in Section 6.7.2 explains the themes outlined in APPENDIX 2, the DA checklist. 

While Sections B, C and D (APPENDIX 2) apply to both PPP and TP school 

projects, Section A (APPENDIX 2) is only relevant for PPPs. 

 
8 No PPEs have been undertaken in ROI for PPP and TP schools apart from the C&AG (2004) report 
on the ‘Pilot’ schools. 
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7.2 ELEMENTS LINKED WITH RISK TRANSFER IN PPP PROJECTS 

 
This segment is based on Section A in APPENDIX 2. 

 
(i) Frequency of transactions  

 
TCE helps to understand contractual practices and why economic activity is co-

ordinated into alternative governance structures based on the behavioural 

assumptions of bounded rationality and opportunism, together with the transactional 

attributes of asset specificity, uncertainty and frequency of transactions (Williamson, 

1995; 1998; 2008a; Reeves, 2008). Frequency of transactions is expected to be 

higher with PPPs due to the long-term commitment of this procurement mechanism. 

This is important since increased frequency of transacting can lower transaction costs 

due to enhanced knowledge regarding buyer/supplier reputation and greater trust 

based on expectations of future behaviour (Parker and Hartley, 2003; Jin, 2009). 

Contractors may also behave less opportunistically as they consider future business 

at stake (Tadelis and Williamson, 2012). Froud (2003) however attests that 

government departments only enter into occasional PPP contracts and even those that 

are engaging in multiple PPP projects may be contracting with different partners, so 

building up trust through repeat transactions may not be as easy as Parker and 

Hartley (2003) and Jin (2009) suggest.  

 
From a review of FOI documentation received and the Department of Public 

Expenditure and Reform (DPER)9 website (DPER, 2016), three of the six NI PPP 

school projects selected have common investors, Interserve Investments and O’Hare 

McGovern (OHMG), with OHMG also acting as the building contractor on these 

projects. In addition, OHMG has a wealth of experience building a number of other 

primary, secondary and further education projects in NI (OHMG, 2017). Northwin, a 

consortium of Bilfinger Berger, Farrans and Grahams, made it to the final bidding 

stages for four of the six NI PPPs reviewed and was chosen as preferred bidder for 

the Lagan College and Tor Bank School Project (NI-PPP) under the rebranded name 

of South Eastern Education Partnership (SEEP). Graham Construction and Graham 

 
9 The DPER aims to ‘deliver well-managed and well-targeted public spending through modernised, 
effective and accountable public services’ by ‘reducing public spending to more sustainable levels’ 
and ‘reforming and improving public services’ (DPER, 2019). 
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FM are part of SEEP and have substantial experience in education projects across the 

UK and the ROI (Graham, 2015). Jarvis was chosen as the preferred bidder for 

Bangor Academy and Nendrum College (NI-PPP) and for the Grouped Schools pilot 

project (ROI-PPP), but due to poor financial performance Jarvis Plc sold its interests 

in these projects to other parties. The builder on the Bundle 2 ROI PPP schools, 

SISK Group, also had previous experience with other education-based projects in 

ROI (Sisk, 2017). Thus, frequency of transactions with the same contractor or 

investor appears to be relatively high, particularly in a NI context.  

 
While increased frequency of transactions can result in greater trust among 

contracting partners, over reliance on a particular supplier affects competition and 

may lead to adverse pre-contractual power relations, supplier dominance and the 

passing back of risk. Aside from this, competitive tension is also affected if there is 

limited competition or only one bidder at the tendering stage for projects. Few 

eligible contractors can particularly be an issue with PPP contracts due to their 

specialist, complex nature, associated transaction costs and the need for prior 

experience, as outlined in the procurement documentation (Parker and Hartley, 2003; 

Lonsdale 2005a; b; Connolly et al., 2009; Connolly and Wall, 2009; Mols, 2010; 

Baker, 2016).  

 

The number of bidders for the sample of projects chosen is now examined as it may 

affect pre-contractual power and the allocation of risk with PPPs. 

 
(ii) Number of Bidders 

 
Lonsdale (2005a) outlines the role the number of bidders play in contracting and in 

particular how competitive tension may not be maintained if there is only one bidder. 

This in turn impacts on the public sector’s ability to transfer risk and can also lead to 

issues with renegotiation and prices being raised once preferred bidder status is 

granted (Lonsdale, 2005a). On a successful PPP IT project reviewed by Lonsdale 

(2005b) four bidders were invited to provide further information with two retained 

until a draft contract had been negotiated with both. Appointing the preferred bidder 

at such a late stage facilitated the drafting of balanced contracts. In contrast, there 

was only one bidder at the final stage of another UK IT PPP which left the public 
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sector in a position of weak contractual power and numerous escalations to the 

contractor’s prices (Lonsdale, 2005b). 

 
The average number of initial bidders for the ROI PPP projects was nine compared 

with four for the NI PPP projects. It is worth noting that in most cases not all bidders 

made it to the invitation to negotiate (ITN)10 phase. In fact, only two or three bidders 

were involved at this stage and, as indicated in the previous discussion on frequency 

of transactions, the same bidders were often chosen to progress to this stage 

particularly in NI, which may call into question the competitiveness of the process. 

Pre-contractual power relations in the form of few bidders may affect how risks are 

handled once projects are operational. This was examined further during the semi-

structured interviews (SSI), which are reported in CHAPTER EIGHT.  

 
While the number of bidders may impact on how risks are operationalised in PPP 

contracts, the next element examines how the choice between PPP and traditional 

procurement is often primarily dependent on the overall level of risks transferred. 

 
(iii) Bid Evaluation and Risk Transfer 

 
This segment examines whether PPPs are cheaper than their equivalent Public Sector 

Comparator (PSC)11 or Shadow Bid Model (SBM)12 and the extent to which VFM 

attainment with PPPs is reliant on the level of risks transferred. Procurement 

guidance in NI and ROI (Edwards and Shaoul, 2003a; DPER, 2007a) claims that if 

the highest-ranking bid equals or betters the PSC and affordability criteria are met, 

the sponsoring agency may award the contract to the successful PPP bidder. 

 
However, critics suggest that the PPP bid often emerges only marginally cheaper 

than other options once quantification of risk has been added to the PSC, implying 

that risk calculations may be disingenuous and used to favour PPP procurement 

 
10 As outlined in the procurement documentation, the ITN tendering phase occurs when shortlisted 
bidders receive detailed project requirements and negotiate with the public sector contracting 
authority prior to the submission of their bids. 
11 The Public Sector Comparator (PSC) in the UK, known as the Public Sector Benchmark (PSB) in 
the ROI, is a key tool used in assessing VFM at the procurement stage of PPP projects. It is the 
estimated cost taking income and risk into account of project delivery via traditional means (DPER, 
2007b). 
12According to the procurement documentation reviewed, the Shadow Bid Model (SBM) quantifies 
the cost of the project to the public sector if procured via a PPP contract by estimating the unitary 
charge likely to be sought by the PPP operator. 
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(Mayston, 1999; Froud, 2003; Lonsdale, 2005a). In addition, unpredictability of 

events over the project’s lifetime means that risk transfer may not be as significant as 

some proponents profess (Ball et al., 2001; Khadaroo, 2014).  

 
In line with VFM assessment guidance (Edwards and Shaoul, 2003a; Her Majesty’s 

Treasury (HMT), 2006; DPER, 2007b) the PPP projects in NI are less costly than the 

PSC or the SBM. The PPP project was less than 5% cheaper for five of the six NI 

PPP school projects (St Genevieve’s Girls School, Holy Cross College, Bangor 

Academy and Nendrum College, St Cecilia’s and St Mary’s Colleges and Lagan 

College and Tor Bank School Project) and for the first three schools listed, risk 

comprised 9-10% of the NPV of the project’s PSC, demonstrating that VFM 

primarily rested on risk transfer. The BELB Strategic Partnership (NI-PPP) project 

was 11% cheaper than the SBM. Information on the level of risk transferred was not 

provided for the other NI PPP projects.  

 
The Comptroller and Auditor General (C&AG) (2004) in ROI reported that the 

Grouped Schools Pilot Project (ROI-PPP) was more expensive than the PSC as 

errors had been made with the initial cost comparison exercises. While information 

on the bid prices was not provided via the FOI request for the Bundle 1 and Bundle 2 

(ROI-PPP) schools as it was deemed commercially sensitive, the PSCs were 

subsequently published on the DE in ROI’s website in 2018. Bundle 1 (ROI-PPP) 

and Bundle 2 (ROI-PPP) were 12.3% and 19.4% cheaper than the PSC respectively, 

with risk representing 10-11% of the PSC. Risk therefore also played a key role with 

VFM attainment for the ROI PPP projects.  

 
Another aspect associated with risk transfer is the accounting treatment and the 

appeal off balance sheet PPPs have for governments (Broadbent and Laughlin, 

2002). This is now discussed. 

 
(iv) Accounting Treatment  
 
Risk transfer has played a pivotal role in accounting for PPP contracts. When first 

introduced, the off-balance sheet accounting treatment of PPP assets under UK 

Generally Accepted Accounting Practice (GAAP) held strong political appeal, as it 

facilitated governments to deliver infrastructure projects whilst keeping within their 

borrowing limits, once sufficient transfer of risks to the private sector had arisen 
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(Khadaroo, 2005; Connolly and Wall, 2009; Heald and Georgiou, 2011; Reeves, 

2015). However, despite the decoupling between risk transfer and accounting 

treatment of PPP assets which subsequently took place under International Financial 

Reporting Standards, unlisted Special Purpose Vehicles (SPVs) may continue to 

apply UK GAAP where risk determines capitalisation for contracts entered into 

before the 1st January 2015, as is the case with all the schools examined for this 

research (Heald and Georgiou, 2011; FRC, 2015). See CHAPTER THREE for 

further discussion on the capitalisation of PPP assets and TABLES 6.2 and 6.4 in 

CHAPTER SIX for the sample of chosen PPP schools in NI and ROI. The 

accounting treatment was deemed on-balance sheet for four of the six NI PPPs and 

off-balance sheet for St Genevieve’s Girls’ School. In contrast the accounting 

treatment was off balance sheet for the Pilot, Bundle 1 and 2 (ROI-PPP) schools13. 

No information regarding asset capitalisation was provided for Lagan College and 

Tor Bank School project. 

 
(v) Training and the Public Sector Skillset  

 
Disparities in contract knowledge levels between the public and the private sectors 

have been noted with respect to PPP projects and can impact on the level of risk 

transferred (Lonsdale, 2005b; Reeves, 2008; National Audit Office (NAO), 2010). 

To examine this, the FOI procurement documentation was reviewed: (i) to assess the 

extent to which school management, DE contract managers and PPP company staff 

received training on the PPP process; and (ii) to ascertain the skill set of public sector 

contract managers with respect to PPP contracting and monitoring. Since principals, 

school staff and the board of governors/trustees helped to develop output 

specifications of user and service requirements for all the NI PPP school projects 

examined, they should have an understanding of how these aspects impact risk 

allocation in PPP contracts. Training on the PPP process was also provided to school 

principals and the board of governors for some of the NI PPP projects examined 

including Bangor Academy and Nendrum College, BELB Strategic Partnership and 

Lagan College and Tor Bank School Project. The public sector in NI also 

supplemented its knowledge by hiring external consultants to provide financial, 

 
13 This information was provided by Eoin Reeves which he claims is based on financial and national 
accounts data on PPPs in Ireland that was obtained from the Department of Finance. 
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technical and legal advice on the PPP projects. In addition, NI public sector contract 

managers were involved with procurement, construction and operational aspects of 

PPP projects, resulting in continuity of expertise. External advisers were also 

employed in ROI to assist with procurement and construction of the pilot school 

projects, while the National Development Finance Agency (NDFA) is involved in 

the evaluation of financial risks, costs and raising finance for PPP schools; and 

procuring and managing PPP contracts on behalf of the minister for education 

(NDFA, 2018). 

 
The public sector and school management therefore appear to possess a degree of 

knowledge regarding PPP contracting particularly in a NI context. Information in 

relation to training and public-sector skillset was however not available for the 

Bundle 1 and 2 (ROI-PPP) projects or the NI and ROI TP schools. Public sector 

expertise is also discussed with respect to Post Project Evaluations (PPEs) in Section 

7.6 and in Section 8.2 of CHAPTER EIGHT.  

 
(vi) Switching Costs, (vii) General Risk Questions 

 
On populating APPENDIX 2 with details from the FOI documents it was found that 

the main items missing from all PPP projects in NI and ROI related to Section A: (vi) 

‘Switching Costs’ and (vii) ‘General Risk Questions’. This includes whether risk 

profiles change over time as the relational theory of risk suggests, risks are passed 

back to the public sector or end user when contractual balance is not maintained or 

new risks are created via the PPP process (Edwards and Shaoul, 2003b; Froud, 2003; 

Lonsdale, 2005a; b; Boholm and Corvellec, 2011; Reeves, 2015). How the public 

sector mitigates against unknown risks, which party bears the majority of switching 

costs and whether a competitor may be hired to help strengthen the public sector’s 

pre-contractual power position were also unanswered (Froud, 2003; Lonsdale, 

2005b). A lack of information on these issues in the procurement documents is 

expected since they largely relate to operational aspects; this is discussed further in 

CHAPTER EIGHT.  

 
Risk allocation from the FOI procurement documents obtained for the PPP school 

projects is now compared with the expected treatment detailed in the theoretical and 
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empirical literature. See Section 7.3 below and Section B in APPENDIX 2 for 

details.  

 
7.3 RISK ALLOCATION   

 
PAT is used to build expectations of optimal risk allocation from a theoretical 

perspective. According to PAT principles, risks should be allocated to the party best 

able to manage them when risk is internal to the relation, for example project specific 

risks. In addition, external risks, linked with political, economic or legal matters, 

should be assigned to the least risk adverse partner, which is usually the public 

sector, to minimise cost (Oudot, 2005a; b). As this section addresses risk allocation, 

it is most relevant to PPPs given that risks are largely retained by the public sector 

with traditional procurement (Reeves, 2013a; Albalate et al., 2015). A brief 

discussion on TP risk allocation from the procurement documentation is however 

provided in Section 7.4 and risk allocation at the operational stage of TP schools is 

captured by SSI, which are documented in CHAPTER EIGHT.  

 
The NI and ROI PPP school projects examined are outlined in TABLES 6.2 and 6.4 

(Section 6.7.2, CHAPTER SIX). Risk allocation for the NI PPP schools was 

available from the FBCs, while the C&AG (2004) report provided details of risk 

transfer for the pilot (ROI-PPP) schools. Risk allocation for the Bundle 1 and 2 

(ROI-PPP) schools was obtained from the NDFA template project agreement 

(NDFA, 2007), the Project Information Memorandum (PIM) and the Pre-

Qualification Questionnaire (PQQ). A summary of the procurement documentation 

requested and received is provided in TABLE 6.6 in CHAPTER SIX. 

 
Theoretical and empirical literature was reviewed in CHAPTERS FOUR and FIVE 

respectively to develop an expectation of risk allocation with PPPs. This section 

compares expected versus actual risk allocation for the NI and ROI FOI procurement 

documentation examined.  

 
The risk allocation themes reviewed are outlined in Section B, APPENDIX 2, with a 

detailed table of risk allocation being provided in APPENDIX 3 and a summary in 

TABLE 7.1 below. On occasion, information for certain risks was not included in 

the procurement documentation for some projects. This is highlighted in 
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APPENDIX 3. Each risk is firstly defined and then risk allocation per the 

procurement documentation is discussed in the context of prior literature and the 

research findings. 

 
(i) Design Risk   

 
Design risk is the risk that, even if a property is constructed satisfactorily, it will not 

fully meet the requirements of the contract (Accounting Standards Board (ASB), 

1998). While design risk purportedly rests with the private sector with PPP school 

projects, the literature has also highlighted a prescriptive approach to design and 

adherence to school building handbooks in the UK and ROI, thus curtailing 

innovation and the level of design risk transferred (Reeves and Ryan, 2007; Connolly 

et al., 2008). 

 
Design risk is transferred to the private sector in the NI and ROI PPP school business 

cases and procurement documentation examined, mirroring the theoretical view from 

PAT that project-related risk should be transferred to the private sector as it controls 

this risk and is better able to manage it (Oudot, 2005a; b). Allocation of this risk is 

however complex as the empirical literature discussion has shown.  

 
(ii) Construction Risk  

 
Construction risk refers to the financial implication of cost and time overruns during 

the construction period and related warranty repairs caused by poor building work 

once the asset has been completed (ASB, 1998). It results in the contractor only 

receiving payment once service delivery commences (NAO, 1999). Since it is a 

project specific risk it should be allocated to the private sector as it is better able to 

manage and control it (Oudot, 2005a; b). 

 
Upon reviewing empirical literature examining PPPs in the UK, the ROI, Spain and 

Australia, construction risk was transferred to the private contractor across all sectors 

(Ball et al., 2001; Edwards and Shaoul, 2003a; Broadbent et al., 2004; 2008; Ng and 

Loosemore, 2007; Reeves and Ryan, 2007; Albalate et al., 2015). However, PPEs for 

operational hospital PPPs in the UK demonstrated that pressure to complete on time 

can lead to inappropriate handling of snags and disputes over where responsibility 
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for them lies, affecting the level of construction risk that has been transferred 

(Broadbent et al., 2004).  

 
For all nine NI and ROI PPP projects examined, construction risk was transferred to 

the private sector per the procurement documentation, which is in agreement with 

both the theoretical and empirical literature.  

 
(iii) Demand Risk  

 
Demand risk is the risk that demand for the property will be greater or less than 

predicted or expected. In accordance with PAT, when demand risk is external to the 

relation, it should be allocated to the least risk adverse partner, which is usually the 

public sector, to minimise cost (NAO, 1999; Oudot, 2005a; b).  

 
Likewise, empirical literature has shown demand risk retained by the public sector 

for education, hospital and prison PPPs as it is dependent on changing population 

demographics, something largely outside the private sector’s control (Edwards and 

Shaoul, 2003a; NAO, 2003; Broadbent et al., 2004; C&AG; 2004; Broadbent et al., 

2008). Flexibility with demand risk was however demonstrated at the procurement 

and operational stage of a PPP hospital in the UK, with FM services only paid for 

occupied beds, leading to a degree of risk sharing (NAO, 2002; Broadbent et al., 

2008; Wang, 2011).  

 
Consistent with the theoretical and empirical literature on PPPs in education 

(Edwards and Shaoul, 2003a; Oudot, 2005a; b; Hearne, 2011), demand risk was 

retained by the public sector for eight of the nine PPP projects examined in NI and 

ROI. Information regarding this risk was not provided for St Genevieve’s Girls’ 

School (NI-PPP).  

 
(iv) Maintenance and Operating Cost Risk  

 
Maintenance costs relate to both reactive and planned life-cycle maintenance and are 

not linked with design or construction defects. Maintenance cost risk refers to assets 

used for service delivery not being properly maintained, while operating cost risk 

refers to operating costs being greater or less than expected (NAO, 1999). In 

accordance with PAT, maintenance cost risk is project specific and controlled by the 
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PPP company so should be allocated to the private sector, while operating cost risk 

should be shared as it contains both project specific and external macro elements 

(Oudot, 2005a; b). 

 
Maintenance cost risk appears to rest with the private contractor with PPP projects in 

the road and transport, prison and education sectors in the literature (NAO, 1998, 

Broadbent et al., 2004; Asenova et al., 2007; Ng and Loosemore, 2007; Broadbent et 

al., 2008; English and Baxter, 2010; Reeves and Ryan, 2007; Khadaroo, 2008; 2014). 

However, at the procurement and operational stages of PPP hospitals in the UK, 

maintenance payments increase in line with patient numbers, resulting in a degree of 

risk sharing (Asenova et al., 2007). In addition, poor response times and reluctance 

from Facilities Managers (FM) to fix necessary repairs at the ROI pilot PPP schools 

resulted in costs being passed back to the public sector, calling into question the 

degree to which maintenance cost risk transfer has taken place in reality at these 

schools (Hearne 2011). 

 
Despite a preference for sharing, empirical literature at the procurement phase claims 

that operating cost risk is transferred to the private sector across the road and 

transport and education sectors in the UK, ROI, Spain and Australia, but shared with 

the hospital PPPs in the UK, as FM costs can be reset on a regular basis following 

benchmarking and market testing (Debande, 2002; Reeves and Ryan, 2007; 

Broadbent et al., 2008; Khadaroo, 2008). 

 
In line with theory and empirical literature, maintenance cost risk was transferred per 

the procurement documentation to the private sector for all NI and ROI PPP projects 

examined. How maintenance cost is handled when projects are operational, including 

the response times taken, is investigated further in CHAPTER EIGHT. Contrary to 

theoretical expectations, but in line with empirical literature, operating cost risk was 

deemed transferred in all cases to the private sector for the NI and ROI PPP business 

cases examined. 

 
(v) Residual Value Risk 

  
Residual value risk is borne by the party that takes over the PPP capital assets at the 

end of the project (NAO, 1999). It is the risk that on contract completion the property 
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will be worth more or less than expected at the outset (ASB, 1998) or that the project 

asset (i.e. the school building is not required at the end of the contract period) 

(C&AG, 2004). Residual value risk stems partly from external market conditions 

impacting property prices but also from factors affecting the condition of the 

property at the end of the contract (ASB, 1998). Following PAT principles, since 

residual value risk contains external uncontrollable elements and also controllable 

aspects, it should be allocated to the least risk averse partner (i.e. the public sector or 

shared between both parties) (Oudot, 2005a; b). 

 
Residual value risk at the procurement phase was retained by the public sector or 

transferred to the private sector for education PPPs discussed in the empirical 

literature (Ball et al., 2001; Reeves and Ryan, 2007; Khadaroo, 2014).  

 
Allocation of residual value risk varied for the PPP projects examined, with 

information on this risk not provided for St Genevieve’s Girls’ school (NI-PPP). In 

agreement with theoretical literature, residual value risk was retained by the public 

sector for St Cecilia’s and St Mary’s College and Holy Cross College (NI-PPP) and 

was shared for the other three NI PPP school projects. This risk was also retained by 

the public sector for the Grouped Schools Pilot Project (ROI-PPP) and the Bundle 1 

and Bundle 2 (ROI-PPP) schools.  

 
(vi) Underperformance and Non-Availability Risk  

 
Underperformance and non-availability risk is the risk that deductions for poor 

service delivery or non-availability of assets will be greater or less than expected 

(HMT, 1997; ASB, 1998; NAO, 1999). In accordance with PAT, risks associated 

with poor performance or non-availability are project specific and relate to 

operational aspects that are the private sector’s responsibility, so should be 

transferred to them (Bing et al., 2005; Oudot, 2005b). 

 
Even though underperformance and non-availability risk is supposedly transferred to 

the private sector at the procurement phase of PPP projects, under-enforcement of 

penalties in the literature has featured across all sectors in the UK, ROI, Portugal and 

Australia particularly with the earlier projects (Audit Commission, 2003; Edwards et 

al., 2004; Broadbent et al., 2008; Reeves, 2008). Inadequate contract monitoring, 
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complexity with performance measurement and difficulty interpreting the output 

specification raises doubt over whether the level of penalty imposition mirrored the 

actual service delivery obtained (Asenova et al., 2007; Khadaroo, 2008; Reeves, 

2008; Robinson and Scott, 2009; NAO, 2010; Hearne, 2011). Across all sectors, 

penalties were also under enforced to promote goodwill (Broadbent et al., 2003; 

Edwards and Shaoul, 2003b; NAO, 2003; Khadaroo, 2008; Reeves, 2008; Burke and 

Demirag, 2017). While negotiation and reciprocity rather than immediate recourse to 

penalties is consistent with relational contracting and fostering good working 

relationships with PPP contracts, this may impact on the level of risk actually 

transferred, an important feature of PPPs (Reeves, 2008).  

 
In line with PAT expectations, underperformance and non-availability risk is 

transferred per the procurement documentation to the private sector across all the NI 

and ROI PPP projects examined. Khadaroo (2008) and Reeves (2008) have however 

highlighted under-enforcement of penalties at PPP schools, calling into question the 

level of risk that is actually transferred. 

 

(vii) General and Specific Legislation Risk 

 
This is the risk that a PPP deal may be affected by regulatory changes (NAO, 1999). 

PAT suggests that external risks relating to regulatory changes should be allocated to 

the least risk averse partner, which is usually the public sector (Oudot, 2005a; b; 

Roumboutsos and Anagnostopoulos, 2008). However, the NAO (1999) claims the 

guiding principle should be that the private contractor accepts risks relating to 

general regulatory changes affecting all businesses, while industry-specific 

legislation risk should be retained by the public sector as it is outside the contractor’s 

control.  

 
In line with NAO (1999) guidance and the NDFA (2007) template project 

agreement, on reviewing empirical literature at the procurement phase, it was noted 

that specific legislation risk is retained by the public sector across the sectors in the 

UK, ROI and Australia while general legislation risk appears to be transferred to the 

private sector or shared between both parties (Broadbent et al., 2004; Reeves and 

Ryan, 2007; Javed et al., 2013). For example, business cases for hospital PPPs in the 

UK showed that the private sector’s responsibility for changes to general legislation 
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risk was limited by time and amount, demonstrating a degree of risk sharing 

(Broadbent et al., 2008). Information regarding how legislative risk is handled when 

PPPs are operational was not available from the empirical literature. 

 
Similarly, on reviewing the procurement documentation for the NI and ROI PPP 

school projects, general legislation risk was largely transferred to the private 

contractor but was shared in the case of the bundled BELB Strategic Partnership 

project (NI-PPP) while specific legislation risk was retained by the public sector. 

No information on general or specific legislation risk was provided for St Cecilia’s 

College and St Mary’s College (NI-PPP).  

 
(viii) Obsolescence Risk  

 
This is the risk that the quality of service delivery will be adversely affected if 

equipment or other assets used become obsolete (NAO, 1999). Consistent with PAT 

principles, obsolescence may be deemed a project-specific risk and one that should 

be allocated to the private sector, as it is best able to control it (NAO, 1999; Oudot, 

2005b).  

 
In line with theoretical expectations, empirical literature highlighted that 

obsolescence risk at the procurement phase was transferred to the private sector with 

the education PPPs in the UK and ROI. It was however shared between both parties 

at the UK PPP hospitals (C&AG, 2004; Broadbent et al., 2004; 2008; Oudot, 2005b; 

Reeves and Ryan, 2007; Khadaroo, 2008). Information regarding how obsolescence 

risk is dealt with when PPPs are operational was not available from the empirical 

literature. 

 
Similarly, obsolescence risk was deemed to be transferred to the private sector at 

Bangor Academy and Nendrum College (NI-PPP), Lagan College and Tor Bank (NI-

PPP) and the Grouped Schools Pilot Project (ROI-PPP) but was shared at St 

Genevieve’s school (NI-PPP) and the BELB Strategic Partnership (NI-PPP). 

Information on this risk was not provided for the remaining NI PPPs, (Holy Cross 

College and St Cecilia’s and St Mary’s College) and the Bundle 1 and Bundle 2 

School projects (ROI-PPP).  
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(ix) Contractor Default Risk 

 
This risk addresses which party is responsible for payment of bank financing and 

sourcing another contractor in the event of contractor default (HMT, 1997, NAO, 

1999). In accordance with PAT principles, project-level risk such as insolvency of 

sub-contractors should be transferred to the private sector as it is responsible for this 

risk (Bing et al., 2005; Oudot, 2005b). While advocating that contractors and lenders 

should be incentivised to provide services at all times and that the private sector 

should bear at least part of the financial risk with contractor default, a NAO (1999) 

report outlines that banks may stipulate some public sector financial support with 

contractor failure. 

 
Statutory obligations of the public sector, in tandem with potentially high litigation 

costs, means that PPP contracts are rarely terminated (Connolly et al., 2008). While 

substantial risk premiums are paid for transferring risk with PPP projects, project 

default risk rests with the public sector across all sectors in the literature and has 

resulted in governments bailing out projects in the UK, ROI, Spain and Australia 

(Ball et al., 2001; McCabe et al., 2001; Edwards et al., 2003b; Edwards et al., 2004; 

Connolly et al., 2008; Acerete et al., 2010; Hearne, 2011; Shaoul et al., 2012; 

Reeves, 2013b; Burke and Demirag, 2015). Reeves and Ryan (2007) highlight a 

sharing of contractor default risk with the ROI pilot PPP schools. The empirical 

literature discussed contractor default risk in terms of failed operational projects in 

the road and transport, health, IT and social housing sectors. This risk was however 

only considered in the literature at the procurement phase for education-based PPPs 

in the UK and the ROI (McCabe et al., 2001; Reeves and Ryan, 2007). 

 
In line with theoretical expectations (Oudot, 2005b), but contrary to empirical 

literature, contractor default risk is transferred to the private contractor per the 

procurement documentaton for the NI and ROI PPP projects examined, with the 

exception of the Grouped Schools Pilot Project (ROI-PPP) where it is shared. 

 
(x) Third Party Revenue Risk   

 
This is the risk that revenues arising from third party demand for the project asset 

will be greater or less than expected (HMT, 1997). Different scenarios can arise with 
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third party use, resulting in this risk being transferred, shared or retained. On 

reviewing empirical literature, third party revenue risk was shared between the public 

and private sectors at the procurement stage of the ROI pilot PPP schools (Reeves 

and Ryan, 2007). How this risk is handled when projects are operational is discussed 

in CHAPTER EIGHT. 

 
Third party revenue risk was transferred to the private sector with the Grouped 

Schools Pilot Project (ROI-PPP). It was however shared between the public and the 

private sector for five of the NI PPP school projects. Information on this risk was not 

provided for St Cecilia’s and St Mary’s College school project (NI-PPP) or the 

Bundle 1 and Bundle 2 school projects (ROI-PPP). Allocation of this risk is therefore 

context specific and dependent on the circumstances surrounding third party revenue. 

 
(xi) Contract Variation Risk 

 
The NAO (1999) claims that change is inevitable as needs and priorities change over 

the lengthy contract duration of PPP projects. It advises that foreseeable changes to 

contract requirements should be accommodated within the original deal and a dispute 

resolution process set up to handle future changes. Since relational contracting, 

which is discussed in Section 4.4.3 of CHAPTER FOUR, promotes flexibility and 

reciprocity, it may be used to facilitate changing circumstances and handle contact 

ambiguities (Chung and Hensher, 2015; Chung, 2016). While changes with PPPs 

were deemed time consuming and costly in the empirical literature, flexibility was 

also shown with minor items provided free of charge or in exchange for deductions 

foregone (Ismail and Pendlebury, 2006; Robinson and Scott, 2009; O’Shea et al., 

2018). 

 
Information relating to contract variation risk was only made available for five of the 

six NI PPP school projects. In these cases, it rested with the party that initiated the 

changes (i.e. the one best able to manage the risk). Details of this risk were not 

provided for Holy Cross College (NI-PPP) or the three ROI PPP projects. 

 
Drawing on the discussion above, TABLE 7.1 summarises the allocation of risk, 

with a more detailed analysis being presented in APPENDIX 3. 
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  Actual NI Actual ROI 

Risk 

Theory/Empirical 

Research 

In line with 

Theory/Empirical 

In line with 

Theory/Empirical 

(i) Design Risk T/S/R (Note 1) (Note 1) 
(ii) Construction Risk T Yes Yes 
(iii) Demand Risk R Yes Yes 
(iv) Maintenance Cost Risk T (Note 2) (Note 2) 
(iv) Operating Cost Risk T/S Yes Yes 
(v) Residual Value Risk T/S/R Yes Yes 
(vi) Underperformance and Non-Availability Risk T (Note 3) (Note 3) 
(vii) General Legislation Risk T Yes Yes 
(vii) Specific Legislation risk R Yes Yes 
(viii) Obsolescence Risk T (Note 4) Yes 
(ix) Contractor Default Risk T/S/R (Note 5) (Note 5) 
(x) Third Party Revenue Risk T/S/R Yes Yes 
(xi) Contract Variation Risk (Note 6) Initiating party (Note 6) 

 
 

TABLE 7.1: Summary of Risk Allocation for Education-based PPPs 

Key - T: Risk transferred to the private sector, S: Risk shared between both parties, R: risk retained by the public sector 
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Notes: TABLE 7.1 
1. Design risk (i) is project specific. Therefore, risk transfer to the private sector is expected as it is better able to control and manage this risk 

(Oudot, 2005a; b). Adherence to school building guidelines and the use of specimen designs, noted in the empirical literature (Demirag and 
Khadaroo, 2008; Reeves and Palcic, 2017), however curtails innovation and limits the transfer of design risk, indicating that it may in fact be 
shared or retained. Despite this, design risk was deemed transferred to the private contractor in all of the NI and ROI procurement documents 
examined.  

2. As expected, since maintenance cost risk (iv) is project specific, and the private contractor is in a position to control this risk, it was deemed 
transferred to the private sector in the procurement documentation examined (Oudot, 2005b). However, poor response times and reluctance 
from FM to fix necessary repairs at the ROI pilot PPP schools was noted in the empirical literature (Hearne, 2011). This has resulted in costs 
being passed back to the public sector and calls into question the degree to which maintenance cost risk transfer has taken place in reality at 
these schools. Furthermore, a sharing of this risk was noted with UK PPP hospitals when maintenance payments are increased in line with 
rising patient numbers (Asenova et al., 2007). 

3. Underperformance and non-availability risk (vi) was transferred to the private contractor in each of the NI and ROI PPP projects examined. 
While this is consistent with PAT, under-enforcement of penalties caused by inadequate monitoring, difficulty interpreting the output 
specification or a desire to foster good working relationships, calls into question the level of this risk that has been transferred (Broadbent et 
al., 2003; Reeves, 2008; Robinson and Scott, 2009; Burke and Demirag, 2017). 

4. Obsolescence risk (viii) was transferred to the private sector or shared between both parties in the NI procurement documentation. 
5. In line with theoretical expectations (Oudot, 2005b), but contrary to the empirical literature (Ball et al., 2001; Reeves and Ryan, 2007) where 

it is retained or shared, contractor default risk (ix) is largely transferred to the private contractor for the NI and ROI PPP projects examined, 
with the exception of the Grouped Schools Pilot Project (ROI-PPP) where it is shared. Contractor default risk was only noted in the literature 
at the procurement phase for education-based PPPs, unlike other sectors where governments have ultimately borne the risk of project failure 
due to their statutory obligations. How contractor default risk affects operational PPP schools is discussed in CHAPTER EIGHT. 

6. Information regarding this risk was not available within the ROI procurement documentation obtained. Making changes with PPPs has been 
deemed time consuming and costly in the literature (Ismail and Pendlebury, 2006; O’Shea et al., 2018). However relational contracting 
which promotes flexibility and reciprocity to facilitate such changing circumstances, was seen when small or medium changes were 
accommodated, or minor items were provided free of charge in the literature (Khadaroo, 2008; Javed et al., 2013).  
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As noted in Section 6.7.2 while the purpose of DA was to identify themes relating to 

risk allocation, as opposed to quantifying the use of words or phrases, a degree of 

statistical analysis was performed to ascertain the effect PPP location and operational 

date had on risk allocation. A review of procurement documentation has highlighted 

that there is no significant difference regarding the allocation of risk in earlier (Pilot 

and Pathfinder projects) or more recent PPP schools or between those based in NI 

and ROI, with Mann Whitney and Kruskal Wallis statistical tests confirming this. 

Mann Whitney noted the impact of location (NI and ROI) on PPP risk allocation 

while Kruskal Wallis examined the effect of three categories of operational date, (pre 

2000, 2000-2008 and post 2008) on PPP risk allocation. See APPENDIX 4 for 

details.  

 
In addition to risk allocation, Section B in APPENDIX 2 also considers if aspects of 

transactional contracting were present in the documentation. For example, whether 

bids were evaluated on a monetary basis only (xii), risks were largely assigned to one 

party (xiii) and the beginning and end of the contracts were clearly defined (xiv). In 

line with transactional contracting, while the beginning and the end of the PPP 

contracts were clearly defined, the procurement documentation for the NI and ROI 

PPP schools highlighted that bids were evaluated on both a monetary and qualitative 

basis. In addition, while risks were largely transferred to the private sector or 

retained some risk sharing was also evident, a feature of relational contracting. 

 
Summary of risk allocation findings  

 
Upon reviewing the procurement documentation obtained for the NI and ROI PPP 

school projects, TABLE 7.1 and APPENDIX 3 highlight that five risks, design (i), 

construction (ii), maintenance and operating cost risk (iv), underperformance and 

non-availability risk (vi) and general legislation risk (vii) were transferred to the 

private sector. Two risks, demand (iii) and specific legislation risk (vii) were retained 

by the public sector while obsolescence (viii), contractor default (ix) and third-party 

revenue risk (x) were transferred or shared between both parties and residual value 

risk (v) was retained or shared by the public and private sectors. Responsibility for 

contract variation (xi) is dependent on the party who initiated the changes. 
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Actual risk allocation in the procurement documentation largely mirrors theoretical 

and empirical literature, apart from risks associated with design, maintenance costs, 

underperformance and non-availability and contractor default risk, as the notes to 

TABLE 7.1 outline.  

 
In addition to the above discussion regarding education-based projects, pressure to 

complete UK PPP hospitals on time can lead to inappropriate handling of snags and 

disputes over where responsibility for them lies, affecting the level of construction 

risk that has been transferred. Delays with UK IT PPP projects also resulted in 

substantial additional costs for the public sector and the public (Broadbent et al., 

2004; Edwards and Shaoul, 2003b). Flexibility with demand risk was however 

shown at the procurement and operational phases of a UK PPP hospital in the 

empirical literature when FM services were only paid for occupied beds (Wang, 

2011). Semi-structured interview responses in CHAPTER EIGHT may capture 

whether these issues also affect risk allocation in PPP schools. 

 
The procurement documentation provides information on risk responsibilities at the 

contract stage but does not provide insights into operational aspects such as what 

happens with falling demand or how penalties are actually enforced. Furthermore, 

since residual value risk, general and specific legislation risk, obsolescence, 

contractor default and third-party revenue risks were only discussed at the 

procurement phase of PPP schools in the literature, how these risks are handled when 

projects become operational is addressed in CHAPTER EIGHT. 

 
This section has compared risk allocation per the PPP procurement documentation 

obtained with expectations based on theoretical and empirical literature. Procurement 

documentation for TP school projects is now reviewed. 

 
7.4 ANALYSIS OF TRADITIONALLY PROCURED DOCUMENTS  

 
Details of procurement documents requested, received and analysed for TP schools 

in NI and ROI are outlined below. Sections B, C and D from APPENDIX 2 are 

relevant to this analysis. 
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7.4.1 Northern Ireland Traditionally Procured Documentation  

 
After reviewing literature including official publications and discussions with DE 

officials in NI, Economic Appraisals (EA) and PPEs were sought under FOI for a 

sample of education projects in NI. EAs provide details of the needs and objectives 

of schools and the range of options considered to meet educational requirements, 

comment on risk allocation for TP schools and outline Long Term Enrolments 

(LTE), project size and capital costs for the NI TP schools examined, which enables 

comparisons to be drawn with PPP projects. The need for the school can particularly 

be an issue for the public sector who is bound to fulfil its statutory obligations 

regarding education delivery, while the contract could be one of many for the 

supplier (Lonsdale, 2005b; c). It is this vulnerability which Lonsdale (2005b) terms 

the relative salience of the transaction, that can be exploited particularly when 

renegotiations arise, affecting the level of risks transferred. EA were provided by the 

DE in NI (DE-NI). The PPEs evaluate how effective TP projects are at meeting 

objectives in relation to time, cost, quality and performance of the contractors. 

However, as noted in Section 6.7.2, while PPEs are always carried out for PPPs, this 

is not necessarily the case with TP schools; thus, they were not available for all the 

TP schools selected. The contents of the PPEs are discussed in Section 7.6 below. 

Needs and objectives and background information were considered in Section C 

while PPEs were noted in Section D of APPENDIX 2 for the TP schools.   

 
The EAs for the sample of TP schools highlighted a shortfall of permanent class 

rooms, substandard or undersized accommodation and thus demonstrated the public 

sector’s need for these schools (i.e. the salience of the transaction, Section C (i), 

APPENDIX 2). For the NI TP projects sampled, new builds were recommended for 

50% of the schools (Rathmore GS, St Patrick’s College, Dungannon and Bangor GS 

(see TABLE 6.3)), while extensions and refurbishments were selected as the 

preferred approach for the other schools.  

 
A risk register was included in the EA for Bangor Grammar (NI-TP) school. Risks 

considered included, failure to secure necessary funding for the project or obtain 

planning approval. How changes in projected pupil numbers are handled, or 

unknown elements in the fabric of the building are treated were also noted. Apart 

from this, no other explicit reference to risk was made in the NI procurement 
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documents obtained. NI EAs however detailed both capital and recurrent costs 

including maintenance, energy, caretaking, cleaning and teaching, showing that 

construction and service provision is DE’s responsibility, along with the associated 

risks for these TP projects. In addition, DE-NI review enrolments between the 

appraisal and final tender stage to ensure that intended provision remains 

appropriate, demonstrating that demand risk rests with them. This is in line with 

Reeves (2013a) and Albalate et al., (2015) who claim that most risks are retained by 

the public sector with TP projects, as it is in control of them. Risk allocation for TP 

projects is considered in Section B of APPENDIX 2.  

 
7.4.2 Republic of Ireland Traditionally Procured Documentation 

  
After reviewing the literature including official publications and discussions with a 

DE official in ROI, Schedules of Accommodation (SOA) and Cost Plans (CP) were 

requested for the sample of ROI TP schools. These documents were subsequently 

obtained and provided details of DE recommended internal and external areas, 

classroom types, planned LTE and project costs (i.e. SECTION C (ii) of 

APPENDIX 2). No reference, was made to risk transfer in these documents. SOA 

and CP formed part of the EA received for the NI schools and as in NI, they provided 

scope for cost comparisons between PPP and TP project costs, on a square metre and 

per pupil basis, as outlined below in TABLE 7.2. While PPEs were also sought none 

have been conducted in ROI for the PPP or TP schools, apart from the C&AG (2004) 

report which examines the pilot schools project (ROI-PPP) up to the date of contract 

signature, but does not assess the implementation of the deal, or the operation of the 

schools. 

 
7.5 PPP VERSUS TRADITIONAL PROCUREMENT 

 
This section compares risk allocation for PPP and TP school projects in NI and ROI, 

reviews capital costs for both procurement types and considers why PPP or TP was 

chosen for school builds, aspects of which are included in Sections B and C of 

APPENDIX 2. Some implicit or explicit references were made to risk in the NI TP 

documents obtained showing that responsibility for funding, construction, service 
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provision and demand rest with the public sector14. Risk was however not referred to 

in the documentation provided for the ROI TP schools. Limited focus on risk is 

expected given that risks are predominantly retained by the public sector with TP 

projects (Reeves, 2013a). In contrast, as illustrated in TABLE 7.1, risks are largely 

transferred to the private sector or retained by the public sector in the NI and ROI 

procurement documents examined for the PPP schools.  

 
Comparisons between PPP and TP projects to date have focused on procurement and 

the decision-making process (Corner, 2006; Bain, 2010; Burger and Hawkesworth, 

2011; Ross and Yan, 2015), with little attempt to compare operational PPPs with 

their TP counterparts. O’Shea et al. (2018) examined operational PPP and TP schools 

in ROI, but since risk was not their primary focus, the analysis of risk allocation is 

minimal. The documentation received for the sample of NI and ROI TP schools 

contained limited reference to risk transfer. This was examined further during the 

SSI, which are reported in CHAPTER EIGHT.  

 
Information on project costs, size and LTE were however provided by DE in NI and 

ROI, enabling comparisons to be made between PPP and TP schools in terms of 

average capital cost per pupil and per square metre (sq m). See Section C (ii) of 

APPENDIX 2 and TABLE 7.2 below for details. 

 
   TABLE 7.2: Comparison of PPP and Traditionally Procured School Costs 
 

 
14 The limited information provided in the procurement documentation regarding construction risk at 
TP schools implied that it was retained by the public sector. However, the SSI conducted in 
CHAPTER EIGHT highlighted that construction risk was transferred to the private contractor at TP 
schools. See Section 8.5 for details. 

 Average Capital Cost 

per square m 

Average Capital Cost per 

pupil 

NI PPP Schools €2,233 €27,933 

ROI PPP Schools €3,045 €27,577 

NI TP Schools  €2,338 €21,329 

ROI TP Schools  €1,483 €12,069 
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A number of assumptions were made with this comparison exercise so the resulting 

figures are approximations. For example, a rate of 1.27 was used to convert Irish 

punts to Euros for the older ROI projects, while a rate of 1.25 was used to convert 

GBP to Euros for the NI projects.  

 
Average capital costs are broadly similar for the PPP schools delivered in NI and 

ROI and the NI TP schools but were more expensive than the ROI TP schools, 

perhaps owing to the fact that a whole of life-cycle costing approach is adopted with 

PPP projects. All ROI TP projects were new builds, whereas 50% of the NI TP 

projects were extensions and refurbishments. For these NI projects, the square metre 

figure used only refers to the extension, even though costs for both the extension and 

refurbishments are included in the calculation. It is therefore not a valid comparison 

and may somewhat explain why NI TP builds appear more expensive than their ROI 

TP counterparts. Capital costs per pupil in NI are however also larger than the ROI 

TP schools. 

 
Lonsdale (2005b) claims that the decision to adopt the PPP or TP model is often 

politically motivated, affecting the transfer of risk (see Section C (iii) of 

APPENDIX 2). In addition, Mayston (1999) outlines that a PPP or nothing approach 

is often adopted. To investigate this further, FOI documents from NI and ROI were 

reviewed to ascertain why some schools were chosen as PPPs and others followed 

the TP route. All the NI and ROI PPP school projects reviewed involved new builds 

with the exception of Lagan College in NI, which was an extension and 

refurbishment. This is in line with literature which highlights a bias for new builds 

with PPPs, as they increase the private sector’s profitability and carry less 

uncertainty than refurbishments (McCabe et al., 2001; Northern Ireland Audit Office 

(NIAO), 2004; Demirag et al., 2010). In addition, PPPs in ROI were selected for 

rapidly developing areas or where school amalgamations had taken place, requiring 

new buildings. They were also dependent on the availability of greenfield sites. In 

both NI and ROI, PPP projects should be of sufficient capital size to attract PPP 

bidders, reduce bidding costs and promote economies of scale, and the schools must 

also be capable of delivering VFM through risk transfer.  

 
The majority of TP schools sampled in NI and ROI were new builds and, like their 

PPP counterparts, there was a need for these schools in terms of substandard or 
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undersized accommodation, as noted in the NI EA and FBC. With these similarities, 

it is unclear why the TP schools were not bundled into larger projects and procured 

as PPPs. This was investigated further during the SSI, which are reported in 

CHAPTER EIGHT. PPEs were carried out for a number of NI PPP schools and one 

NI TP school. They offer insights into operational aspects of the projects and are 

discussed below. 

 
7.6 POST PROJECT EVALUATIONS   

 
To comply with Her Majesty’s Treasury (HMT, 2003) guidance, NIPPPES was 

asked by the DE to carry out a PPE of all PPP schools to examine whether projects 

operated as expected and so that lessons learnt may facilitate decision-making. PPEs 

cover the period from inception through to operation and encompass decision-

making, procurement, financial analysis, construction and operational phases. As 

part of the PPE process, NIPPPES conducted interviews with PPP school principals 

and public sector contract managers to examine service providers’ performance and 

to explore how changes are implemented when projects are operational. The PPEs 

also discussed contract monitoring and the level of performance and availability 

deductions applied. PPEs were carried out on three NI PPP projects examined, St 

Genevieve’s Girls’ School, Bangor Academy and Nendrum College and Holy Cross 

College. TABLE 7.3 outlines when the PPE was conducted and how long the FM 

contract had been operational before interviews between NIPPPES and the public 

sector parties took place. Details of the questions applied to the PPEs as part of this 

research are provided in Section D of APPENDIX 2. 

 
 
 St Genevieve’s 

Girls’ School 

Bangor Academy and 

Nendrum College 

Holy Cross 

College 

Date of PPE February 2012 May 2012 August 2012 

FM operational 

period 8 years 4 years 3 years 

 
TABLE 7.3: Post Project Evaluations 
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PPEs had not been undertaken for the other NI PPP schools sampled, nor, with the 

exception of Antrim Grammar School, the sample NI TP schools. The DE in ROI 

(DE-ROI) has confirmed that no PPEs have been carried out for the Bundle 1 and 

Bundle 2 schools or for any of the ROI TP schools. While a study conducted by the 

C&AG (2004) on the Grouped Schools Pilot Project (ROI-PPP) details the bid 

evaluation process and how VFM of the final deal was evaluated, it does not provide 

information on operational aspects, unlike the NI PPEs.  

 
7.6.1 Post Project Evaluation findings for PPPs  

 
The operational phase for the sample of NI PPPs examined was documented in the 

PPEs and primarily focused on output specifications, maintenance risk, service 

provision, public sector expertise, contract monitoring and penalty imposition. Each 

aspect is now outlined in turn.  

 
While the output specifications for the schools examined provided details of the 

accommodation and the FM services required, how they should be delivered was not 

specified. In addition, the output specifications were non-prescriptive regarding the 

design and materials used, providing bidders with scope to propose innovative 

solutions and thus demonstrating a transfer of design risk. 

 
Since maintenance risk and responsibility for many services such as fire safety, 

security, porterage and pest control are the FM Company’s responsibility, this allows 

principals to focus on their core activities of teaching and learning. The PPEs state 

that principals were satisfied with the response times for reactive maintenance and 

the level of services delivered and that help desk issues were handled on a timely 

basis. Cleaning and catering were provided by the FM company at St Genevieve’s, a 

Pathfinder school, but were removed from the later projects, creating interfaces 

between FM and the Education Authority providers. 

 
The PPEs highlight the imposition of penalties for unavailability of sports pitches, 

classrooms or school buildings which happened when leaks arose, there were issues 

with heating systems or rectification periods were missed. Thus, at least to some 

extent, the risk of underperformance and non-availability appears to have been 

transferred to the private sector. Contract monitoring was also discussed. In NI, 
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formal and informal meetings are held between the Education Authority, the PPP 

company, FM providers and the principal to try to ensure that issues are identified 

and rectified in a timely manner and to reinforce the partnership that exists between 

FM and the school. School management also receives regular help desk reports 

detailing issues logged and how they have been resolved, which provides additional 

comfort regarding service provision. In addition, NIPPPES keep records of when 

unavailability and performance deductions are imposed so that the SPV’s invoice is 

adjusted accordingly. However, at Bangor Academy and Nendrum College help desk 

reports were not issued initially, affecting the level of penalty imposition. This was 

rectified once the PPP company suffered penalties for the reporting fault. No 

performance or availability deductions had been applied at the date of publication of 

St Genevieve’s PPE, a Pathfinder school. While this might imply that strong 

relationships exist between St Genevieve’s and the FM provider and that all issues 

have been addressed within the required rectification periods, it may however be due 

to under enforcement, as noted in the literature, particularly since this is an earlier 

project (Audit Commission, 2003; Hearne, 2011). There is evidence of flexibility 

with non-accidental pupil damage being fixed at one of the schools free of charge by 

the FM, and no reasonable requests for porterage being refused despite the school not 

always meeting contractual requirements in terms of notice periods. 

 
In relation to contract changes, FM provides a quotation and approval is sought from 

NIPPPES. Minor improvements have taken place and, consistent with other findings 

(Ismail and Pendlebury, 2006), can be costly. 

 
Lonsdale (2005b), Reeves (2008) and the NAO (2010) have outlined disparities in 

contract knowledge levels between the public and the private sectors with PPP 

projects. To safeguard against this, NIPPPES noted in the PPEs that it is trying to 

retain public sector expertise in house regarding PPP procurement in education. In 

addition, principals and school governors of the Bangor Academy and Nendrum 

College (NI-PPP) project received training on the PPP process and as was the case 

with St Genevieve’s (NI-PPP) and Holy Cross College (NI-PPP), were members of 

the board contributing to project development and decision-making, which in turn 

assists with risk allocation. Please note that contract knowledge in the context of 

training and the public sector skillset was also discussed in Section 7.2. 
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Risk allocation matrices in the PPEs are taken from the FBC. The PPEs for PPPs 

focus primarily on design risk, service provision mainly in relation to maintenance 

and penalty imposition at the operational stage. How other risks such as construction, 

demand, legislation, residual value, obsolescence, third party revenue and contractor 

default are handled once projects are operational was explored by conducting SSI, 

the results of which are reported in CHAPTER EIGHT. In addition, whether design 

facilitates contractor innovation and how contract monitoring affects penalty 

imposition is also addressed. While the PPEs for these NI PPP projects demonstrate 

aspects of relational contracting (Darwin et al., 2000), such as regular 

communication via the monthly meetings, and flexibility on behalf of the FM 

contractor; CHAPTER EIGHT examines relational contracting in more depth. 

 
7.6.2 Post Project Evaluation findings for Traditionally Procured projects 

 
The PPE for the NI TP extension and refurbishment of Antrim GS evaluated whether 

the project met its objectives in terms of time, cost, quality and performance of the 

contractors. It was completed by the DE building branch and project manager and 

also contains an audit report from the Buildings Advisory Branch (BAB). As this is a 

TP design build project the contractor had no responsibility for operational aspects of 

the school (i.e. risks associated with this were retained by the public sector.)  

 
High levels of satisfaction were reported regarding school design, build quality, 

layout and the environmental impact of this NI TP school. The design complied with 

the DE handbook, limiting the contractor’s scope for design innovation. The BAB 

claims the building is very well maintained by the caretaker, the engineering systems 

are working satisfactorily and that objectives from the EA have been met. The 

building was also largely defect free on handover. The project was however 

delivered late due to delays in approving on site commencement, plus issues with 

asbestos removal. Costs for the project also rose from £4.2m at the EA stage to a 

final figure of £6.8m due to: normal design development, price index rises, 

additional items and poor ground conditions.  
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7.7 CONCLUSION  

 
This chapter compares expectations for risk allocation based on the theoretical and 

empirical literature (CHAPTERS FOUR and FIVE) with actual risk transfer from the 

procurement documentation obtained for a sample of PPP and TP school projects in 

NI and ROI. PAT is used to determine optimal risk allocation from a theoretical 

perspective.  

 
Upon reviewing procurement documentation for the NI and ROI PPP school 

projects, it was noted that the majority of risks were transferred while some were 

retained or shared as TABLE 7.1 and APPENDIX 3 have shown. Actual risk 

allocation in the procurement documentation largely mirrors theoretical and 

empirical literature, apart from risks associated with design, maintenance costs, 

underperformance and non-availability and contractor default risk. Little detail was 

provided regarding the nature of risk transfer in the documents examined for the NI 

and ROI TP schools.  

 
The procurement documents reviewed have briefly outlined some of Lonsdale’s 

factors which may affect contractual balance and the public sector’s ability to 

transfer risk to its supplier. For example, the need for new, extended or refurbished 

buildings for PPP and TP schools was noted, along with the number of bidders 

involved with procurement, as this may affect pre-contractual power relations. Public 

sector contract knowledge and the rationale for why PPP or TP was chosen as the 

procurement route, were also briefly discussed. How risk is handled when PPP and 

TP schools in NI and ROI are operational is examined in CHAPTER EIGHT, when 

greater emphasis is placed on Lonsdale’s framework, relational contracting and the 

relational theory of risk to assess the public sector’s ability to transfer risk to its 

suppliers.  
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CHAPTER EIGHT 
INTERVIEW CHAPTER 

 

8.1 INTRODUCTION 

 
The analysis of the procurement documentation presented in CHAPTER SEVEN 

indicates how it was intended that risk would be allocated in Northern Ireland (NI) 

and Republic of Ireland (ROI) Public Private Partnership (PPP) and Traditionally 

Procured (TP) school projects. In broad terms, it was anticipated that the majority of 

risks would be transferred from the public sector to the private sector with respect to 

NI and ROI PPP school projects, with some risks being retained or shared. In 

contrast, risks were expected to be mainly retained by the public sector for NI and 

ROI TP school projects. This is discussed in detail in Sections 7.3 and 7.4. While 

Post Project Evaluations (PPEs) were undertaken for some NI PPP school projects 

(St Genevieve’s Girls School, Bangor Academy and Nendrum College and Holy 

Cross College (see Section 7.6)), these only offered limited insight into the transfer 

of design and maintenance risk at the operational phase.  

 
Thus, given the limited empirical research that has been conducted in relation to 

operational PPPs, particularly with respect to risk transfer (see CHAPTER FIVE), 

together with the narrow focus of NI PPEs and their absence in an ROI context (see 

CHAPTER SEVEN), semi-structured interviews (SSIs) were conducted to gain an 

understanding of the lived-in experiences and perceptions of public and private 

sector parties with respect to risk allocation in operational PPP and TP projects in NI 

and ROI. This helps to bolster understanding of whether risks were transferred as 

planned, risk renegotiation occurred or risks were passed back to the public sector 

with these projects. 

 
Based on risk allocation themes that emerged from the review of prior theoretical 

and empirical literature and the DA presented in CHAPTERS FOUR, FIVE and 

SEVEN respectively, a SSI checklist was developed (see APPENDIX 5). DA 

enables comparisons to be made between expected risk allocation per the 

procurement documentation and the experiences of public and private sector 

interviewees, associated with PPP and TP operational projects, with respect to risk 

transfer. In addition, DA highlights questions that were unanswered at the 



 188 

procurement phase and need to examined when conducting SSI, such as which party 

bears the majority of switching costs, whether risks have been passed back to the 

public sector or end user when contractual balance is not maintained and the impact 

relational contracting and the relational theory of risk have on risk allocation in 

operational PPP and TP projects.  

 

Not all questions included in the SSI checklist were asked during the interviews as 

some were answered naturally while others were deemed not applicable to certain 

interviewees. Further information is provided in CHAPTER SIX on the selection of 

the interviewees and the development of the SSI checklist. In total 34 interviews 

were conducted with 41 interviewees (see TABLE 6.7, together with APPENDIX 6, 

for details of the anonymised code names for the interviewees). FIGURES 8.1 and 

8.2 below outline the relationships between various interviewee parties in PPP and 

TP school projects respectively. 
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FIGURE 8.1: Relationships between interviewee groups at PPP schools 

 
 

           

             

 

 

 

 

 

FIGURE 8.2: Relationships between interviewee groups at Traditionally 

Procured schools 

 
In NI, the contracting authorities for PPP and TP schools are the Board of Trustees, 

the Education Authority (formerly the Education and Library Boards) or the Board of 

Governors, while funding is provided by the Department of Education in NI  

(DE-NI). Schools in ROI are owned and managed by religious orders, education and 

training boards and boards of management. The contracting authority for PPP 

schools in ROI is the Department of Education (DE-ROI) with assistance from the 

National Development Finance Agency (NDFA). Going forward, the abbreviation 

Special Purpose 
Vehicle (SPV) 

Department of 
Education (DE) 

Design and 
Construction 

Company 
(D&C Co.) 

Facilities 
Management 

Company 
(FM Co.) 

PPP School 
Principal 

Department of 
Education (DE) 

Design and 
Construction 
Contractors 

TP School Principal 
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DE-NI or DE-ROI will be used when referring specifically to one of the 

jurisdictions, while the abbreviation DE will be used when referring to both. 

 
With PPP schools, the contract is between DE and the SPV. Separate contracts exist 

between the Special Purpose Vehicle (SPV) and the Design and Construction 

Company (D&C Co) and the Facilities Management Company (FM Co) to build and 

operate the schools respectively. An interface agreement is also present between the 

D&C Co and FM Co. The PPP school principal is not a contract signatory. In 

FIGURE 8.1, the two-way ‘solid’ arrows highlight these contractual/interface 

agreements with PPP projects. Broken lines between the school principal, D&C Co 

and FM Co illustrate that communication arises between these parties, even though 

they are not contract signatories. In FIGURE 8.2, the two-way ‘solid’ arrows once 

again depict that the contract is between the DE and the design and construction 

contractors to design and build the school. Similarly, while the TP principal is not a 

contract signatory, he/she liaises with the DE and the contractors regarding their 

school, with the broken lines signifying this. 

 
While this chapter provides detail regarding the contents of the SSI conducted, the 

findings are paraphrased in CHAPTER NINE to enable conclusions to be drawn. 

Interviewees were initially asked some background questions to gain an 

understanding of their experience with PPP and TP schools (Questions 1-2, 

APPENDIX 5). As outlined in Section 6.7.2, each of the interviewees had 

considerable experience in dealing with PPP and TP schools. Subsequently, 

interviewees were invited to discuss Lonsdale’s factors (see CHAPTER FOUR, 

Section 4.4.2) as their presence may affect the public sector’s ability to transfer risk 

to the private contractor (Section 8.2). Next, subjectivities with contract 

interpretation associated with the relational theory of risk were examined (Section 

8.3). In addition to Lonsdale’s factors, risk may not be allocated as expected due to 

contract flexibilities afforded by relational contracting. This was investigated when 

asking interviewees about the frequency of transactions with the same contractors as 

this may assist with dispute resolution (Section 8.4). It was also indirectly explored 

when inviting interviewees to explain their experience with risk allocation at the 

design, construction and operational phases of PPPs (Section 8.5). Finally, 

conclusions are reached on the interview analysis in Section 8.6. Throughout this 
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chapter issues are firstly discussed with respect to PPPs and then in relation to TP 

schools. 

 
8.2 APPLICATION OF LONSDALE’S FRAMEWORK  

 
As noted in CHAPTER FOUR, this research assumes that PPP risk allocation is 

typically deemed to be Transaction Cost Economics (TCE)-oriented based on the 

behavioural characteristics and key attributes across which transactions differ 

(Williamson, 1998; Parker and Hartley, 2003; Lonsdale, 2005b; Jin, 2009). However, 

Lonsdale’s framework suggests there are five main obstacles to asymmetric lock in15 

being avoided in the way TCE proposes. These include: (i) pre-contractual power 

relations; (ii) the relative switching costs faced; (iii) the relative politicisation of the 

decision-making process; (iv) the relative salience of the transaction to the two 

parties; and (v) the relative commercial resources of the two parties to the transaction 

(Lonsdale, 2005b). The presence of these factors may result in the passing back of 

risk, risk renegotiation once the preferred bidder is appointed or contribute to risk not 

being allocated as planned with infrastructure projects (Lonsdale 2005a; b). To 

examine their effects, interviewees were asked about each of these factors 

(Questions 3-9, APPENDIX 5). While Lonsdale’s factors were discussed with 

interviewees they were not specifically mentioned as such. 

 
(i) Pre-Contractual Power Relations 

 
According to Lonsdale (2005a), competitive tension is not maintained if there is only 

one bidder and the public sector’s ability to transfer risk may be compromised. Based 

upon the procurement documentation reviewed for a sample of NI and ROI PPP 

schools (see CHAPTER SEVEN), it appears two to three bidders made it to the final 

stages. In order to examine the effect of pre-contractual power relations, interviewees  

were asked how many bidders made it to the final stages and whether risks were 

renegotiated once the preferred bidder was appointed. 

 

 

 

 
15 Asymmetric contract lock-in provides a barrier to exiting the relationship where one party has made 
the majority of asset specific investments.  



 192 

Q3: Were you aware how many bidders made it to the final stages? 

 
Similar to the Document Analysis (DA) findings, public and private sector 

interviewees in NI and ROI (school principals, Procurement Agency (PA) staff, 

Design Contractors, Facilities Managers (FM) and SPV managers) cited three to five 

bidders for PPP projects with larger numbers for TP schools, thus indicating that 

some competitive tension prevailed. While a competitive bidding process is needed 

to reap the benefits of PPP procurement, according to the literature, the specialist, 

complex nature of these projects and associated transaction costs limits the number 

of potential suitable bidders, affecting pre-contractual power relations and the public 

sector’s ability to transfer risk to its supplier (Ball et al., 2001; 2007; Connolly et al., 

2009; Connolly and Wall, 2009; Lonsdale, 2005a; Mols, 2010; Baker, 2016).  

 
Q4: Were changes made to risk allocation once the preferred bidder was 

appointed? 

 
All interviewees involved with PPP procurement in NI and ROI commented that no 

significant changes to risk allocation have been made to date, with any that have 

been made being low level. However, one of the two NI FM’s interviewed 

acknowledged that on appointment of the preferred bidder competitive dialogue 

results in the wording and response times of the output specification being amended 

up until financial close. After this, further alterations may only be made via a change 

notice. 

 
C4NIPPP: You would come at it harder once you are preferred bidder. We negotiate 
on the performance deductions and what triggers unavailability… change the 
wording from void of all leaves to substantially free…, is the response time realistic 
or do we need to change it to longer. At financial close, it is signed and it can only 
change through a change notice. 
 
Thus, while risk allocation in relation to performance and unavailability remains the 

responsibility of the SPV, their terms of reference may differ from those initially 

negotiated. Furthermore, one of the NI SPV managers noted that, some bidders may 

not identify all the risks in the expectation of being able to negotiate the allocation 

and pricing of same before financial close, implying that changes to risk allocation 

and the passing back of risk to the client can happen.  
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C5NIPPP: Unfortunately changes to risk allocation happens too often, we tend to 
lose out, because we will price what we see. Other contractors may be less 
scrupulous. We are aware of certain projects where the prices have come in lower 
than ours. DE-NI has gone with the lowest bidder who hasn’t recognised all the risks 
and then renegotiates during the course of the preferred bidder to either get a better 
price or to get risks taken by the client. 
 
In contrast, ROI SPV managers indicated that it is unlikely the risk profile would 

change as it is fundamental to the tender process.  

 
C5ROIPPP: I don’t think the risk profile would change as it would be fundamental 
to the tender process.  
 
While all interviewees claimed that changes to risk allocation have not taken place 

on their projects, NI FM and SPV managers highlighted that it can arise. This is in 

line with Lonsdale (2005a; b) who contends that risk allocation may be renegotiated 

when asymmetric contract lock-in arises.  

 
(ii) Relative Switching Costs 

 
The possibility of hiring a competitor if the contractor’s work is substandard may 

help to strengthen the public sector’s pre-contractual power position. However, the 

associated switching costs may act as a deterrent to changing suppliers (Lonsdale, 

2005b). In order to examine the relative switching costs of both contracting parties, 

interviewees were asked about hiring competitors. 

 
Q5: Can a competitor be sourced if the contractor’s work is substandard?  

 
All interviewees apart from PPP principals in NI and ROI argued that that while a 

competitor may be sourced the process would be complex, lengthy, costly and 

virtually impossible to implement in reality with both PPP and TP school projects. 

PPP principals in NI and ROI were however unsure whether a competitor could be 

hired.  

 
C5ROIPPP: Black and white contractually yes, but in the real world we would say 
you are terminating our contract. We will call our lawyers and it turns into a big 
row. It’s probably not going to happen. 
 
C5NIPPP: It would be very unusual for a main contractor to be replaced. In fact, 
I’ve never known that to happen. 
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PA1ROITP: The contract can be terminated. Only two TP projects in ROI have 
been terminated in the past five years. It is very rare and complicated and results in 
lots of issues. 
 
Maintaining pre-contractual competitive tension and having the ability to hire a 

competitor led to positive outcomes for the National Savings and Investments PPP in 

the UK (Lonsdale, 2005b). However, while sourcing a competitor is theoretically 

possible, it seems difficult to implement in practice, as the interviews have shown.  

 
(iii) Relative Politicisation of the Decision-Making Process 

 
Politicisation of the decision-making process with PPPs means that public sector 

agendas may not always be aligned with optimal contract design, thus affecting risk 

allocation (Lonsdale, 2005a). To understand the decision-making process, 

interviewees were asked why they believe schools are built as PPPs or are 

traditionally procured (Question 6, APPENDIX 5). 

 
In line with Mayston (1999) and Khadaroo (2014), all interviewees in NI and ROI 

claimed that political influence is at play when deciding whether to procure schools 

via PPP or traditional procurement and that the decision is often muted as a case of 

‘PPP or nothing’, placing the public sector in a weaker than necessary negotiating 

position vis- a-vis its suppliers.  

 
P4NIPPP: We were repeatedly told PPP was the only show in town, there was no 
money available from the Department. 
 
Two ROI PPP principals and one ROI TP principal commented that politicians 

lobbied for PPP schools in ROI to be built in particular constituencies, further 

demonstrating politicisation with the decision-making process. This was however not 

raised by other parties. 

 
(iv) Relative Salience of the Transaction  

 
Lonsdale (2005b) noted that the relative salience of the transaction to contracting 

parties may leave the public sector in a vulnerable position and impact its ability to 

transfer risk to its suppliers. As public sector bodies are obliged to fulfil their 

statutory obligations, asymmetric contract lock-in may arise (Lonsdale, 2005b; c). 

Attempts to create a balanced contractual relationship may be affected by the 
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urgency and importance the public sector attaches to the provision of new schools. 

To investigate this, interviewees were asked whether they believed the new 

school/refurbishment was necessary (Question 7, APPENDIX 5). All interviewees 

in NI and ROI expressed a similar view that the new PPP and TP schools were 

needed due to overcrowding, poorly maintained buildings and health and safety 

concerns.  

 
P4ROIPPP: It was essential, the previous school wasn’t fit for purpose. The 
circulation area was tiny, there was health and safety issues around the labs, lots of 
flooding, faulty windows and light fittings. 
 
Having outlined a number of Lonsdale’s factors which may affect contractual 

balance, the final one linked with contractual knowledge and training of both parties 

will now be addressed. 

 
(v) Relative commercial resources of the two parties to the transaction: 

Contract knowledge and training  

 
Lonsdale (2005b) describes how the public sector, as purchaser, may have inferior 

expertise relative to the private sector regarding the complex nature of PPP 

contracting, affecting its ability to transfer risk and impose penalties. Similarly, 

Reeves (2008) highlighted a lack of contract knowledge on the pilot16 (ROI-PPP) 

schools with principals only provided with excerpts of the contract, while the 

National Audit Office (NAO) (2010) noted a lack of handover procedures with PPPs 

in the UK health sector. While Lonsdale (2005b) focuses on disparities in knowledge 

levels between procurement departments and their suppliers, this research augments 

Lonsdale’s framework by also considering training and contract knowledge levels of 

school principals, as end users, and the impact this has on risk allocation in 

operational projects. Contract knowledge and training were examined by asking 

interviewees what training they receive on PPP and TP school projects.  

 

 

 

 
16 The ‘Pilot’ schools are the first PPP schools operational in ROI. 
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Q8: What training do you receive on contracting and operational aspects of PPP 

and Traditionally Procured schools?  

 
It appears that while the PPP contract is complex and open to interpretation, the 

private sector trains and conducts handover procedures with its staff and has a wealth 

of knowledge at its disposal in terms of dealing with issues such as life-cycle costing, 

benchmarking, service provision and legal matters.  

 
C3ROIPPP: There are so many different paragraphs that can make a big difference 
to how you or I would interpret the contract. We are a very big company. If I didn’t 
understand something I would go to our people in the UK who might be specialists in 
benchmarking, life-cycling, services or the legal staff in Ireland.  
 
In comparison, the majority of NI and ROI PPP principals interviewed, reported that 

training was provided to them on an ad-hoc, informal basis.  

 
P4NIPPP: The training could have been far more comprehensive. I need to know 
what the management specifications are because I’m the one that’s dealing with it. 
 
P1ROIPPP: I am not aware of any training programme in relation to PPPs. You 
were emailed the services specification - Schedule 1017 - and had to get to grips with 
it. At the start we weren’t sure is this something we should be logging or telling the 
lads to sort.  
 
Although, while claiming that training was not provided, two NI principals 

commented that it was unnecessary as they relied on the knowledge of the DE-NI 

contract managers.  

 
SO1NIPPP: Our first contract manager’s knowledge was amazing. It didn’t matter 
that we didn’t know what the process was, there was always somebody there to steer 
you right. 
 
In addition, one ROI PPP principal was satisfied with the training sessions and 

manuals provided. 

 
P6ROIPPP: You have the manuals about all the service requirements under the 
contract. There’s quite a lot of training, the NDFA would still touch base to make 
sure everything is okay.  
 
Despite the concerns expressed by some principals, PA staff, FM and SPV managers 

in NI and ROI noted that PPP principals receive training from DE contract managers,  

 
17 Schedule 10 refers to the services specification in ROI and is also known as the FM contract. 
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they have access to the services specification and have the opportunity to express 

issues they are facing at regular meetings they attend with DE, the SPV and FM. 

 
PA1NIPPP: The principals were trained by the project managers from DE on a 
series of half days and during the operational phase, given on the job training by the 
DE contract managers. 
 
This is consistent with the findings from the Post Project Evaluations (PPEs) 

reviewed in Section 7.6 which noted that principals received training and were 

involved in developing the output specifications at the NI PPP schools. While 

acknowledging its existence, SPV managers in NI and ROI suggested the PPP 

training provided to new school principals was variable and dependent on the 

contract managers involved.  

 
C6ROIPPP: They all have a copy of schedule 10 – the FM contract. It is more or 
less the items we get deductions on. Some principals know it better than others. The 
NDFA in one project explained it very well to the principals and on another project 
they didn’t. 
 
A difference of opinion therefore exists between school principals and other 

interviewees regarding the level and adequacy of training provided to school 

principals and indeed amongst principals. Design contractors however did not 

express an opinion on this as their knowledge of the operational phase is limited. 

Regardless, if principals are unaware of the services they should be provided with or 

what issues they may report on, this may lead to an underreporting of items, poor 

service provision or the school paying for items that are the contractor’s 

responsibility for a time period. Support from DE contract managers and principal 

participation at meetings held with the PPP company and DE help to alleviate gaps in 

contract knowledge at the school level. 

 
Despite the apparent ad-hoc nature of training provided to school principals noted 

above, public sector contract knowledge levels have increased over time with PPP 

schools, resulting in greater contract compliance. According to ROI FM, in the early 

days of the ROI pilot projects both DE-ROI and FM displayed a lack of contractual 

knowledge with neither party going back to the contract to see if it was being 

fulfilled.  
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C2ROIPPP: It’s more structured now. In the early days, the Department [DE-ROI] 
didn’t fully understand it, and I’m not sure we, as the FM Company fully understood 
what our requirements were either. The documents were vague, you would be 
attending meetings, discussing what was going on, but nobody was really going back 
looking at the contract to see if it was actually being fulfilled.  
 
All interviewees involved with ROI PPP procurement claimed that contract 

monitoring and compliance has increased since the NDFA began to support DE-ROI 

in 2012. Similarly, NI FM noted that contract monitoring has improved since the 

early projects, when DE-NI was unsure about what to scrutinise.  

 
C3NIPPP: I think the first PFIs were an unknown entity. They are scrutinised a lot 
closer now than they would have been at first, when they did not know what to 
scrutinise.  
 
The impact contract knowledge has on penalty imposition is examined in Section 8.5 

when addressing underperformance and non-availability risk (Question 21, 

APPENDIX 5). 

 
Consistent with Edwards et al. (2004) and Hearne (2011), and in line with the 

procurement documentation analysed in CHAPTER SEVEN, interviewees noted that 

public sector expertise is being retained in-house, with NI and ROI PA interviewees 

claiming they are involved with procurement and contract management and are 

accumulating knowledge from the various stages. Indeed, according to FM and SPV 

interviewees in NI and ROI, the payment mechanism has become more onerous over 

time in terms of rectification response times and items are more prescriptive due to 

increased contract knowledge on behalf of the public sector. For example, the length 

of grass on sports pitches and the frequency with which bins should be emptied is 

now specified, whereas previously bins were to be kept ‘largely free’ from rubbish. 

While interviewees noted that public sector contract knowledge with PPP projects is 

increasing over time, reduced contractual compliance on the earlier projects and the 

variable contract knowledge levels attained by school principals is aligned with 

Lonsdale’s framework (Lonsdale, 2005b).  

 
Mirroring the experience of PPP principals, TP principals in NI and ROI claimed that 

formal training and handover procedures appear to be lacking and instead rely on 

their experience as deputy or support from the board of management, which varies 
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across schools. In contrast, PA staff in NI and ROI mentioned that DE delivers 

courses for new TP principals.  

 
P2ROITP: The Department don’t do handovers, if I dropped dead in the morning 
another person will come in and they’re expected to move from being a classroom 
teacher, to becoming a manager, a supervisor, a service provider. 
 
Other interviewees including, design contactors, SPV managers and FM did not 

express a view on handover procedures or training in TP schools as they were not 

involved with the process. Like their PPP counterparts, a disparity of opinion appears 

to exist between TP principals’ knowledge levels and that expressed by PA staff.  

 
The interviews highlight the variability of contract knowledge attained by school 

principals. Empirical literature has also noted that schools are expected to monitor 

PPP projects despite not being contract signatories. This may result in risks the DE 

sought to transfer being borne by the school, its staff and pupils (Edwards and 

Shaoul, 2003a; Khadaroo, 2008). To examine this, interviewees were asked whether 

the school has had to pay for something that they believed was the contractor’s 

responsibility (Question 9, APPENDIX 5). 

 
Three of the five NI PPP school principals claimed this was not the case, adding that 

FM sometimes provide favours free of charge such as putting up shelving or 

undertaking cleaning frequencies over and above contractual requirements. Such 

gestures on behalf of FM Co are linked with relational contracting and a desire to 

work together (Darwin et al., 2000; Reeves, 2008). Similarly, ROI PPP school 

principals largely believed they did not have to pay for items that were the 

contractor’s responsibility; although, they noted that as their schools were relatively 

new, more work will be required in time, providing greater clarity over who is 

responsible for certain issues. Two of the five NI PPP school principals interviewed 

however claimed that their schools had paid for items that were the contractor’s role. 

Due to the contract manager’s lack of contractual knowledge on one of the NI 

Pathfinder18 schools, the principal described how their school had paid for 

soundproofing offices even though this was believed to have been the contractor’s 

 
18 The ‘Pathfinders’ are the first PPP schools operational in NI. 



 200 

responsibility; and in a more recent NI PPP school, first aid equipment was 

purchased by the principal when it had been the contractor’s responsibility. 

 
P4NIPPP: First aid equipment, the first couple of years we bought it………It turns 
out actually that was the SPV…..That was because of me not knowing what was in 
the contract.  
 
In addition, one of the six ROI PPP principals interviewed contended that pupils at 

one of the pilot schools suffered where, due to lack of contractual knowledge, two 

training pitches had not been provided for ten years, even though it had been the 

contractor’s responsibility to do so. 

 
P3ROIPPP: For the last ten years, we've been working with just our all-weather 
pitch. The other two pitches were let go and never maintained…….They're doing it 
now…. I said, we haven't had these for ten years. They are part of the contract we've 
never seen. Somebody checked for me and we are supposed to have them. 
 
In agreement with the school principals, FM in NI and ROI acknowledged that they 

provide items free of charge. However, they also noted that if principals incorrectly 

paid for something it would be minimal and they would be reimbursed for same.  

 
C2ROIPPP: I would say the opposite - we have occasionally paid for stuff, when it 
should have been the school. We often do things on a local level to facilitate students 
and don’t go through the process of minor works. 
 
Similarly, PA staff in NI and SPV managers in NI and ROI noted that in the early 

days schools continued to pay for things they were no longer responsible for but 

were subsequently reimbursed. For example, occasionally the PPP company may 

have been paid for unavailable rooms or when schools purchase items without 

checking whose responsibility they are.  

 
C5NIPPP: There probably were times when rooms weren’t available and we were 
still paid for them.  
 
According to two of the four ROI TP school principals interviewed, their schools are 

paying for roof and sewage issues that should have been the contractor’s 

responsibility, with the other two claiming they have not paid for something that was 

the contractor’s role. In agreement with their NI PPP counterparts, TP principals in 

NI contended that while the school may have paid for small things, the contractor 

would also have provided some items free of charge, demonstrating a degree of 
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flexibility. In addition, PA staff in ROI and SPV managers in NI claimed that if the 

TP contractor refuses to accept their responsibility within the defects period, DE in 

NI and ROI may occasionally end up paying rather than pursue legal action. This 

was not identified as an issue by other interviewees. 

 
In summary, despite the disparity in contract knowledge levels, the majority of PPP 

principals in NI and ROI believed that schools have not paid for things that were the 

contractor’s responsibility, noting that FM sometimes provide items free of charge, 

thus demonstrating flexibility and a degree of relational contracting. However, while 

not a regular occurrence, a minority of PPP principals in NI and ROI contend they 

have incorrectly paid for items that were PPP Co’s role, but have subsequently been 

reimbursed. Likewise, TP schools have on occasion paid for something that was the 

contractor’s responsibility, but this is not always the case. 

 
Interviewees have outlined the existence of Lonsdale’s (2005b) factors in the 

projects examined. Whether their presence results in risks not being allocated as 

expected when projects are operational is examined in Section 8.5. Relational 

contracting with its emphasis on flexibility, co-operation and trust is seen as a way to 

handle risk, uncertainty and change in PPP contracts (Reeves, 2008; Chung, 2016). 

The extent to which relational contracting aids with dispute resolution and affects the 

transfer of risk is discussed in Sections 8.4 and 8.5. In addition, contract 

subjectivities can also impact on risk allocation. Differences between interviewees’ 

perceptions of risk allocation are outlined below in Section 8.3 and in Section 8.5.  

 
8.3 RELATIONAL THEORY OF RISK 

  
Risk objects pose hazards for a valued object at risk (Hilgartner, 1992). The 

relational theory of risk, discussed in CHAPTER FOUR, looks at the interpretive 

nature of risk, together with how and why something is considered a risk (Boholm 

and Corvellec, 2011), in that a risk object for some may be an object at risk for 

others and risk objects today may become objects at risk in the future (Latour, 1996). 

It may readily be applied to PPPs since the long-term nature of these projects means 

over time risk objects may themselves change and become objects at risk. Similarly, 

public and private sector parties associated with PPP schools may have varying 

perspectives on what constitutes a risk object and an object of risk. Delving further 
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into differences in interpretation, Lonsdale and Watson (2007) describe how 

disparities in views regarding service standards may be exploited with PPP contracts, 

thus posing a risk. To examine how risk is interpreted by various parties and how it 

is operationalised with PPP contracts, interviewees were asked their opinions 

regarding where responsibility for each risk lies and in particular whether they 

believed there was ever disagreement regarding service standards and what 

constitutes unavailability (See Question 10 below). 

 
Q10: Are you aware of disagreement regarding service standards and what 

constitutes unavailability?  

 
In line with the relational theory of risk, all interviewees involved with PPP 

procurement of earlier and later school projects in NI and ROI, apart from design 

contractors with limited knowledge of the operational phase, referred to contract 

subjectivity and differences in public and private sector perceptions and expectations 

with respect to service standards and unavailability. Issues encountered by PPP 

school principals in NI and ROI include disagreements over the closing out of tasks 

or the standard of fittings. Both principals and FM in NI and ROI commented on 

disputes over wear and tear versus vandalism by pupils. In addition, PA staff in NI 

and ROI claimed there can be a difference in people’s perceptions and how they 

interpret the contract. For example, debates can occur over whether something is 

unavailable versus unavailable but used, heating levels may require external 

verification or disputes may arise over service delivery standards. 

  
PA1NIPPP: There is a difference between people’s perception on what is meant to 
be done – this is not the same as the contractual requirements. There is subjectivity 
with the contracts. 
 
Similarly, FM in NI and SPV managers in ROI noted that disagreement can arise 

over contract interpretation, particularly with respect to cleaning standards or 

whether an issue relates to faulty design and is therefore D&C Co’s responsibility or 

the onus is on FM Co as it is due to poor maintenance.  

 
C4NIPPP: In the early days, they would expect to go into the school after three 
hours of it being occupied and do a cleaning audit and think everything should be 
pristine when the cleaning audit should be done before the school opens … those 
disputes don’t happen now.  
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In TP schools, principals in NI and ROI claim problems regarding service standards 

are resolved through dialogue with employees and contractors. Disagreements can 

also arise over which party is responsible for latent defects at TP schools. The next 

section explores how disputes can be resolved via relationship building and the 

development of trust. 

 
8.4 RELATIONAL CONTRACTING 

 
Relational contracting is based on trust (Darwin et al., 2000). Trust helps to 

operationalise contracts by fostering co-operation, which aids with dispute resolution 

over contract subjectivities and with handling unexpected events (Broadbent et al., 

2003; Robinson and Scott; 2009; English and Baxter, 2010; Javed et al., 2013). 

Increased frequency of transactions between contracting parties with PPPs can lower 

transaction costs as it leads to enhanced knowledge regarding buyer/supplier 

reputation and greater trust based on expectations of future behaviour (Parker and 

Hartley, 2003). See Section 4.4.3 in CHAPTER FOUR for a more detailed 

discussion on the application of relational contracting to PPPs and how contracting 

can be categorised along two extreme poles, transactional and relational (MacNeil, 

1978, Darwin et al., 2000; Reeves, 2008). 

 
Linked with the previous question on subjectivity in PPP contracts, interviewees 

were asked to consider whether increased frequency of transactions helps with the 

delivery of PPP and TP school projects, via the development of trust, relationship 

building and dispute resolution, as suggested by relational contracting (Chiles and 

McMackin, 1996; Reeves, 2008; Ahmad et al., 2018).  

 
Q11: How important do you believe experience with the same contractor is?  

 
In line with Parker and Hartley (2003) and the DA conducted in Section 7.2, all 

interviewees involved with PPP procurement emphasized the importance of 

experience with the same contractor claiming that it facilitates the building of 

relationships and trust between parties which aids in dispute resolution, making the 

contract easier to operationalise.  

 
P4ROIPPP: a lot of it is trust, we get on well with the staff and likewise … we work 
together to solve most of the problems so … there aren’t any big issues. 
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C3NIPPP: If you don’t have a relationship all you do is fight. I am entitled to this 
and that.  
 
Demonstrating aspects of relational contracting (Darwin et al., 2000), one NI PPP 

principal further commented that the contract is set aside when there are good 

relationships between the school and the local FM. 

 
P5NIPPPTP: I never need to refer to the contractual position because of the 
strength of the relationship between the school, cleaning service and FM. 
 
Similarly, PA staff in NI contended that while there are clauses in the contract to 

handle disputes, many disagreements have been resolved by negotiation, something 

advocated under relational contracting (Darwin et al., 2000). In agreement with 

Darwin et al. (2000) who claims a transactional approach is common in the early 

stages of a contract when experience of the contractor’s ability to perform is limited, 

FM in NI and ROI commented that the first few years of the early PPPs were 

contractual but that over time a more trustworthy relationship has developed.  

 
C4NIPPP: The first five years of the Pathfinders were a nightmare it was very very 
contractual…….. After that first 5 years it was more relaxed there was a more 
trustworthy and open relationship. Some clients are more relaxed than others.  
 
Likewise, one of the PPP principals from the ROI pilot schools claimed that trust 

developed over time. In contrast, SPV managers in NI believed there was a greater 

sense of working together in the early days but that over time things have become 

contractual. See underperformance and non-availability risk in Section 8.5 for further 

details. 

 
Design contractors and PA staff in NI mentioned that contractors are aware of 

safeguarding their reputation in order to win new contracts (Chiles and McMackin, 

1996; Tadelis and Williamson, 2012). When asked about experience with the same 

contractor other interviewees including principals, FM and SPV managers did not 

raise this viewpoint.  

 
C1NITPPPP: The contractor is aware of the implications of failing to provide a 
good service. If they do well on one PPP project they may be considered appropriate 
for another one. 
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With respect to TP schools, interviewees in NI and ROI believed experience with the 

same contractor is beneficial as builders and architects have exposure to working in 

school environments and can learn from their mistakes. 

 
P1NITP: The more a contractor or an architect is involved in schools the better 
because they understand what is going to work in a school setting where fixtures 
need to stand up to the pounding of 600 teenagers. 
 
Like the PPP schools, trust builds up over time with traditional procurement if DE 

use the same contractors for a number of projects and their work is on time and to a 

high standard. Factors affecting whether PPP contracts are transactional or relational, 

including the form of communication between contracting parties, degree of 

deference to the contract, level of co-operation shown to handle issues, 

expectation/occurrence of altruistic behaviour and the sharing of benefits and 

burdens is examined in Section 8.5.  

 
8.5 RISK ALLOCATION 

 
Whether the presence of Lonsdale’s factors in conjunction with subjectivity over 

interpretation of events and relational contracting affect risk transfer in operational 

PPP and TP school projects is examined in this section. Perceptions of risk allocation 

are firstly outlined for PPPs, followed by a discussion of what happens at TP schools. 

Risks relating to design, construction, demand, maintenance and operating costs, 

residual value, underperformance and non-availability, general and specific 

legislation, obsolescence, contractor default, third party revenue and contract 

variations will each be discussed in turn. A brief introduction is provided for every 

risk and questions relating to each one are aligned with APPENDIX 5, but for 

further discussion see CHAPTERS FOUR, FIVE and SEVEN. 

 
DESIGN RISK 
 
This is the risk that even if the property is constructed satisfactorily, the design will 

not fully meet the requirements of the contract (Accounting Standards Board (ASB), 

1998). The key issues arising from the literature in CHAPTERS FOUR and FIVE, 

together with the DA in CHAPTER SEVEN, include determining which party bears 

responsibility for school design and how adherence to school building standards 

limits the scope for innovation and the level of design risk transferred (Corner, 2006; 
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Reeves and Ryan, 2007; Connolly et al., 2008; Hearne, 2011). Question 12 addresses 

this by asking interviewees which party they believe takes responsibility for school 

design and in particular what happens when design issues arise. The extent to which 

the contractor can bring innovation and exert their influence over school design is 

also discussed, along with how design risk is handled in TP projects (Sussex, 2003; 

Demirag and Khadaroo, 2008). 

 
Q12: Who do you think is responsible for school design?  

 
All interviewees involved with PPP procurement in NI and ROI noted that 

responsibility for PPP school design and meeting specifications rests with the private 

sector (i.e. the architect and the SPV).  

 
P6ROIPPP: When the school was built, we had a glare issue in one side of the 
building and anti-glare blinds had to be put in. That was at the cost of PPP, because 
it’s a design issue.  
 
However, according to all interviewees in NI and ROI school input in the PPP design 

process has increased over time, particularly in NI where they participate in 

developing the output specifications. In addition, NI FM claim they are happy to 

accommodate school input as it helps to foster good relationships on the ground. 

Increased communication and working together in this way is advocated under 

relational contracting (Darwin et al., 2000).  

 
C3NIPPP: As long as it isn’t something ridiculous it doesn’t make any difference 
because the end user is happy and as a result we get a lot less grief. We have good 
relationships with the schools because we give them an input into everything.  
 
Since schools have some input with design and design is largely dictated by the DE 

building guidelines, a degree of design risk sharing is demonstrated with the PPP 

school projects. 

 
PA3NIPPP: Schools must meet DE-NI handbook requirements. The D&C Co come 
up with the design and if it doesn’t meet specifications, it falls back on them. For 
example, D&C Co had to come back and fix acoustic issues.  
 
In relation to traditional procurement, the consensus from interviewees was that the 

design process for PPP and TP schools is similar. Parties involved with traditional 

procurement, including school principals, design contractors and PA staff in NI and 
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ROI discussed the fact that like their PPP counterparts, TP schools are also built in 

accordance with DE building guidelines, with architects responsible for the design, 

and schools having some degree of input. In addition, PA staff in NI and ROI 

differentiated between employer design traditional procurement where an input 

specification is adopted and design risk sits with the DE, versus a Design Build (DB) 

output specification model of traditional procurement where design risk is transferred 

to the private contractor, illustrating that even within traditional procurement, 

different forms of contract impact on design risk allocation. 

 
 PA3ROIPPP: If it is an input specification, they just have to comply with what you 
set out, so there is no design element for them they just price it.  

Responsibility for the design of PPP and TP schools has evolved over time. Recent 

developments have altered the allocation of design risk with PPP and TP schools. For 

example, due to feedback from the market and in a bid to reduce transaction costs PA 

staff in ROI now develop their own specimen designs for which they obtain planning 

permission, placing more onus on the public sector with PPP design (Reeves and 

Palcic, 2017). This new model has only been applied to the most recent PPP bundles. 

However, these projects were not examined in this study, as they have only recently 

become operational. In contrast, to circumvent cost overruns, the introduction of the 

New Engineering Contract in NI and Government Construction Contract in ROI has 

resulted in the contractor accepting more responsibility for design risk with TP 

school projects.  

 
Still focusing on design risk, interviewees were probed regarding how design issues 

are handled when they manifest themselves. Problems with design post construction 

can adversely affect the levels of maintenance required and it is sometimes difficult 

to decipher whether an issue is an FM problem, a design fault where D&C Co is 

responsible or poor design for which the DE is to blame. For example, a NI FM 

described how the contractor’s design, which was based on DE requirements, 

resulted in a build-up of legionella that significantly increased costs for FM. 

However, the costs were borne by D&C Co and the DE-NI as they were the parties 

responsible for the design.  
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C4NIPPP: D&C Co had to redesign and alter the pipework so we could actually 
maintain it effectively. It fell back on them and the DE-NI because they built the 
school in accordance with DE-NI’s guidelines. 
    
In ROI, PPP principals, FM and SPV managers discussed design flaws with building 

management systems as problems with zoning of heating have resulted in increased 

bills for schools. Apparently, this issue was due to poor DE-ROI specification and 

not a defect or design matter for D&C Co. However, when wind turbines were not 

meeting energy efficiency levels per the design specification, PA staff in ROI 

claimed that D&C Co accepted responsibility for the design and replaced them with 

solar panels. 

 
PA3ROIPPP: The wind turbines on a number of schools didn’t deliver the energy as 
anticipated and had to be swapped out by D&C Co for solar panels.  
 
Responsibility with design is therefore dependent on the circumstances giving rise to 

the design issue and not simply always the private sector’s role as the procurement 

documentation reviewed in CHAPTER SEVEN and Principal Agent Theory (PAT) 

would imply (Oudot 2005a; b). PPPs tend to follow an output specification approach, 

which purportedly facilitates innovation on behalf of the contractor to design a 

building that at a minimum meets the standards outlined by the DE guidance (Her 

Majesty’s Treasury (HMT), 2006). The extent to which the private sector has scope 

to influence design and bear a portion of design risk was examined by discussing 

innovation. 

 
As noted previously, all interviewees commented that school buildings have to be 

handbook compliant; however, by working within the parameters of the output 

specification, some scope for innovation exists.  

 
P4NIPPP: They are constantly striving for innovative approaches to overcome 
Handbook stresses ………… You give the bidders your requirement and it is up to 
them to produce the best answer. 
 
P6ROIPPP: We said the river should be a feature, so the actual building is curved 
all the way along the river…. We have atriums in the school with loads of natural 
light. 
 
C1NITPPPP: DE give us a building handbook that outlines types of materials …. 
How the rooms should function and the sizes of spaces. The architect comes up with 
the overall design. It puts a lot of constraints on the architect. 
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However, a ROI principal at one of the pilot PPP schools indicated there was little 

scope for innovation as requirements were standardized. Like their PPP counterparts, 

TP school principals in NI and ROI claimed that despite being restricted by the 

handbook there is also scope for innovation with TP builds.  

 
P2ROITP: When it comes to the orientation of the building and the light, general 
purpose areas, corridors and the finish they have quite a bit of latitude and if you 
have a good architect, you’ll get a lot in.  
 
While all interviewees believed responsibility for PPP school design and meeting 

specifications rests with the private sector, design risk is actually dependent on the 

circumstances giving rise to the issue, for example design defects are transferred to 

the D&C Co, while poor specifications may see design risk retained by DE or shared 

between both parties. Furthermore, while some scope for innovation exists, school 

design is largely dictated by DE building guidelines, with some input also from 

schools. This implies that a sharing of design risk is actually taking place, which is in 

line with empirical literature, but contrary to PAT and the procurement 

documentation reviewed where it is transferred to the private sector (Oudot, 2005a; 

b; Connolly et al., 2008). The design process for TP schools is similar to PPPs, with 

schools built in accordance with DE building guidelines and offering some scope for 

innovation with the contractor. Depending upon whether an employer design or DB 

output specification model is used for traditional procurement, design risk is either 

retained by the public sector or transferred to the private contractor. Recent 

developments in ROI such as the use of specimen designs have placed more onus on 

the public sector regarding PPP design, while new contracting regimes in NI and 

ROI have seen the private contractor accept more responsibility for design in TP 

schools. 

 
CONSTRUCTION RISK  

 
Construction risk refers to the financial implication of cost and time overruns during 

the construction period and related warranty repairs caused by poor building work 

once the school has been completed (ASB, 1998). With respect to construction risk, 

the main points arising from the literature in CHAPTERS FOUR and FIVE and the 

DA in CHAPTER SEVEN include assessing which party bears responsibility for 

construction risk, in terms of cost and time overruns and how defects post 
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construction are handled. Question 13 addresses this by asking interviewees which 

party they believe takes responsibility for construction, together with their 

experience with on-time delivery and defect rectification. 

 
Q13: Who has responsibility for cost and time overruns during construction 

and defects that arise post construction?  

 
Demonstrating that construction risk appears to rest with the PPP company, PA staff, 

design contractors and SPV managers from NI and ROI commented on the 

availability-based structure of payments with PPP schools where no monies are 

handed over to the SPV until the schools are delivered. This incentivises on-time 

delivery, as the D&C Co has to pay substantial compensation to the SPV if it is late. 

Construction risk therefore passes from the SPV to the builder with PPP contracts. 

Such dispersion of risk from the SPV is in line with findings from Demirag et al. 

(2012). 

 
C5ROIPPP: During design and construction all the risk is with the SPV but it would 
be passed down to D&C Co, with any delays heavily penalised. When the availability 
payments start, the SPV starts generating revenue and repaying the debt on the 
contract. 
 
While FM and PPP school principals were unaware of the details of the SPV 

payment mechanism as they are not contract signatories, they did have a broad 

understanding of this. The consensus from all interviewees was that stage payments 

are made to the builder with PPP and TP schools, with penalties being imposed for 

missing deadlines. Monies are withheld from the builder as retention under both 

forms of procurement, until the end of the defects liability period, so the builder also 

bears construction risk with TP projects and is incentivised to deliver on time.  

 
The timeliness of school handover with PPPs is associated with the SPV and D&C 

Co being responsible for cost and time overruns given the penalties involved. All 

interviewees commented on the on-time delivery of the PPP schools. SPV managers 

and FM in NI however outlined that problems with the standard of workmanship and 

extensive snagging19 can arise due to financial pressures for on-time completion with 

 
19 Snagging is the ‘process of checking a new building for minor faults that need to be rectified’ 
(Lexico, 2019). 
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PPPs. School principals, design contractors and PA staff in NI and all interviewees in 

ROI did not link build quality with PPP delivery schedules.  

 
Like their PPP counterparts in NI and ROI, ROI TP school projects tended to be on 

time while delays were noted with NI TP school builds. Post construction defects 

however featured with all the PPP and TP school projects examined in NI and ROI 

and are outlined below. 

 
All interviewees claimed they had encountered issues post construction but that the 

builder typically fixes them during the warranty period, once again demonstrating 

that construction risk rests with the contractor. For example, problems with a roof in 

a NI PPP school meant that the builder replaced it after only a few years. ROI PPP 

principals claimed glare issues were found to be a design defect that D&C Co 

resolved and that health and safety risks at a sports pitch were also subsequently 

rectified. 

 
P1ROIPPP: Material had been dumped underneath the top soil, and with rain and 
use, it came to the surface. They came back and fixed it at their expense.  
 
In addition, all interviewees involved with PPP projects, apart from PA staff in NI 

who did not raise it as an issue, claimed that while defects tend to be resolved, fixing 

them can be a lengthy process. For example, it took 11 years before the principal’s 

office in one of the earliest PPP schools in NI was soundproofed and the same 

timeframe before a sink was obtained for the woodwork room in one of the pilot 

(ROI-PPP) schools. These appear to be exceptional items, as such delays were not 

reported at the other schools.  

 
As expected, all interviewees involved with PPP projects, apart from principals in NI 

and ROI and PA staff in NI, further discuss the fact that disputes can sometimes arise 

in ascertaining the source of the latent defect for example, whether it is a design issue 

that falls on the design team, wear and tear that is FM’s responsibility, a construction 

matter for the builder or due to inferior specification and therefore the public sector’s 

responsibility. 

 
C3NIPPP: They say that is not a latent defect - it is wear and tear so it is a 
negotiation and sometimes an argument - FM say it is a latent defect if you don’t 
want to fix it we will and charge you back….it takes a while. 
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Regarding TP schools, TP principals, PA staff and design contractors in NI and ROI 

describe how the builder usually comes back to fix defects such as problems with 

rooves during the warranty period, indicating that they accept responsibility for 

construction risk. However, at one ROI TP school, the builder went bankrupt post 

construction and a number of issues relating to sewage were paid for by DE even 

though they had been the contractor’s responsibility. In fact, PA staff in ROI and 

SPV managers in NI commented that on occasion DE may end up paying for 

relatively minor issues that were the contractor’s responsibility at TP schools, 

whereas with PPPs, defects fall back on the SPV or its subcontractors. This was not 

identified as an issue by other interviewees.  

 
PA1ROITP: The Department usually pays - the alternative is to go down the legal 
route. For relatively minor issues DE will end up paying within the defects period. 
 
In agreement with theoretical and empirical literature in CHAPTERS FOUR and 

FIVE, together with the procurement documentation examined in CHAPTER 

SEVEN, construction risk seems to rest with the private sector given its acceptance 

of responsibility for on-time delivery and latent defects (Ball et al., 2001; Oudot, 

2005a; b; Khadaroo, 2014). However, in line with experiences at UK PPP hospitals 

noted by Broadbent et al. (2004), interviewees claimed that a rush for completion of 

building works has on occasion resulted in extensive snagging periods at the schools. 

Furthermore, while defects are typically resolved post construction, as expected due 

to subjectivities in the contract disputes may arise over whose responsibility they are, 

resulting in delays, which may adversely affect school users. In this context while 

construction risk largely rests with the private sector a portion remains with the 

public sector resulting in a degree of risk sharing. 

 
Construction risk also appears to be borne by the builder at TP schools. However, 

while not a regular occurrence, DE in NI and ROI may end up paying for relatively 

minor issues that were the contractor’s responsibility at TP schools, rather than go 

down the legal route.  
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DEMAND RISK 

 
This is the risk that demand will be greater or less than expected. It remains with the 

public sector if it is obliged to pay for availability regardless of whether it is required 

(ASB, 1998). In accordance with PAT, when demand risk is external to the relation, 

as happens with changing pupil numbers, it should be allocated to the least risk 

adverse partner, which is usually the pupil sector to minimise cost (NAO, 1999; 

Oudot 2005a; b). The key issue arising from the literature in CHAPTERS FOUR and 

FIVE, together with the DA in CHAPTER SEVEN, is which party bears 

responsibility for demand risk. Question 14 addresses this by asking interviewees 

where in their opinion responsibility for demand risk lies with PPP and TP schools. 

 
Q14: Who is responsible if student numbers fall and how is this handled? 

 
All interviewees involved with PPP projects in NI and ROI noted that falling pupil 

numbers was an issue for DE and that the SPV get paid regardless, demonstrating 

that demand risk rests with the public sector.  

 
C5ROIPPP: Our contracts are availability based, so it is weighted per sq. m of area 
of school. Pupil numbers don’t factor into it. It is not a risk we could have 
realistically controlled. 
 
Differences were noted between PA staff in NI and ROI over whether falling pupil 

numbers has an impact on the level of the unitary charge. In NI, PA staff claimed the 

payment may be reduced via contract renegotiation and a reduction in service levels.  

 
PA1NIPPP: With falling pupil numbers or no pupils the unitary charge may be 
reduced via renegotiation. 
 
Even though principals interviewed at the Bundle 2 (ROI-PPP) schools claimed pupil 

numbers were 20-30% lower than planned Long Term Enrolments (LTE), PA staff in 

ROI believed the unitary charge could not be reduced. 

 
PA3ROIPPP: No, not at all, you are locked in. 
 
In agreement with PA staff in NI, FM and SPV managers involved with a NI PPP 

school whose numbers fell so dramatically that it closed, claimed a reduction in 

service levels occurred, with resulting savings being passed on to DE-NI.  
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C4NIPPP: With falling pupil numbers the unitary payment wasn’t the same amount. 
We looked at areas that we didn’t need to clean every day and we had a cost saving 
on the pitch maintenance.  
 
Demonstrating further flexibility and collaboration with the DE-NI, characteristics of 

relational contracting (MacNeil, 1978; Darwin et al., 2000), FM and SPV managers 

in NI also noted that pupils from a local primary school were temporarily decanted to 

the empty PPP school mentioned above and that subsequently the vacant school was 

converted into a special-needs school.  

 
C5NIPPP: I think PFI sometimes gets unfairly branded as inflexible, but it depends on the 
attitude of the parties of the contract. We took the view, we signed a contract, it’s subject to 
change and we worked with the authority and made it work and that’s been very successful. 
 
All other PPP-related interviewees (FM and SPV managers in NI not linked with the 

school above, principals and design contractors in NI and ROI and PA staff, FM and 

SPV managers in ROI) expressed the view that the unitary charge remains 

unchanged with falling demand. The fact that some parties in NI claim it can be 

renegotiated with declining pupil numbers illustrates that the public sector does not 

always bear the full extent of demand risk. 

 
All interviewees involved with TP schools in NI and ROI claimed that managing 

demand was DE’s responsibility in terms of estimating demographic trends and that 

falling pupil numbers may lead to school amalgamations or reductions in the number 

of teachers.  

 
Therefore, in line with PAT, empirical literature and procurement documentation 

examined, all interviewees claimed that demand risk is borne by the public sector at 

the PPP and TP schools in NI and the ROI (Oudot 2005a; b; Hearne, 2011; O’Shea et 

al., 2018). Falling demand at UK PPP hospitals has been somewhat accommodated 

via reductions to FM services (NAO, 2002; Broadbent et al., 2008; Wang, 2011). 

Some interviewees claimed similar flexibility was shown with falling pupil numbers 

in NI when changes were made to the unitary payment, service levels and ultimately 

the type of school provided, leading to a degree of risk sharing. Working together to 

resolve issues with falling demand at the NI PPP school is characteristic of relational 

contracting. However, such flexibilities were not apparent at the ROI PPP schools; 

and not all NI interviewees expressed this view. 
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MAINTENANCE COST RISK  

 
Maintenance cost risk refers to assets used for service delivery not being properly 

maintained (NAO, 1999). Maintenance costs relate to both reactive and planned life- 

cycle maintenance and are not linked to design or construction defects. Literature 

reviewed in CHAPTERS FOUR and FIVE, together with the DA in CHAPTER 

SEVEN highlights the need to determine which party assumes responsibility for both 

reactive and scheduled maintenance costs (Oudot, 2005b; Khadaroo, 2008; 2014). 

Questions 15-16 address this by asking interviewees which party looks after reactive 

maintenance including how quickly matters are handled and who takes control of 

routine maintenance. For comparison purposes, interviewees were then asked in 

Questions 17-18 about maintenance at TP schools and how they believed it differs 

from PPPs. 

 
Q15: Who is responsible for maintenance when, for example, the school is 

broken into, equipment is damaged or there are problems with the sports 

grounds? 

 
In line with prior research (Oudot, 2005b; Khadaroo, 2008; 2014), and the 

procurement documentation examined, all interviewees involved with PPPs in NI 

and ROI claim that maintenance and vandalism caused by external parties at PPP 

schools is the FM Co’s responsibility while damage caused by pupil vandalism 

within school hours remains that of the school.  

 
P2ROIPPP: Maintenance and wear and tear would be the FM Company…but…if 
there’s extreme damage done by individual students that’s the school’s 
responsibility. 
 
FM Co taking charge of maintenance has enabled PPP school principals to focus on 

their core business of educating children, as Connolly et al. (2008) and the DA have 

suggested. 

 
Upon reviewing the PPEs as part of the DA, NI PPP principals appeared to be 

satisfied with response times for reactive maintenance and the level of service 

provision provided. Similarly, when interviewed, all parties involved with PPP 

procurement in NI and ROI, apart from design contractors, noted that the output 

specification provides a timescale for rectification periods and that the penalty 
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mechanism, incentivises maintenance matters to be handled quickly. Apart from 

design defects, design contractors are not heavily involved in operational aspects and 

subsequently were unable to comment on the speed of maintenance provision.  

 
C3NIPPP: There is a timescale for everything. There is a temporary fix and a 
permanent fix depending on what the actual discipline is and some of them are very 
tight. If we don’t permanently fix something by the due date we have a financial 
penalty for it.  
 
However, PA staff in ROI, design contractors, FM and SPV managers in NI and ROI 

outlined how delays can sometimes occur, when disputes arise over which party is 

responsible for maintenance; for example, whether a matter is a D&C Co defect or 

down to poor maintenance by FM.  

 
C5NIPPP: Maintenance issues are dealt with quickly. The things that take a longer 
time, are where there’s a dispute over whose responsibility it is.  
 
C6ROIPPP: If it is a bit of a grey area, was it being maintained properly, was it 
installed properly then those arguments tend to drag things out. 
 
Such disputes were previously mentioned when discussing differing perspectives 

associated with the relational theory of risk (Section 8.3). Similarly, poor response 

times and reluctance to fix necessary repairs has been noted by Hearne (2011) with 

respect to the pilot (ROI-PPP) schools. Disputes over responsibility for maintenance 

were not raised by other interviewees. 

 
Q16: Who has responsibility for routine repairs and maintenance?  

 
Maintenance is not just reactive in nature but also refers to routine, planned 

maintenance, which is conducted to prolong the lifespan of items, fulfil life-cycle 

requirements, statutory obligations and hand-back provisions. When asked about 

who is responsible for routine repairs and maintenance, all interviewees in NI and 

ROI believed that this was FM Co’s role. PPP principals are given an opportunity to 

walk around their school with the FM, at least on an annual basis, to see what needs 

to be upgraded. While key interventions regarding maintenance and life-cycling have 

been agreed upon, according to all interviewees involved with PPP procurement, 

apart from SPV managers in ROI, there appears to be some degree of flexibility in 

how the life-cycle budget is spent. The PPP company working with the principal in 

this manner is another example of relational contracting at play (Darwin et al., 2000; 
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Reeves, 2008). 

 
P5ROIPPP: If the carpet is good in five rooms and it’s poor in the other five we 
don’t ask for 10 carpets, we settle for five but then we might look for something else. 
 
PA1NIPPP: If things don’t need to be replaced i.e. doors – other things can be 
granted in lieu by local agreement. No one is a victim – everything can be changed 
by agreement. 
 
In contrast, ROI SPV managers claim that once the output specification and hand 

back provisions are met, if money is not spent on some items in a particular year they 

are not actively seeking to pay for something in lieu. 

  
C6ROIPPP: If we have 500 grand to spend and we are not going to replace the 
carpets, we are not going to look for something else to replace, we just keep the 
money and let it roll on. 
 
Sussex (2003) sees the transfer of maintenance cost risk as a key benefit of PPP over 

traditional procurement and has commented on how lower lifetime costs for 

maintenance can be incorporated into the design for PPP hospitals. To draw 

comparisons between PPP and TP schools, responsibility for maintenance and how 

service provision differs is discussed below. 

 
Q17: Who has responsibility for maintenance with Traditionally Procured 

schools?  

 
School principals, PA staff and design contractors in NI and ROI noted that 

maintenance issues and security breaches fall back on the principal to resolve in TP 

schools.  

 
P1ROITP: As principals of schools we are expected to do human resources, to be in 
charge of maintenance and risk and yet we trained as teachers who move up the 
system.  
 
PA staff in NI however indicated that DE-NI assists with maintenance for controlled 

and maintained TP schools, while voluntary grammar and integrated schools have to 

resolve matters in-house themselves.  
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Q18: How does service provision, particularly in relation to maintenance, differ 

between PPP and Traditionally Procured schools? 

 
For comparison purposes, maintenance provision was discussed with interviewees 

(principals, PA staff and design contractors) from both types of school. FM and SPV 

managers associated with PPPs also commented on service provision. All 

interviewees involved with PPP procurement in NI and ROI, apart from design 

contractors who had limited input at the operational phase, claimed that penalty 

imposition with PPPs provides the impetus to do a good job and that since 

maintenance is more preventative in nature with PPPs, there is less deterioration 

through use than at TP schools, as is also noted in the residual value risk section.  

 
PA3ROIPPP: From a deterioration point of view there is very little to distinguish a 
PPP school from the day it opened … it is pristine whereas possibly some of the TP 
schools look a little bit tireder. PPP schools are constantly being monitored and paid 
on that performance….  
 
P3NIPPP: I think the standard of the building and the maintenance would be the 
biggest plusses … You just have to look around this school, it doesn’t look its age it’s 
very well kept. 
 
In line with the Audit Commission (2003), PPP and TP school principals and PA 

staff in NI and ROI further commented that more planned maintenance is conducted 

at PPP schools, as monies are ring-fenced for it and the risk is transferred and priced, 

whereas funds are not always available with TP schools, particularly in times of 

budgetary constraints. Other interviewees did not raise funding as an issue in relation 

to maintenance of PPPs.  

 
PA3NIPPP: The maintenance allocation for TP schools has been significantly 
reduced this year. No planned maintenance will be carried out – only reactive and 
Health and Safety issues will be dealt with. Monies are however ring-fenced for 
maintenance with PPP.  
 
In addition, according to all interviewees apart from (NI PPP principals, PA staff and 

SPV managers in ROI), FM staffing levels are greater in PPP schools in NI and ROI 

than the allocation given to TP ones, affecting the level of maintenance provided. 

This issue was not raised as a concern by the other interviewees. 

 
P3ROIPPP: The lads are here from eight in the morning until half six in the evening. 
They're constantly checking. There are two of them and a bunch of cleaners as well. 
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The building is very well maintained. In traditional schools, you might have one and 
a half staff in a massive school trying to clean them, trying to do everything. … It 
doesn't work. 
 
PA3NIPPP: Staffing levels are higher with PPPs. The PPP principal reports 
something and it gets fixed they don’t have to go through all the channels as is the 
case with traditional procurement. 
 
FM staffing levels are particularly low in ROI TP schools as the quote below 

outlines. 

 
P2ROITP: We have two cleaners and we take in a minimal amount of additional 
cleaning. It’s the miracle of the loaves and fishes …We have one full-time caretaker 
which is your typical provision for a school of any size, so whether you have 200 or 
2,000 you get one caretaker.  
 
Elaborating further on the levels of service provision and standard of the building 

provided at PPP schools, one PPP school principal in ROI and ROI FM contrasted 

private sector expertise regarding school management with the variation in skillsets 

of TP school principals.  

 
P4ROIPPP: With PPP there’s expertise there in relation to maintenance and 
building whereas before in the traditionally procured school we were very much 
dependent on a staff member or principal having that expertise or that interest so it’s 
more ad hoc. 
 
Similarly, one of the ROI TP school principals noted that quality of TP school 

buildings and maintenance depends on the interest of the principal, and that 

recognition should be granted by way of budget to TP school principals who look 

after their schools.  

 
According to all interviewees another finding was that statutory maintenance and 

health and safety procedures are more formalised at the PPP schools as FM Co are 

contractually bound to conduct such testing. In comparison, while still mandatory, 

management of health and safety risks at TP schools is more ad-hoc in nature and 

again somewhat dependent on knowledge levels of the principal, its staff and 

management team. 
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OPERATING COST RISK  

 
This refers to the risk that operating costs are greater or less than expected (HMT, 

1997; NAO, 1999). Sharing of operating cost risk is advocated by PAT, as it contains 

both project specific and external macro elements, and the private contractor may 

charge significant premiums for assuming uncertainty with operating costs, reducing 

the project’s value for money (NAO, 1999; Oudot, 2005a; b). 

 
The key issues arising from the literature in CHAPTERS FOUR and FIVE and DA 

include determining which party bears the risk of fluctuating operating costs and 

whether changes can be made to service provision over time, as HMT cost saving 

guidance suggests (Broadbent et al., 2004; HMT, 2011). These issues are addressed 

by asking interviewees in Question 19 what happens if operating costs for PPP 

schools are greater or less than expected. Whether services can be de-specified or 

reductions made to service levels is also discussed. 

 
Q19: What happens if operating costs are greater or less than expected? 

 
In agreement with PAT, but contrary to empirical literature and the DA which 

demonstrated a tendency for this risk to be transferred, NI PPP principals, PA staff, 

FM and SPV managers in NI and ROI claimed that operating costs can be 

benchmarked on a regular basis or services re-tendered, thus implying that operating 

cost risk is actually shared. Principals in ROI and design contractors in NI and ROI 

were unsure how fluctuations in operating costs were handled in PPP schools.  

 
PA3NIPPP: In some of the contracts, there is a facility to benchmark insurance and 
soft services costs. Costs can be increased or decreased.  
 
C3ROIPPP: It happens every 5 years. It is only on 4 to 5 services. We are actually 
going through a benchmarking exercise at present.  
 
In relation to TP schools, PA staff in NI and ROI claim that DE bears the price of 

rising costs. However, TP principals in NI and ROI commented that schools 

themselves suffer as budgets are often cut despite expenditure increases. Other 

interviewees were not involved with the operational side of TP schools. 

 
Interviewees were also asked whether changes to service level provision were being 

adopted. In line with HMT’s cost saving guidance (HMT, 2011), PA staff, FM and 
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SPV managers in NI seem more favourably disposed to the idea of de-specifying or 

reducing service levels with PPP contracts than their ROI counterparts. Since such 

changes can be administered at low cost via DE-NI notice of change, a degree of risk 

sharing is accommodated. 

 
PA1NIPPP: Risks haven’t been renegotiated part way through the project so far but 
we are considering this, do you want to de-specify a service, should pest control be 
eliminated and just pay for it when it is needed or windows cleaned two rather than 
three times a year.  
 
In contrast, SPV managers and PA staff in ROI focused on the cost/benefits of 

implementing changes, as a reduction in service levels has repercussions for the 

payment mechanism and requires redrafting of the contract. Other interviewees 

lacked sufficient contract knowledge to comment on this. 

 
RESIDUAL VALUE RISK 

 
Residual value risk is the risk that on contract completion the property will be worth 

more or less than expected at the outset (ASB, 1998) or that the project asset (i.e. the 

school building) is not required at the end of the contract period (Comptroller and 

Auditor General (C&AG), 2004). It is borne by the party that takes over the PPP 

capital assets at the end of the project (NAO, 1999). A review of the literature and 

the DA conducted has highlighted the need to determine which party assumes 

responsibility for residual value risk on contract completion (Ball et al., 2001; Oudot, 

2005a; b; Reeves and Ryan, 2007) This is addressed by asking what will happen to 

the school building at the end of the contract (Question 20). Comparisons are drawn 

with TP schools regarding the life expectancy of buildings. 

 
In line with the theoretical and empirical literature (see CHAPTERS FOUR and 

FIVE), the DA found that residual value risk was retained by the public sector for the 

ROI-PPP school projects and was retained or shared for the NI-PPP schools (see 

CHAPTER SEVEN). Similarly, all interviewees involved with PPP procurement in 

NI and ROI commented that the school will revert to the DE at the end of the 

contractual period in accordance with hand-back provisions and specified residual 

lives, implying that this risk is retained by the public sector. 
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C3NIPPP: They are handed back to DE as day one. We hand it back after 30 years 
like a new school. 
 
C5ROIPPP: They have to be handed over as day one or even better. There is an 
expectation that elements will have a residual lifetime left as outlined in the contract.  
 
Residual value risk was also considered with respect to TP schools, which are 

handed over to DE when built while PPPs are maintained by FM Co throughout the 

contract’s lifetime and handed back on contract completion. In both cases, the public 

sector needs to consider continuing use for the project asset and monitor its residual 

value. As previously mentioned in the maintenance risk section, all interviewees 

involved with PPP procurement, apart from design contractors who did not raise it as 

an issue, commented on the increased life expectancy of PPP school buildings due to 

greater levels of maintenance provided, compared to their TP counterparts.  

 
P6ROIPPP: In 25 years’ time, I’ve no doubt the PPP school will be perfect and it 
will last 50, 60 years. You will get double the life out of it compared to TP schools.  
 

UNDERPERFORMANCE AND NON-AVAILABILITY RISK  

 
Underperformance and non-availability risk is the risk that deductions for poor 

service delivery or non-availability of assets will be greater or less than expected 

(HMT, 1997; ASB, 1998). The literature reviewed in CHAPTERS FOUR and FIVE, 

in conjunction with the DA in CHAPTER SEVEN, highlights the need to determine 

which party actually bears responsibility for school availability and service provision 

and when things go wrong the risk that penalty deductions imposed for 

underperformance and non-availability will be greater or less than expected. Under-

enforcement of penalties with PPP contracts has been noted in the empirical 

literature, particularly with respect to the earlier projects, affecting the level this risk 

has been transferred (Audit Commission, 2003; Robinson and Scott, 2009; Hearne, 

2011). Such under-enforcements have been linked with inadequate resources for 

contract management, difficulty interpreting the output specification and the 

safeguarding of working relationships (Khadaroo, 2008; Reeves, 2008; Robinson and 

Scott, 2009). Sussex (2003) has also outlined the potential for penalty clauses to be 

implemented with service contracts at TP schools. Question 21 addresses 

underperformance and non-availability risk by asking interviewees what happens if 

the school/classroom is unavailable or there are problems with services. The 
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responses, which will be discussed in turn, identified: which party is responsible 

regarding service provision and non-availability; the flexibility that is shown when 

issues are logged on the help desk; the level of contract monitoring that is taking 

place and how penalty enforcement has changed over time. To draw comparisons, 

interviewees were asked whether penalties could be imposed on contractors in TP 

schools (see Question 22).   

 
Q21: What happens if the school/classroom is unavailable or there are problems 

with services?  

 
When asked this question, all interviewees involved with PPP procurement discussed 

the fact that unavailability/service issues are logged on the help desk and, if they are 

not resolved within the agreed rectification period, penalty deductions are applied. 

Penalties were imposed for unavailability caused by an office flood, sub-standard 

sports pitches, defective heat controls, leaking pipes or when design and construction 

defects have not been resolved.  

 
P2ROIPPP: The football pitch wasn’t fit for use for the first year so they would have 
had big penalties there - the grass wasn’t growing properly, there was bare patches 
and hollows. 
 
P3NIPPP: There was a flood in one of the offices and I think the room was 
unavailable for three days - that would have been a charge. 
 
The above responses indicate that the risk that penalties would be applied for 

underperformance and non-availability rests with the private sector, which is in line 

with procurement documentation and PAT. However, interviewees were also probed 

regarding flexibility with logging issues on the help desk, with local agreements 

linked with relational contracting and potentially leading to an under enforcement of 

penalties. Local agreements have played a role in service delivery at NI PPP schools 

in the literature, with FM providing ‘favours’ to the school when flexibility was 

shown regarding penalty imposition (Khadaroo, 2008). Similarly, collaboration and 

good working relationships also featured at the ROI pilot PPP schools when issues 

were dealt with via negotiation and reciprocity rather than immediate recourse to 

penalties (Reeves, 2008).  
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In line with empirical literature, a desire to maintain good working relationships, has 

led to the emergence of local arrangements at PPP schools with all interviewees 

acknowledging their presence, apart from design contractors who have limited 

involvement at the operational phase. For example, according to NI and ROI PPP 

principals, extensions on the help desk may be granted and if FM has serious issues it 

may ask for additional time before the problem is reported. In return, schools receive 

items free of charge such as the installation of shelves. While claiming the penalty 

mechanism improves service delivery, PPP school principals in NI and ROI noted 

that they provide FM with a degree of flexibility and do not report everything on the 

help desk. This is despite the fact that if something is not logged there is no record of 

the issue.  

 
P1ROIPPP: We have a good relationship at a local level and try to give them every 
opportunity to resolve things. In most cases, they are very proactive. If something 
drags on or there is an issue, we would be logging it and ensuring the penalty was 
being applied to incentivise them… They would also be flexible with us. 
 
P1NIPPP: We try to be as flexible as possible with FM because it is give and take. 
We ask FM to fix issues first before we put them on the helpdesk. They are happy to 
assemble flat pack furniture or put up shelving and frequently there would be no 
charge. 
 
Reiterating the views of principals, FM and SPV managers in NI claim clients 

provide some flexibility if response times are not met or short staffing arises and are 

given free of charge items in return. The arrangement therefore benefits both parties. 

However, if clients start becoming contractual and penalise FM Co., free of charge 

items will no longer be provided and penalties are offset against the ‘free of charge’ 

work. FM in NI providing items free of charge and showing altruistic tendencies is 

therefore dependent upon the client showing flexibility and being less contractual.  

 
C4NIPPP: The client always gets more than they are entitled to by working with us 
but equally they aren’t too fussed if you can’t hit a response time as long as it is not 
happening all the time.…Some clients put the contracts to one side because they are 
getting a lot more from us than the client who is being very onerous with the 
contract. We wouldn’t give them any scope for free of charge items……. if the client 
does try to penalise us we would offset it against what we have done to date free of 
charge so whilst no money exchanges hands there is a mechanism there to go 
through that deduction. 

Local agreements have also arisen to facilitate operational matters. For example, ROI 

FM noted that schools may on occasion deny FM access to fix faults as they require 
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the use of the classroom for a specific time period. As this results in FM being unable 

to fulfil their contractual obligations, such arrangements are accommodated locally. 

While acknowledging the presence of local agreements, PA staff in NI and ROI 

involved with PPP procurement are however unsurprisingly taking a more contractual 

stance and encouraging schools to put everything on the help desk to obtain the 

requisite service provision. 

 
While issues are logged on the help desk and penalties have been imposed for poor 

service provision or non-availability a degree of flexibility has been shown with the 

payment mechanism. Consistent with relational contracting, local agreements noted 

by the interviewees help to foster good working relationships and facilitate flexibility 

with school operations, including providing items free of charge and fixing things 

when it is most convenient for the school and not just to fulfil deadlines set by the 

output specification. Furthermore, in line with the PPEs reviewed as part of the DA, 

interviewees have found service provision at the PPP schools to be largely 

satisfactory with the threat of penalties providing the impetus to do a good job. 

However, while it may be argued that the threat of penalties leads to action, the 

presence of local arrangements and flexibility with reporting issues means that the 

level of risk transferred for underperformance and non-availability may be less than 

expected. 

 
Insufficient contract monitoring and lack of contract knowledge, linked with 

Lonsdale’s framework, have also led to under-enforcement of penalties for service 

standards and unavailability issues (Lonsdale, 2005b; Reeves, 2008; Hearne, 2011). 

It can lead to issues being ‘closed off’ but not completed, resulting in poor service 

delivery and therefore calling into question the extent to which underperformance 

and non-availability risk is being transferred to the private sector. Interviewees were 

prompted regarding contract monitoring and about how DE tries to ensure that issues 

were resolved within the time and to the required standard.  

 
In NI, PPP principals, PA staff, FM and SPV managers claimed that DE contract 

managers conduct audits of the help desk to ensure things are done as expected and 

meet with FM to discuss the help desk reports. If matters are ‘closed off’ but not 

done reporting penalties apply. While sometimes this may be due to human error, on 

other occasions it may be down to differences in interpretation, highlighting the 
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social construction of risk (see Section 8.3). Monthly meetings are also held between 

school management, PPP representatives and the contract manager to identify any 

issues and ensure they are rectified.  

 
Similarly, in ROI, monthly meetings take place between the SPV, FM Co and the 

NDFA, while quarterly meetings are scheduled with the school principals from each 

bundle, the DE, the NDFA, the SPV and FM Co where any concerns are outlined. As 

principals from the same bundle are present at these meetings any issues noted are 

checked to see if they affect other schools within the same group. As in NI, 

additional deductions apply for reporting failures. All interviewees involved with 

PPPs in ROI, apart from design contractors whose knowledge of the operational 

phase is limited, claimed that principals as end users have a clear role in verifying 

whether items that have been closed off have been completed satisfactorily.  

 
P2ROIPPP: A report is prepared by FM Co and it’s sent to the NDFA. They will 
send it back to us to see it’s verified and that it’s a true record of what actually 
happened.  
  
When discussing contract monitoring, this additional internal control where the 

principal confirms the status of help desk items on a monthly basis was not alluded 

to by interviewees of the NI PPP schools. The PPEs reviewed as part of the DA 

however noted that school management in NI receive regular help desk reports 

detailing issues logged and how they have been resolved. In addition, Khadaroo 

(2008) claims that teachers sign off on the help desk report when their requests have 

been fulfilled, albeit on an ad-hoc basis at the NI Pathfinder PPP schools.  

Contract monitoring is evident in NI and ROI. Principals in ROI verifying the status 

of help desk items is important since schools are expected to monitor PPPs despite 

not being contract signatories (Edwards and Shaoul, 2003a, Khadaroo, 2008). 

However, implementation of this control appears to be on an ad-hoc basis in NI. 

 
In line with Khadaroo (2008) and Hearne (2011), interviewees discussing contract 

knowledge in Section 8.2 noted that improvements have been made to contract 

monitoring of PPP school contracts in NI and ROI over time. Outlining how penalty 

enforcement has evolved, a PPP principal and SPV manager claimed that penalties 

were only recently applied to their NI Pathfinder school projects, partly due to the 
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enhanced skillset of the contract manager, coupled with the fact that the client is 

getting savvier and realising they should use the penalty regime on projects. 

 
P3NIPPP: The first time we imposed penalties would have been about two or three 
years ago, but that was due to a change in contract manager who was more tuned 
into the contract.  
 
Improvements to contract knowledge have partly been facilitated by a PPP forum, 

where DE-NI contract managers share experiences across a number of projects. 

Penalty enforcement has therefore changed over time as DE-NI knowledge levels 

have increased. In addition, FM and SPV managers claim there was a greater sense 

of working together in the early days of the NI Pathfinder projects that may also 

account for the lack of enforcement, contrary to Darwin et al. (2000) who expect a 

more transactional approach with early projects.  

 
C5NIPPP: In our early Pathfinder Projects, there were no deductions ever on our 
performance…..Everybody was new to the whole protocols, and there was much 
more sense of working together to make it work. More recently, there’s more of a 
tendency to look for ways to deduct money from you. I think clients have a bit more 
savvy. In that, they have a deduction regime so why not use it. 
 
Under enforcement of penalties in the early stages however meant that risks DE-NI 

paid to transfer were not allocated as expected (see Section 8.2).  

 
FM and SPV managers in NI further commented that while penalties are applied, 

they have been minimal to date on projects. Similarly, principals, PA staff, FM and 

SPV managers in ROI claimed that little penalties have been deducted from their 

projects to date. As in NI, FM and SPV managers in ROI mentioned that few 

penalties have been incurred on the pilot projects (ROI-PPP) due to proactive staff 

and good relationships on the ground, an aspect of relational contracting. 

 
C5ROIPPP: Year to date on the pilot bundle is nil. It is very well grooved in, it is 13 
years in operation, they know what they are doing and are very proactive with very 
good relationships on the ground. The payment mechanism is slightly less onerous 
on it also. 
 
However, in line with Hearne (2011), ROI SPV managers and PA staff in ROI also 

believed that this was down to lower contract compliance before the NDFA’s 

involvement, as the contract knowledge section has previously highlighted. As noted 
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earlier, PA staff in ROI appear to be more contractual, in contrast to the relational 

approach noted above by FM and SPV managers. 

 
PA3ROIPPP: The payment mechanism wasn’t being managed as tightly as it could 
have been in terms of deductions, with breaches of time limits to rectify an incident. 
….. The NDFA are managing them a lot tighter than DE. In the past there was a 
degree of Stockholm syndrome where the teaching staff got very comfortable with 
FM, at the expense of the terms of the contract…..It is all about educating teaching 
staff to use the help desk. 
 
Over time, FM and SPV management in NI and ROI claim that PA staff have 

become contractual. The payment mechanism is more onerous in terms of its 

rectification response times and items are more prescriptive due to increased contract 

knowledge on behalf of the public sector.  

 
C4NIPPP: The response and rectification times are a lot tighter, so the schools are 
getting a quicker response. They are getting a lot more detailed about what they 
expect you to maintain and to what standards. The length of grass wasn’t really 
specified in the early PFI Pathfinders. Now grass for soccer can’t be any more than 
50mm so you would see the client going out with a ruler.  
 
In line with empirical literature, penalty enforcement in NI and ROI has therefore 

been a function of contract management and increased contract knowledge but is also 

affected by local agreements and relational contracting that may limit the extent of 

risk transfer.  

 
Q22: Can penalties for poor performance or non-availability be imposed on 

contractors in Traditionally Procured schools?  

 
To compare what happens with traditional procurement, interviewees were asked 

whether penalties for poor performance or non-availability could be imposed at TP 

schools. TP principals in ROI claimed this would be difficult and commented that 

catering contracts could instead be put out to tender, or matters resolved via dialogue 

with the cleaners. In contrast, while TP principals and PA staff in NI believed their 

service providers could potentially be docked money, they favoured negotiating 

verbally with them first. Differing opinions were therefore noted between 

interviewees in NI and ROI regarding the possibility for penalty imposition with TP 

schools and presently it seems not to be practiced, with the burden for service 
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delivery and non-availability resting with the TP principal. Other interviewees were 

unable to comment as they did not have exposure to service provision at TP schools. 

 
GENERAL AND SPECIFIC LEGISLATION RISK  

 
This is the risk that a PPP deal may be affected by regulatory changes, with the NAO 

(1999) claiming the private contractor should accept risks relating to general 

regulatory changes that affect all businesses (e.g. changes in taxation rates), while 

industry-specific legislation should be retained by the public sector. PAT however 

suggests that external risks relating to regulatory changes should be allocated to the 

least risk averse partner, which is usually the public sector (Oudot, 2005a; b). 

The key issues arising from the literature (CHAPTERS FOUR and FIVE) and the 

DA (CHAPTER SEVEN) include ascertaining which parties bear responsibility for 

general and specific legislation risk (see Question 23). 

 
Q23: Who do you believe bears the cost of changes to legislation with school 

projects?  

 
In line with the empirical literature reviewed in CHAPTER FIVE and the majority of 

procurement documents examined, NI PPP principals, PA staff, FM and SPV 

management in NI and ROI claimed that legislative changes specific to schools are 

DE’s responsibility whereas the cost of general changes to law are borne by the SPV. 

PPP principals in ROI seemed unsure what happens regarding legislative changes. 

 
SPV managers in ROI further elaborated that the SPV must notify and charge DE for 

implementing general changes to legislation within six months, otherwise it becomes 

the SPV’s responsibility. Therefore, in this scenario, the risk is shared between both 

parties, indicating that lessons may have been learnt from earlier projects.  

 
According to TP principals, PA staff and design contractors in NI and ROI, 

responsibility for general and specific legislative changes rests with the public sector 

at the TP schools.  
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OBSOLESCENCE RISK 

 
This is the risk that the quality of service delivery is adversely affected if equipment 

or other assets used become obsolete (NAO, 1999). Following PAT principles, 

obsolescence is a project specific risk and one that should be allocated to the private 

sector, as they are best able to control it (NAO, 1999; Oudot, 2005b). A review of the 

literature in CHAPTERS FOUR and FIVE and the DA presented in CHAPTER 

SEVEN has highlighted the need to understand which party is responsible if furniture 

and equipment needs to be replaced earlier than expected through obsolescence, wear 

and tear or pupil vandalism (see Question 24). Comparisons are also made with TP 

schools. 

 
Q24: Who is responsible if furniture and equipment needs to be replaced earlier 

than expected?  

 
According to all interviewees involved with PPP procurement, apart from design 

contractors who lack experience with the operational phase, the SPV is responsible 

for replacing furniture, fixtures and equipment supplied and maintained by them. 

 
PA3ROIPPP: If the carpet has deteriorated ahead of time, they carry that risk - it 
has always got to be serviceable. 
 
However, DE replaces items provided on a supply-only basis by the SPV (i.e. where 

there is no obligation to maintain them). One NI PPP principal, PA staff and SPV 

managers in ROI and FM in NI and ROI claim if items are obsolete but still in 

workable condition principals can struggle to get them replaced, as the SPV 

replenishes items per the contract specification at day one. This demonstrates that the 

school and DE also bear a portion of obsolescence risk, contrary to PAT and the 

procurement documentation examined, where it was largely transferred to the private 

sector. Other interviewees did not raise the sharing of obsolescence risk in this 

manner as an issue. 

 
P3NIPPP: There are certain things we feel are obsolete, an example would be the 
switchboard, twelve years on it’s not fit for purpose, but I’m having great difficulty 
getting anything done with that. 
 
Despite this, FM and SPV managers in ROI mentioned that while not a contractual 

requirement, when life-cycling items, they embrace new technologies if affordable, 
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showing a degree of flexibility. Other interviewees, school principals, PA staff and 

design contractors in NI and ROI and FM and SPV managers in NI did not express a 

view on such flexibility in these circumstances.  

 
C2ROIPPP: We are only expected to change like for like but we would always look 
at the technology that’s out there and see if it’s within budget. 
 
All interviewees noted that the SPV is responsible for the initial fit-out of schools. In 

ROI, PA staff, school principals, FM and SPV managers claimed that DE equipment 

lists for the initial fit out are out-dated which has resulted in items sometimes being 

bought by the SPV that were never used. In contrast, since teachers are involved with 

procurement of equipment in a TP setting they can advise on any new curriculum 

requirements. The above issue permeates across the ROI PPP school bundles and 

was also previously noted by Hearne (2011) at the pilot schools, but was not raised 

as a concern by NI interviewees.  

 
P1ROIPPP: The DE equipment lists need to be reviewed and updated. There is stuff 
on the list that is supplied because it has to be but isn’t used for example shooting 
boards in woodwork rooms or in other areas like Science.  
 
Regarding NI and ROI TP schools, DE pays for the initial fit out and school 

principals are generally responsible for sourcing the original loose furniture and 

equipment, with replacements taken from their annual budget.  

 
CONTRACTOR DEFAULT RISK  

 
This risk looks at which party is responsible for payment of bank financing and 

sourcing another contractor in the event of contractor default during the construction 

and operational phases (HMT, 1997, NAO, 1999). In accordance with PAT 

principles, project level risk such as insolvency of sub-contractors should be 

transferred to the private sector as it is responsible for this risk (Bing et al., 2005; 

Oudot, 2005b). Substantial risk premiums are paid for transferring risk with PPP 

projects. However, owing to their statutory obligations, project default risk rests with 

the public sector and has resulted in governments bailing out projects in the UK, ROI 

and elsewhere (Ball et al., 2001; Edwards et al., 2003b; Edwards et al., 2004; 

Hearne, 2011; Burke and Demirag, 2015). The key issue arising from the literature 
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and the DA involves determining which party assumes responsibility with contractor 

default and is addressed by Question 25. 

 
Q25: What would happen in the case of contractor failure during the 

construction/operational phases? 

 
Two NI PPP principals had not experienced contractor failure and were unsure what 

happens in this situation. All other NI and ROI PPP principals interviewed had been 

exposed to it, but claimed they were not directly affected, as the process was 

seamless and managed externally by the SPV, albeit that subcontractors suffered.  

 
P1NIPPP: What the PPP Co did was they engaged with a number of contractors. 
One went bankrupt and because it was a consortium the two remaining ones took on 
the work of the other one…. We weren’t affected by it. 
 
Like the principals, all other interviewees alluded to the fact that the onus is on the 

SPV to source another construction contractor, as it suffers huge penalties if 

handover dates are delayed. Risks relating to liquidation of the design build 

contractor therefore fall back on the SPV. Lender agreements require the provision 

of a bond from contractors to cover liability and may also impose the appointment of 

more than one builder to minimise delays in the event of contractor failure. As the NI 

PPP principal highlighted in the quote above, FM and SPV managers in NI and PA 

staff in ROI noted that joint ventures (JV) existed in both jurisdictions for two of the 

PPP bundles, resulting in one builder taking over when the other went bankrupt. The 

use of JV as a protection mechanism was not raised as an issue by other 

interviewees. In addition, if FM are failing operationally they can be served with a 

warning notice prior to termination. Bundle 5 schools in ROI were recently affected 

by the collapse of Carillion. However, the other shareholder in the SPV for this 

group of PPP schools has sought a replacement builder and FM provider, so the 

schools will still be delivered, as the interviewees above noted with the earlier 

projects (Department of Education and Skills (DOES), 2018b; O’Brien, 2018).  

 
While contractor failure results in a somewhat smooth transition for PPP schools, 

according to PA staff, TP principals and design contractors in NI and ROI, PPP 

principals and FM in ROI, with TP school builds, a bond is called in, the project just 

stops and has to be retendered. Ensuring delivery of the TP school can then be a 
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lengthy process for the DE and the principal. Since all contracting parties, plus end 

users are affected, a degree of risk sharing is present. When asked about contractor 

failure, other interviewees (SPV managers in NI and ROI, NI PPP principals and NI 

FM) did not raise the difficulties faced by TP projects as an issue. 

 
P6ROIPPP: I know a traditionally procured primary school where it’s happened, 
it’s a nightmare for the principal. Because they are the contract manager now. It 
takes ages and you never get back everything… Because this was a PPP when the 
contractor went broke the SPV sorted it out.  
 
PA1ROITP: This has happened. The bond is called in. The bondsman can propose 
a replacement contractor. If they don’t cover it we will call on the amount of the 
bond and tender for a replacement contractor. We would enter into a new contract 
and the process is lengthy by its nature. 
 
C2NITPPPP: If a contractor goes bust under traditional procurement, well then 
everybody has a problem and things just stop. 
 
In line with PAT and the procurement documentation examined, but contrary to 

empirical literature, interviewees noted that contractor default risk was transferred to 

the private sector with the PPP schools. 

 
THIRD PARTY REVENUE RISK 

 
This is the risk that third party demand for the property will be greater or less than 

expected (HMT, 1997). In accordance with PAT, if third party revenue is something 

the private contractor can control, they may accept this risk, however if the public 

sector is able to influence third party usage then it may be retained by them, or 

shared, so allocation is context specific. A review of the literature in CHAPTERS 

FOUR and FIVE and the DA conducted in CHAPTER SEVEN has highlighted the 

need to assess which party bears the risk of fluctuating third party income. This is 

addressed by considering what happens when the school is used after hours 

(Question 26, APPENDIX 5).  

 
All PPP school principals in NI and ROI interviewed discussed the fact that they are 

given a bank of hours annually for after-school use during which FM provide 

caretaking services to the school. The hours are contractually agreed, unique to each 

school and are paid for by the unitary charge. The banked hours, otherwise known as 

a ‘basket of hours’, can be used either for school purposes or community use. In line 
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with empirical literature and the business cases examined, all interviewees involved 

with PPP procurement, apart from design contractors whose knowledge of the 

operational stage is limited, claimed that the school retains third party revenue within 

its basket of hours, but outside of this it is shared between both parties, implying that 

the risk is shared. 

 
SO1NIPPP: If it is for community use we can give it to them free, or we charge and 
that comes back to the school. We get the money within the basket of hours. If we 
were to hire it outside the basket of hours we would share the money. 
 
While PPP principals and ROI FM noted that not all banked hours are used in ROI 

wasting resources, NI FM claimed flexibility exists for them to be reduced via a DE 

change notification. When asked about after school usage, other interviewees did not 

raise this as an issue. Third party use is not just linked to the risk of fluctuating 

revenues but also the additional risk of the public sector paying for hours that are 

never used. 

 
Contrary to the belief of NI and ROI TP principals, PPP school principals appear to 

have a say in how their buildings are used after hours by making them available to 

their local communities free of charge or at a minimal cost. With respect to 

traditional procurement, interviewees in NI and ROI outlined that TP principals have 

total flexibility regarding after school use and can raise considerable funding from 

same, while also granting community groups access free of charge. 

 
CONTRACT VARIATION RISK 

 
Uncertainty is prevalent with PPPs due to their lengthy contract duration and any 

changes in government policy that may take place during this period, rendering 

renegotiation inevitable (Lonsdale, 2005c). Relational contracting promotes 

flexibility to facilitate such changing circumstances, handle contract ambiguities and 

forge trust among contracting partners (Chung and Hensher, 2015; Chung, 2016). 

Guasch (2004), Ismail and Pendlebury (2006) and O’Shea et al. (2018) claim that 

changes with PPPs, are time consuming and costly. However, despite this perception 

of inflexibility, others have noted that small and medium changes were 

accommodated in Australian PPP contracts, while minor items were provided free of 

charge or in exchange for deductions foregone with PPPs in the health and prison 
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sectors in the UK (Robinson and Scott, 2009; Javed et al., 2013).  

 
On reviewing NI PPP business cases, contract variation risk remained with the party 

that initiated the changes. Information on this risk was however not provided in the 

ROI PPP procurement documentation.  

 
Q27: What happens when design changes and changes to facilities are required? 

 
All interviewees involved with PPP procurement claimed approval is required from 

both DE and the SPV when implementing design changes and changes to facilities 

with PPP school projects in NI and ROI. Additionally, almost all interviewees in NI 

and ROI, noted that changes can be costly, lengthy exercises in line with literature.  

 
P2ROIPPP: It’s important to get as much right from the beginning otherwise it’s 
going to cost you. 
 
PA3ROIPPP: With PPP change is a terrible thing… it has to go through a risk 
assessment. All the advisors are brought in, legal, funding and a change which 
maybe just a €1,500 rewiring job becomes a €10,000 job because of the legal fees to 
be paid reviewing it.  
 
However, PA staff in NI, NI FM, plus SPV managers in NI and ROI commented that 

changes can be carried out promptly via a DE notice of change.  

 
C4NIPPP: My experience to date is it is generally expedited quite quickly depending 
on the nature of the change. 
 
A number of initiatives are being implemented to circumvent difficulties encountered 

with changes in NI and ROI. In ROI, mindful of the friction with costing where 

parents can provide services free gratis in TP schools, ROI SPV managers described 

how no margins are applied for alterations less than €10,000 at their PPP schools. 

Changes can also be carried out more cheaply (i.e. on a supply only basis) once the 

PPP company gets a derogation from their responsibilities. In addition, PA staff in 

ROI are also trying to establish cost thresholds for particular types of work. Limiting 

financial exposure to changes in this way was not mentioned by interviewees in NI. 

 
C5ROIPPP: As an SPV under €10,000 we make sure no margins are applied - this 
accommodates the majority of changes. Schools are used to not paying and getting 
things done on the cheap…. we accommodate that as long as we got a derogation 
from our contractual obligations… you can’t marry the two, you can’t do it on the 
cheap and expect it to last 25 years. 
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Other improvements were noted in the contract knowledge and penalty sections (see 

Questions 9 and 21), where FM in NI and ROI spoke about accommodating small 

changes by providing some items free of charge. Flexibility was also shown with a 

substantial change in NI when one of the Pathfinder schools was converted to a 

special needs school, as noted in the demand risk section. In line with empirical 

literature, there is therefore a greater sense of working together to accommodate 

changes with PPP schools in NI and ROI over time, which is characteristic of 

relational contracting (MacNeil, 1978; Darwin et al., 2000). 

 
To draw comparisons, interviewees were asked how changes are handled with 

traditionally procured projects (Question 28, APPENDIX 5). TP principals and PA 

staff in NI and ROI describe how getting permission from DE for extensions can be a 

lengthy process and require extensive research re LTE. For major changes DE may 

provide additional funding, if available, while the school uses its own budget for 

minor alterations. TP schools can carry out changes within the fixed walls, whereas 

those affecting the fabric of the building require DE permission. PA staff in ROI 

further added that since work can be commissioned without DE knowing TP schools 

may be damaged unknowingly, whereas there is greater discipline regarding change 

at PPP schools. Other interviewees did not raise changes with TP projects as a 

concern in this way.  

 
The high potential for contract renegotiation with PPPs may result in risks being 

passed back to the public sector and the public (Issa et al., 2012). Linked with the 

previous question discussing contract variations, the next one considers whether any 

new risks have emerged since the project is up and running that were not considered 

at the contractual phase and if so how are they handled? (Question 29, APPENDIX 

5). 

 
GENERAL RISK QUESTIONS 

 
Responses to this question have largely already been discussed throughout this 

chapter. NI SPV managers further added that it would be unusual for new risks to 

emerge as they are generally included in the risk register. Failure to take account of 

new risks arising from PPP procurement may leave the public sector bearing more 

risk than anticipated (Froud, 2003). Interviewees were therefore asked whether they 
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believe PPP has created or eliminated risks that would not exist under traditional 

procurement (Question 30, APPENDIX 5). 

 
PPP principals, PA staff, FM and SPV managers in NI noted that interface issues 

exist when soft services such as cleaning are not provided by the PPP company. 

While disputes over whether things have been cleaned correctly or maintained 

properly can be resolved, they declared a preference for hard and soft FM to be 

provided by the SPV. Contrary to creating new risks, all interviewees claimed that 

PPPs have helped to minimise or eliminate health and safety risks as the FM 

company are responsible for same, while these risks are handled on a more ad-hoc 

basis in TP schools.  

 
CLOSING QUESTIONS  

 
Q31: Is there anything else you would like to add including lessons learnt? 

 
Responses to this question have again largely been covered by the discussion in this 

chapter. However, in addition FM and SPV managers in NI, believed that FM 

involvement with the earlier PPPs was very diluted, making things difficult to access 

and maintain. In addition, ROI FM linked with the pilot (ROI-PPP) schools claimed 

that since they struggle to get information from D&C Co on a timely basis at 

procurement this may result in them over estimating the cost of maintenance and 

thus affect the pricing of maintenance cost risk. As part of the closing questions 

interviewees were asked if there was anyone else they would recommend me to 

speak to (Question 32, APPENDIX 5). Such snowball sampling is discussed in 

Section 6.7.2 of CHAPTER SIX. 

 
8.6 CONCLUSION  

 
Despite interviewees acknowledging the presence of all of Lonsdale’s (2005b) 

factors, they claimed the passing back of risk has not arisen on their contracts, even 

though it is a possibility. In addition, while disparities in contract knowledge levels 

appear to exist, the majority of PPP principals in NI and ROI noted that schools have 

not paid for things that were the contractor’s responsibility and instead that FM 

provides items free of charge, demonstrating a degree of relational contracting. 
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Furthermore, while contract variations were deemed costly and lengthy processes, 

flexibility a feature of relational contracting also prevailed.  

 
Findings for risk allocation pertaining to design, construction, demand, maintenance, 

operating costs, underperformance and non-availability and obsolescence varied 

somewhat from that indicated by the DA. In addition, interviewees’ viewpoints 

regarding risk transfer with demand, maintenance, operating costs, obsolescence and 

contractor default differed from that opined in the literature. See APPENDIX 3 

which provides a detailed view of risk allocation for NI and ROI PPP school projects 

in tabular format. 

 
While risk transfer is clearly arising with respect to design, construction, 

maintenance, underperformance and non-availability, a degree of risk sharing is also 

shown at the PPP schools. Discussion throughout the chapter has demonstrated that 

risks not being allocated as expected appears to be a combination of subjectivity with 

contracts, flexibility, which is a feature of relational contracting and disparities in 

contract knowledge, one of Lonsdale’s factors. 

 
With respect to TP schools, interviewees have shown that risks tend to remain with 

the public sector, in line with literature. See APPENDIX 7 for a summarised table of 

risk allocation in NI and ROI TP school projects. It should be noted that interviewees 

expressed a good deal of enthusiasm when describing the benefits of PPP over 

traditional procurement and perhaps on occasion may have demonstrated personal 

bias in favour of PPPs. See discussion within this chapter and CHAPTER NINE for 

greater detail on comparisons between PPP and TP schools with respect to risk 

transfer in both jurisdictions.  

 
The findings from this chapter will be used to document the contribution made to 

knowledge, policy and practice in CHAPTER NINE.  
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CHAPTER NINE 
CONCLUSION 

 

9.1 INTRODUCTION 
 
While Public Private Partnerships (PPPs) have been lauded as a way to modernise 

the public sector and a means to provide much needed infrastructure without 

impacting on government indebtedness, they are also associated with higher 

borrowing and transaction costs (Ball et al., 2001; Connolly and Wall, 2009). 

Although, it is contended that the higher costs are counterbalanced by risk transfer 

(Froud and Shaoul, 2001). For example, since funds are withheld until the asset is 

available and penalties are imposed for poor performance, risk transfer supposedly 

incentivises the PPP company to deliver on time, to budget and to the required 

service standards (Connolly and Wall, 2009; Hearne, 2011, Reeves, 2015). 

 
However, the unpredictability of events over a project’s lifetime (which can be 25-30 

years) and the subjective nature of risk valuation, together with an alleged 

predilection for PPP (at least in the early days of its introduction), can mean that risk 

transfer is not as significant as some PPP proponents profess (Mayston, 1999; 

Lonsdale, 2005c; Demirag and Khadaroo, 2008; Khadaroo, 2014). There is also no 

guarantee that transferred risk is enforceable in practice or that it is assigned as 

agreed during the procurement phase (Khadaroo, 2014). Despite risk transfer being 

deemed the lynchpin for achieving Value for Money (VFM) in PPP contracts, plus 

the significant risk premiums paid for risk transfer and the substantial resources 

committed to PPPs in the United Kingdom (UK), Republic of Ireland (ROI) and 

globally to date, limited empirical studies have been conducted on operational PPPs, 

particularly with respect to risk transfer (Froud and Shaoul, 2001; Shaoul et al., 

2006; Reeves and Palcic, 2017; Palcic et al., 2018; 2019). Therefore, a deeper 

understanding of how risk is transferred when projects become operational and 

whether this differs from initial expectations at the procurement stage is required. 

 
The next section explains how each of the chapters contributed to the achievement of 

the research objectives. Then, the findings from Document Analysis (DA) and Semi-

Structured Interviews (SSI), which are reported in CHAPTERS SEVEN and EIGHT 

respectively, are briefly discussed (Section 9.3). Next, the contribution this research 

makes to knowledge and its implications for policy and practice are addressed 
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(Sections 9.4 and 9.5). Finally, the research limitations and suggested areas for future 

research are discussed (Section 9.6). 

 
9.2 ALIGNMENT OF CHAPTERS TO RESEARCH OBJECTIVES 
  
Drawing on Principal Agent Theory (PAT), Lonsdale’s (2005b) modified 

Transaction Cost Economics (TCE) framework, relational contracting and the 

relational theory of risk, and focusing on Northern Ireland (NI) and ROI operational 

PPP and Traditionally Procured (TP) education projects, the objectives of this 

research are to:  

 
1. examine the extent to which risks are transferred from the public sector to the 

private sector as intended; 

2. identify examples of good practice and lessons to be learnt; and  

3. propose recommendations for future policy and research in light of the 

findings. 

 
CHAPTER ONE discusses the motivation and justification for this study, reiterates 

the research objectives and maps out how the thesis is structured. To provide context, 

the economic backdrop and changing political ideologies in the UK and ROI that 

contributed to PPP adoption are then outlined in CHAPTER TWO. Next, CHAPTER 

THREE explains what PPP and TP projects are and discusses the economic, 

ideological and political motivations that led the UK and ROI to embrace PPPs. 

Given this project’s research objectives, CHAPTER THREE also considers the 

importance of risk transfer for VFM attainment in PPP projects, together with the 

role risk transfer plays in how PPPs are accounted for. 

 
CHAPTER FOUR initially examines the concepts of risk and uncertainty in general 

terms before applying them to PPPs specifically. While a number of risk allocation 

theories, including the Economic Theory of Insurance and Law and Economics 

Theory, were considered, PAT in conjunction with Lonsdale’s (2005b) framework, a 

modified version of TCE, relational contracting and the relational theory of risk, 

were deemed the most appropriate lens through which to investigate expected versus 

actual risk allocation in PPP and TP projects. As the theoretical framework for this 

study is presented in CHAPTER FOUR, together with expectations for risk transfer 

at the pre-operational phase based on PAT principles (i.e. risk should be allocated to 
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the parties best able to manage them at least cost), this chapter contributes to meeting 

the first research objective. 

 
Past empirical studies were reviewed in CHAPTER FIVE to examine how risks are 

allocated and managed in PPP projects across a range of sectors, including education 

(which is the focus of this research), and to ascertain the extent to which risks are 

transferred as expected when PPP projects are operational, thereby contributing to 

meeting Research Objective One. This literature review indicated that, while many 

researchers have examined the procurement phase, projects in their very early stages 

or focused on the accounting treatment of PPPs, limited empirical studies have been 

conducted on operational PPPs, particularly with respect to risk transfer (Edwards 

and Shaoul, 2003a; Reeves, 2003; Khadaroo, 2005; Ismail and Pendlebury, 2006; 

Connolly et al., 2008; Connolly and Wall, 2009; Heald and Georgiou, 2011; Andon, 

2012). While some work has examined the operational stage in the education sector, 

this has largely focused on the earliest Pathfinder and Pilot School projects in NI and 

ROI respectively (Khadaroo, 2008; Reeves, 2008; Hearne, 2011). These studies have 

concluded that a number of risks (including design, maintenance, underperformance 

and non-availability risk) were not transferred as intended per the business cases (see 

TABLE 5.4 for details). 

 
To better understand the PPP risk transfer process, comparisons should be drawn 

with TP projects. Despite this, few comparative studies have been carried out 

between operational PPP and TP projects and little is known about the nature of risk 

sharing in non-PPP contracts (Gao and Handley-Schachler, 2003). O’Shea et al. 

(2018) examined operational PPP and TP schools, but since risk was not their 

primary focus, the analysis of risk allocation is minimal. Research that examines risk 

allocation in operational PPP and TP education projects in the UK and ROI is 

therefore apposite. 

 
CHAPTER SIX considers the main philosophical assumptions underpinning the 

research and justifies the research methodology adopted for this study (see Section 

6.5 and 6.7.2 for more details). Given that this research seeks to understand 

interviewees’ experiences with respect to risk allocation in PPP and TP projects, a 

qualitative research approach employing DA and SSI was deemed appropriate. A 
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summary of findings from CHAPTER SEVEN (DA) and CHAPTER EIGHT (SSI) is 

presented in Section 9.3. 

 
9.3 SUMMARY OF FINDINGS 
 
 
Much of the literature has focused on procurement of PPPs or projects in their early 

stages (Andon, 2012). This work however provides valuable insights into the 

dynamic between contracting parties and how contractual relations affect the transfer 

of risk in operational PPP and TP projects; including whether risks have been 

transferred as planned. Having conducted DA and SSI a number of key findings 

outlined below were noted. For further detail regarding these matters see the 

Contribution to Knowledge and Implications for Policy and Practice in Sections 9.4 

and 9.5 respectively. 

• Differences between interviewees’ viewpoints regarding risk allocation at the 

operational stage, and expected risk allocation noted from conducting DA on 

procurement documentation and reviewing empirical literature, appear to 

stem from a combination of subjectivity with contracts, flexibility which is 

linked with relational contracting and disparities in contract knowledge, one 

of Lonsdale’s factors.  

 
• While findings at the operational stage were somewhat aligned with the 

theoretical framework developed in CHAPTER FOUR, some differences 

were also noted: 

 
o Despite the presence of obstacles to balanced contracting, interviewees 

were less negative than Lonsdale (2005b) regarding the passing back of 

risk or difficulties with contract renegotiation. Furthermore, these 

obstacles did not preclude flexibility and co-operation, aspects of 

relational contracting from emerging when projects became operational.  

 
o While disputes arose regarding which party is responsible for risks in PPP 

contracts, interviewees made no claims that risk objects today may 

become objects at risk in the future as the relational theory of risk 

suggests. 
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• In addition, by affording a degree of flexibility whilst maintaining a degree of 

deference for the contract, contracting in PPP projects appears to be along a 

transactional-relational spectrum. However, while relational contracting can 

help to operationalise projects it may also result in risk varying from 

expectation as Section 9.4 outlines. 

 
• Local agreements and flexibility with reporting issues means that the level of 

risk transferred for underperformance and non-availability may be less than 

expected. There appears to be a degree of dissonance regarding such local 

agreements in that parties ‘on the ground’ such as school principals and FM 

favour a flexible and relational approach to facilitate operational matters 

while PA staff seem to adopt a more transactional approach in order to obtain 

the requisite service provision. See Section 8.5 for more detail. 

 
• This research provides a number of recommendations to policymakers and 

practitioners. For example, by examining earlier and later PPP school projects 

it addresses lessons learnt with respect to disparities in contract knowledge 

and outlines examples of good practice and some improvements that can be 

made to the allocation of risk with respect to contract monitoring, the 

handling of demand and change in PPP contracts.  

 
• By comparing PPP and TP contracts with respect to risk transfer, this work 

addresses the lack of comparative studies that have been conducted on both 

forms of procurement and makes recommendations regarding how 

operational aspects with these projects may be enhanced. 

 
• This research examines whether risks are being transferred as expected. VFM 

comparisons with respect to PPP and TP projects can only really somewhat 

be ascertained when projects have reached completion and then may be 

dependent on numbers which contain a degree of subjectivity. It is also 

difficult to quantify how flexibility and co-operation has benefited PPP 

contracting. However, some observations comparing PPP and TP projects can 

be made. For example:  
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o A substantial benefit of PPP over traditional procurement is the 

improved maintenance and service provision and the impact this has 

on increasing the lifespan of school buildings. Investing more in TP 

schools and having a longer-term focus, plus outsourcing FM to an 

external provider could go a long way towards bridging this gap.  

 
o In addition, given the costly nature of private finance versus 

government sources, plus the fact that substantial risks such as design 

and construction are transferred while demand and regulatory risks 

are retained under both PPP and traditional procurement, it may be 

that the improvements suggested above regarding TP maintenance 

and service provision are preferable to locking governments into PPPs 

for substantial periods. 

Having discussed a number of key observations, risk allocation findings for DA and 

SSI are briefly highlighted below but are discussed in more detail in terms of the 

theoretical framework applied in Section 9.4.4 ‘Expected versus Actual Risk 

Allocation’. 

In addition to CHAPTERS FOUR and FIVE, CHAPTER SEVEN develops 

expectations for risk allocation by reviewing procurement documentation for a 

number of school projects in NI and ROI, thus contributing to meeting Research 

Objective One. TABLE 9.1 indicates the number of PPP and TP schools for which 

procurement documentation was reviewed. 

 
 NI ROI 

PPP Six projects (13 schools) Three Projects (15 schools) 

TP Six Schools Six Schools 

 
TABLE 9.1: Number of schools for which procurement documentation was 

reviewed 

 
As far as possible, in order to obtain a matched sample, PPP and TP schools with 

similar capital values and operational dates were chosen in NI and ROI. Earlier 

school projects, along with more recent ones, were selected to assess whether 

changes have been made over time with respect to risk allocation. 
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Upon reviewing the procurement documentation (see CHAPTER SEVEN), the 

majority of risks including design, construction, maintenance and operating cost, 

underperformance and non-availability and general legislation were deemed to be 

transferred to the private sector. Demand and specific legislation risk were 

considered retained by the public sector, while residual value risk was shared or 

retained and obsolescence, contractor default and third-party revenue risk were 

transferred to the private sector or shared. Such supposed risk allocation is largely 

aligned with the theoretical and empirical literature, apart from risks associated with 

design, maintenance costs, underperformance and non-availability and contractor 

default. While design, maintenance cost and underperformance and non-availability 

risks were transferred to the private sector in the procurement documentation 

reviewed, which is in line with PAT expectations, a degree of sharing was noted with 

respect to these risks in the empirical literature. Furthermore, while contractor 

default risk was also largely transferred to the private sector in line with theoretical 

expectations, this risk was primarily retained by the public sector or shared between 

both parties in the empirical literature. NOTES 1, 2, 3 and 5 associated with TABLE 

7.1 in Section 7.3 discuss the basis for these variations. The results of SPSS tests (see 

APPENDIX 4) indicate that there is no significant statistical difference between 

earlier or later PPPs or those based in NI and ROI with respect to risk allocation. 

Such uniformity can be expected at the procurement phase given the standardised 

nature of PPP contracts (HMT, 2007). 

 
The procurement documentation examined largely provides information on risk 

responsibilities at the contract stage, but does not offer insights into operational 

aspects for PPP projects. While the NI Economic Appraisals highlighted that 

demand, construction and service provision are the Department of Education (DE)’s 

responsibility in NI, no other references were made to risk allocation in the 

procurement documentation obtained for the TP schools in NI and ROI. 

 
SSI conducted at the operational phase of PPP and TP school projects help to address 

these gaps and further contribute to meeting Research Objective One by examining 

whether risks have been transferred as planned. 34 interviews were conducted with 

41 interviewees (see TABLE 6.7 for details of the interviewees). Although 

interviewees claim that demand risk is retained and design, construction, 
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maintenance and underperformance and non-availability risk are largely transferred 

in line with DA, elements of these risks appear to be shared in practice. In addition, 

interviewees contended that risk allocation for demand, maintenance, operating 

costs, obsolescence and contractor default differed in practice from that suggested in 

the literature. The theoretical framework adopted in this study helps to examine how 

risk transfer in PPP and TP contracts may be affected by Lonsdale’s obstacles to 

contractual balance, principles of relational contracting including flexibility, co-

operation and trust and differences in risk interpretations and therefore contributes to 

understanding the basis for these differences. This is discussed further in Section 9.4. 

 
In relation to TP schools, interviewees noted that the majority of risks including 

demand, maintenance, operating cost, legislative, obsolescence and third-party 

revenue risk rest with the public sector, as Reeves (2013a) has suggested (see the 

discussion on expected versus actual risk allocation in Section 9.4 for further details). 

 
Drawing on the findings from the DA (CHAPTER SEVEN), together with the SSI 

(CHAPTER EIGHT), this chapter presents examples of good practice and lessons to 

be learnt, together with recommendations for future policy and research (see 

Research Objectives Two and Three). 

 
The contribution that this research makes to knowledge is now discussed. 

 
9.4 CONTRIBUTION TO KNOWLEDGE 
 
This research examines expected versus actual risk allocation in operational PPP and 

TP school contracts. As outlined in Sections 9.2 and 9.3, risk allocation expectations 

prior to projects becoming operational were developed using PAT, prior empirical 

studies and from reviewing procurement documentation in CHAPTERS FOUR, 

FIVE and SEVEN respectively. SSI were then conducted to examine how a variety 

of public and private sector interviewees view actual risk allocation when PPP and 

TP school projects are operational. The development of the theoretical framework 

used for this research is discussed in CHAPTER FOUR, with the findings from this 

research in comparison to prior studies being summarised below. 

 
Many authors have drawn on PAT principles when claiming that PPP risks should be 

allocated to the party best able to manage them at least cost (Oudot, 2005a; b; Reeves 
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and Ryan, 2007; Khadaroo, 2014; Burke and Demirag, 2017). This research also 

applies Lonsdale’s framework, a modified version of TCE, in conjunction with the 

relational theory of risk and relational contracting, to examine how contracting 

practices affect risk allocation in PPP and TP school projects. 

 
Lonsdale’s framework contains many of the building blocks from TCE, but also 

incorporates a more behavioural or political perspective, with the TCE expectation of 

balanced contracts being questioned (Lonsdale, 2005a; b). One aspect Lonsdale 

(2005b) considers is disparities in knowledge levels between procurement 

departments and their suppliers. This research augments Lonsdale’s framework by 

also reflecting on how training and contract knowledge levels attained by school 

principals, as end users, affects risk allocation in PPP and TP education-based 

projects. In addition, since risk is socially constructed with varying perspectives on 

what constitutes a risk, Lonsdale’s framework is supplemented with the relational 

theory of risk to understand how differences in interpretation, including subjectivity 

surrounding service provision, impacts on the transfer of risk (Aven and Renn, 2009; 

Robinson and Scott, 2009; Boholm and Corvellec, 2011; Javed et al., 2013). 

 
Chung (2016) disputes Lonsdale’s view that it is unlikely, if not impossible, for PPPs 

to manage uncertainty and transfer risk, unless favourable contractual conditions 

prevail. Instead, relational contracting, with its emphasis on co-operation and trust, is 

advocated. While Reeves (2008) adopts Lonsdale’s framework (2005b) to examine 

obstacles to co-operative contracting at the procurement phase and considers whether 

relational contracting is implemented at the operational stage, his work focuses on 

the quality of contractual relations at the pilot ROI PPP schools in their early stages, 

rather than risk. In contrast, Broadbent et al. (2003), Chung and Hensher, (2015), 

Chung (2016) and Ahmad et al. (2018) concentrated on relational contracting and 

demonstrated that co-operation and trust can be used to handle risk, uncertainty, 

change and performance related ambiguities in PPP contracts in the health and road 

and transport sectors. In order to understand the dynamic between contracting parties 

and how contractual relations affects the transfer of risk in operational PPP and TP 

projects, this work combines Lonsdale’s framework, the relational theory of risk and 

relational contracting to assess the transfer of risk in operational PPP and TP 

contracts in the education sector. 
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Given that much of the literature has focused on procurement or projects in their 

early days, by examining the operational phase this work helps to assess whether 

risks have been transferred as planned. In addition, unlike prior studies which tend to 

focus on one project, this research examines earlier and later PPP school contracts in 

NI and ROI to see if lessons have been learnt over time, from either or both 

jurisdictions. By focusing on education, it helps supplement existing cross-country 

PPP comparisons, which to date have been few in number, and have focused on the 

road and transport sector (Albalate et al., 2015; Carbonara et al., 2015; Roumboutsos 

and Pantelias, 2015). Furthermore, by comparing PPP and TP contracts with respect 

to risk transfer this research attempts to address the lack of comparative studies 

conducted on both forms of procurement, as noted by O’Shea et al. (2018). 

 
Risk allocation in operational PPP and TP school contracts, including how actual risk 

transfer differs from that originally intended, is now considered in the context of 

Lonsdale’s framework, the relational theory of risk and relational contracting. 

 
9.4.1 Lonsdale’s framework 

 
Lonsdale’s framework can be applied to both PPP and TP contracts. It suggests there 

are five main obstacles to asymmetric lock in being avoided in the way that TCE 

proposes. These include: (i) pre-contractual power relations; (ii) the relative 

switching costs faced; (iii) the relative politicisation of the decision-making process; 

(iv) the relative salience of the transaction to the two parties; and (v) the relative 

commercial resources of the two parties to the transaction. However, not all five 

factors are required before contractual balance is affected (Lonsdale, 2005a; b). The 

passing back of risk and difficulty with contract renegotiation is expected in the 

presence of Lonsdale’s five factors noted above. However, despite the occurrence of 

these obstacles to contractual balance, interviewees were less negative than Lonsdale 

regarding these matters, as the discussion below highlights (Lonsdale, 2005a; b). 

 
To examine the effects of Lonsdale’s framework on risk allocation, interviewees 

were asked about each of the factors (i) to (v) in turn. All of these factors appear to 

be present in the PPP projects (see Section 8.2), thus potentially leaving the public 

sector asymmetrically locked-in to its supplier. However, contrary to Lonsdale’s 

suggestion that the passing back of risk arises in the presence of unfavourable 
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contractual conditions for the purchaser (Lonsdale, 2005b), interviewees in NI and 

ROI claimed that no changes to risk allocation have been made since the 

appointment of the preferred bidder with their projects20. 

 
Although Special Purpose Vehicle (SPV) managers in ROI outlined that it was 

unlikely the risk profile would change as it is fundamental to the process, NI 

Facilities Managers (FM) noted that the terms of reference with respect to 

performance and non-availability were altered from initial negotiations. In addition, 

SPV managers in NI commented that while it is not how they conduct business, they 

were aware of projects where bidders may not have identified all the risks and hope 

to negotiate regarding the allocation and pricing of same before financial close, 

implying that changes to risk allocation and the passing back of risk to the public 

sector is a possibility.  

 
While interviewees contended that public sector contract knowledge levels with PPP 

projects is improving over time, disparities in commercial resources, reduced 

contractual compliance and under enforcement of penalties on the earlier projects in 

NI and ROI is consistent with Lonsdale’s framework. Since school principals are 

expected to monitor PPP projects despite not being contract signatories, they require 

a degree of contract knowledge. However, whilst accepting disparities in knowledge 

levels, especially with training being provided to principals on an ad-hoc basis, the 

majority of PPP principals claimed that they believed schools have not paid for 

services that were the contractor’s responsibility; indeed, it was noted that FM 

sometimes provide items free of charge, demonstrating flexibility and a degree of 

relational contracting, as Reeves (2008) has also noted. Moreover, while not a 

regular occurrence, a minority of PPP principals have been subsequently reimbursed 

if they have incorrectly paid for items that were the PPP Company’s responsibility. 

 
In addition to the passing back of risk, difficulty with contract renegotiation is also 

expected in the presence of Lonsdale’s factors (Lonsdale, 2005a; b). While 

interviewees claimed contract variations with PPPs were time consuming and costly, 

in line with Ismail and Pendlebury (2006) and O’Shea et al. (2018), flexibility was 

 
20 This experience might be context specific and may not reflect other education-based PPP projects in 
NI, ROI or elsewhere; or indeed PPP contracts in other sectors. 
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also shown when changes were required, as Chung and Hensher (2015) have noted. 

This is discussed further below in the context of relational contracting. 

 
A number of Lonsdale’s factors were also present with traditional procurement 

(Lonsdale, 2005b). As with PPPs, while sourcing a competitor is theoretically 

possible, it appears difficult to implement in practice, affecting switching costs. New 

TP schools were also needed based on overcrowding and poorly maintained 

buildings. Since risks are largely retained by the public sector with TP projects, there 

is not much scope for the passing back of risks or contract renegotiation. While the 

builder usually returns to fix defects at TP schools, Procurement Agency (PA) staff 

in ROI and SPV managers in NI commented that on occasion DE may end up paying 

for relatively minor issues that were the contractor’s responsibility rather than go 

down the legal route. It was implied that this is because retention of funds from the 

builder is minimal with TP projects, as opposed to the presence of Lonsdale’s 

factors. 

 
Interviewees were therefore less negative than Lonsdale (2005a; b) regarding the 

passing back of risk or contract renegotiation. As other factors may affect the 

allocation of risk in operational PPP and TP school projects, they are now considered 

in the context of the relational theory of risk and relational contracting. 

 
9.4.2 The Relational Theory of Risk 

 
The relational theory of risk considers the interpretive nature of risk and examines 

how and why something is deemed a risk (Boholm and Corvellec, 2011) as a risk 

object for some may be an object at risk for others and risk objects today may 

become objects at risk in the future (Latour, 1996). It was demonstrated with PPPs 

when school principals and FM claimed disputes arose over whether damage to 

furniture and equipment was due to two different risk objects, wear and tear or pupil 

vandalism. Interviewees also outlined that subjectivities in the contract can lead to 

disagreements over the standard of service provision or regarding the source of the 

risk object (i.e. whether an issue is an FM problem, a design fault where the Design 

and Construction company is responsible or poor design for which the DE is 

culpable), thus affecting how design, construction and maintenance cost risk are 

handled in practice. This is discussed further below in the context of expected versus 
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actual risk allocation. Differences in interpretation can also lead to items being 

closed off but not done or result in disputes over whether items are unavailable 

versus unavailable but used. 

 
Risk transfer appears to change somewhat across earlier and later projects in that 

interviewees in NI seem more favourably disposed to the idea of de-specifying or 

reducing service levels with PPP contracts over time, thus accommodating a degree 

of risk sharing with operating costs. Improvements to public sector contract 

knowledge levels, coupled with a more contractual stance adopted by PA staff in NI 

and ROI has led to greater enforcement of penalties with respect to 

underperformance and non-availability risk at PPP schools. Furthermore, a number 

of initiatives are being introduced to circumvent difficulties encountered with 

changes in NI and ROI PPP school projects. While some changes to risk allocation 

have therefore arisen between earlier and later projects, interviewees made no claims 

that risk objects today may become objects at risk in the future, as the relational 

theory of risk suggests. 

 
Disputes have also occurred with respect to TP schools in NI and ROI. While the 

builder usually comes back to fix defects in TP schools, occasionally the DE has paid 

for relatively minor issues that were the contractor’s responsibility. 

 
Contract subjectivities have led to disagreements regarding the allocation of risk in 

PPP and TP school contracts. Such disputes may be resolved via relationship 

building and the development of trust, features of relational contracting (Broadbent 

et al., 2003; Robinson and Scott; 2009; English and Baxter, 2010; Javed et al., 2013).  

 
9.4.3 Relational Contracting 

 
Since the public sector is responsible for operational aspects at TP schools, and 

outsourced services such as cleaning and catering, involving low levels of asset 

specificity can be handled by returning to the market, relational contracting did not 

really feature with these projects. However, upon discussing risk allocation in 

operational PPP school projects, flexibility and co-operation, characteristics of 

relational contracting, were noted by interviewees along with more transactional 

aspects. While flexibility and co-operation help to operationalise PPP contracts, they 
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can result in risk allocation varying from expectation with these projects as the 

discussion below demonstrates. 

 
According to interviewees in NI and ROI, school involvement with the design 

process, and in how the life-cycle budget is spent for routine maintenance, 

demonstrates collaboration and flexibility, and has helped to foster good 

relationships on the ground. Flexibilities were also noted with respect to demand 

risk. PA staff, FM and SPV managers involved with a NI school whose numbers fell 

so dramatically that it closed, outlined that a reduction in service levels occurred, 

resulting in a corresponding decrease to the unitary charge. Further co-operation was 

outlined, when the DE in NI worked with the PPP company to convert this vacant 

building into a special needs school. In contrast, all other PPP related interviewees in 

NI and ROI commented that the unitary charge remains unchanged with falling 

demand. Given that some interviewees in NI claim it has been renegotiated 

demonstrates that demand risk is not always fully borne by the public sector.  

 
In line with Khadaroo (2008) and Reeves (2008), all interviewees in NI and ROI, 

apart from design contractors who have limited involvement at the operational phase, 

acknowledged that some flexibility exists when it comes to logging issues on the 

help desk. The presence of such local agreements helps to foster good working 

relationships and facilitate PPP school operations, as some items are then provided 

free of charge or fixed when most convenient for the school, and not just to fulfil 

deadlines set by the output specification. In contrast to principals and FM, PA staff in 

NI and ROI involved with PPP procurement perhaps unsurprisingly adopt a more 

contractual stance, encouraging schools to record everything on the help desk to 

obtain the requisite service provision. Specifications have also become more 

prescriptive and response times more onerous over time. While interviewees found 

FM services at the PPP schools to be largely satisfactory, the presence of local 

arrangements and flexibility with reporting issues means that the level of risk 

transferred for underperformance and non-availability may be less than expected. 

 
Although Ismail and Pendlebury (2006) deem PPP contract variations to be time 

consuming and costly, there is evidence of small to medium changes being 

accommodated (Robinson and Scott, 2009; Javed et al., 2013; Chung, 2016). In line 

with this, interviewees found changes to be costly, lengthy exercises but also 
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highlighted a number of flexible initiatives being implemented to circumvent 

difficulties encountered with changes in PPP school projects in NI and ROI. In ROI, 

mindful of the friction with costing where parents can provide services free gratis in 

TP schools, ROI SPV managers described how no margins are applied to alterations 

less than €10,000 at their PPP schools. Changes can also be undertaken less 

expensively (i.e. on a supply only basis) once the PPP company obtains a derogation 

from their responsibilities. In addition, PA staff in ROI are also trying to establish 

cost thresholds for particular types of work; limiting financial exposure to changes in 

this way was not mentioned by interviewees in NI. As noted above, FM in NI and 

ROI spoke about accommodating small changes by providing some items free of 

charge. Flexibility was also shown with a substantial change in NI when one of the 

Pathfinder schools was converted to a special needs school, as previously mentioned. 

Therefore, over time, there appears to have been a greater sense of working together 

to accommodate changes with PPP schools in NI and ROI, which again is 

characteristic of relational contracting (MacNeil, 1978; Darwin et al., 2000). 

 
The DA revealed that the beginning and the end of the PPP contracts were clearly 

defined and risks were largely transferred to the private sector or retained, in line 

with transactional contracting. However, some risk sharing, a feature of relational 

contracting, was also evident (MacNeil, 1978; Darwin et al., 2000). When projects 

were operational, PA staff in NI and ROI seem to have adopted a more contractual 

stance than FM and school principals regarding reporting issues on the help-desk. In 

addition, deference to the contract was noted when some interviewees in NI and ROI 

claimed the unitary payment cannot be altered in times of falling demand. However, 

flexibility and co-operation were also shown with respect to demand, routine 

maintenance, underperformance and non-availability and when changes were 

required at operational PPP schools, resulting in a degree of risk sharing. Altruism 

was also demonstrated by FM and SPV managers in NI and ROI when items were 

provided free of charge, although this was somewhat dependent on clients being less 

contractual. Contracting with the PPP schools examined in this research therefore 

seems to be along a transactional-relational spectrum, as Reeves (2008) has 

previously suggested. Broadbent et al. (2003) posit this is because PPPs aim to 

extract efficiencies from service provision while simultaneously nurturing working 

relationships. Whether the presence of Lonsdale’s factors, together with the 
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relational theory of risk and relational contracting, result in risks not being allocated 

as expected is discussed below. 

 
9.4.4 Expected versus Actual Risk Allocation  

 
In this section, risk allocation expectations based upon PAT, prior research and the 

DA is compared with the actual allocation of risk indicated by the interviewees for 

operational PPP and TP schools. PPPs are firstly discussed, followed by TP school 

projects. 

 
With respect to PPPs, interviewees claimed that residual value, specific and general 

legislation21 and third-party revenue risks were allocated in accordance with 

literature and DA. Since these risks were typically only discussed at the procurement 

phase for PPP schools in the literature, CHAPTER EIGHT provides insights into 

how they are handled when projects are operational. Findings for risk allocation 

pertaining to design, construction, demand, maintenance, operating costs, 

underperformance and non-availability and obsolescence varied somewhat from that 

indicated by the DA. In addition, interviewees’ viewpoints regarding risk transfer 

with demand, maintenance, operating costs, obsolescence and contractor default 

differed from that opined in the literature. Such findings challenge the technicist 

view of risk, which contends that risk can be transferred and priced in PPP contracts 

(Her Majesty’s Treasury (HMT) (2001). 

 
Although all interviewees felt that design risk was transferred to the private 

contractor, since design is largely dictated by school building guidelines and the 

input provided by schools, a sharing of this risk is instead actually taking place, in 

line with empirical literature, but contrary to PAT and the procurement 

documentation examined. In addition, despite the threat of penalties, subjectivities in 

the contract can lead to disputes over which party is responsible for design issues and 

defects post construction, resulting in delays and a further degree of risk sharing by 

the public sector and end users. Responsibility for design and construction risk at the 

 
21 SPV managers however added that in ROI the SPV must notify and charge the DE for implementing 
general changes in legislation within six months, otherwise it becomes the SPV’s responsibility. 
Therefore, in this scenario, the risk is shared between both parties, indicating that lessons may have 
been learnt from earlier projects. 
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operational PPP schools is dependent on the circumstances giving rise to the issue 

and not simply always the private sector’s role, as the DA and PAT would imply. All 

interviewees involved with PPPs in NI and ROI claim that routine and reactive 

maintenance is the PPP Company’s responsibility with the penalty mechanism 

incentivizing matters to be resolved promptly in line with literature and the DA (see 

CHAPTERS FOUR, FIVE and SEVEN). However, as with design and construction 

risk, occasional delays have occurred when disputes arose over responsibility for 

maintenance, affecting end users.  

 
This, in tandem with the flexibility shown regarding routine maintenance and the 

life-cycle budget, a point which has not previously been discussed in the literature, 

results in a degree of risk sharing. It should be noted that certain aspects of PPP 

contracting such as life-cycle costing are ambiguous and require a degree of 

flexibility, whereas other services for example waste disposal are easier to define and 

may be more transactional in nature. In line with PAT, empirical literature and the 

DA (see CHAPTERS FOUR, FIVE and SEVEN), all interviewees claimed that 

demand risk was borne by the public sector at the PPP schools in NI and ROI. The 

relational contracting discussion above however has shown flexibility with falling 

pupil numbers in NI when changes were made to the unitary payment, service levels 

and ultimately the type of school provided, leading to a degree of risk sharing. While 

such flexibilities have been found in the literature with respect to the health sector, 

this has not been the case in relation to education (Broadbent et al., 2008; Wang, 

2011). Flexibility and co-operation, characteristics of relational contracting, were 

also evident when contract variations were required. 

 
Given that interviewees in NI and ROI claim costs can be benchmarked on a regular 

basis and PA staff, FM and SPV managers in NI are favourably disposed to altering 

the level of service provision, operating cost risk is shared, which is consistent with 

PAT, but contrary to prior research and the findings from the DA, where it is 

transferred. 

 
Aligned with empirical literature but contrary to DA and PAT, penalty enforcement 

in NI and ROI has been a function of contract management and increased contract 

knowledge but is also affected by local agreements and relational contracting. These 

aspects may limit the extent of risk transfer and result in a degree of risk sharing with 
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respect to under-performance and non-availability. 

 
A number of interviewees claim if items are obsolete but still in workable condition 

principals can struggle to get them replaced, as the SPV replenishes items per the 

contract specification at day one. This demonstrates that the school and DE also bear 

a portion of obsolescence risk, contrary to PAT, empirical literature and the 

procurement documentation examined, where it was largely transferred to the private 

sector. 

 
In accordance with PAT plus the procurement documentation examined, 

interviewees noted that contractor default risk was transferred to the private sector at 

the PPP schools, with contractor failure managed somewhat seamlessly by the SPV 

when it arose at the earlier and more recent PPP projects examined. This contrasts 

with prior research which typically contends that project default risk rests with the 

public sector across all sectors and has resulted in governments bailing out failed 

operational projects in the road and transport, health, IT and social housing sectors 

(Ball et al., 2001; Edwards et al., 2003b; Edwards et al., 2004; Hearne, 2011; Burke 

and Demirag, 2015). Since the literature has only considered contractor default and 

obsolescence risk at the procurement phase with respect to education-based PPPs in 

the UK and ROI, this research provides new insights into how they are handled when 

projects are operational. 

 
While risk transfer is clearly arising with respect to design, construction, 

maintenance and underperformance and non-availability and demand risk is retained, 

a degree of sharing is shown with respect to these risks at the PPP schools. Relational 

contracting can help to operationalise projects but may also result in risk varying 

from expectation. The flexibility demonstrated by some NI interviewees with respect 

to demand reflects positively on the public sector as it results in a degree of risk 

sharing, and working together to accommodate change benefits both parties. 

However, while local agreements facilitate flexibility with school operations their 

presence means that the level of risk transferred for underperformance and non-

availability may be less than expected. By affording a degree of flexibility whilst 

maintaining a degree of deference for the contract, contracting in PPP projects 

appears to be along a transactional-relational spectrum. In addition to flexibilities 

offered by relational contracting, risk allocation differing from expectation appears 
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to be linked with contract subjectivities and disparities in contract knowledge, one of 

Lonsdale’s factors. 

 
In relation to TP schools, interviewees claim that the majority of risks including 

demand, maintenance, operating cost, legislative, obsolescence and third-party 

revenue risk rest with the public sector, as Reeves (2013a) has highlighted. Design 

risk is either retained by the public sector or transferred to the private sector 

depending on the type of traditional procurement model adopted. Although 

construction risk appears to rest with the private sector, the builder does not always 

fix latent defects, with DE occasionally paying for something that was the 

contractor’s responsibility, illustrating that this risk is somewhat shared. At present 

penalty imposition with respect to service provision seems not to be practiced in NI 

and ROI, with the burden of service delivery and unavailability resting with the TP 

principal. This is contrary to Sussex (2003) who suggested that penalty clauses could 

be implemented with TP contracts. 

 
As mentioned previously, contractor failure was handled quite seamlessly at the PPP 

schools. In contrast, interviewees in NI and ROI, noted that with TP school builds, a 

bond is called in, the project just stops and has to be retendered, which can be a 

lengthy process for DE and the principal to resolve, affecting all contracting parties 

plus end user staff and pupils, and resulting in a degree of risk sharing. Having 

discussed the contribution to knowledge, implications for policy and practice will 

now be addressed. 

 
9.5 IMPLICATIONS FOR POLICY AND PRACTICE 

 
Having discussed risk allocation in operational PPP and TP school projects with key 

public and private sector parties, this section identifies examples of good practice 

and lessons to be learnt, and subsequently makes recommendations for policy makers 

regarding risk allocation and how the practical operation of these contracts can be 

improved. It is anticipated that the research findings and the recommendations 

outlined below will be disseminated in academic and practitioner-related journals 

such as ‘Critical Perspectives on Accounting’, ‘Public Management Review’ and 

‘Public Money & Management’.  
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In terms of format, firstly, lessons to be learnt with respect to disparities with 

contract knowledge, an aspect of Lonsdale’s framework (Lonsdale, 2005b) are 

presented. Next, in order to facilitate greater flexibility and reflect the realities of risk 

allocation in operational PPP contracts, examples of good practice, together with 

improvements to the risk allocation process, are outlined. Finally, comparisons are 

made between PPP and TP contracts, particularly with respect to risk transfer, and 

recommendations made regarding how operational aspects may be enhanced. 

Extending Lonsdale’s contract knowledge factor (Lonsdale, 2005b), school 

principals as end users should have an understanding of the PPP process otherwise 

this may lead to under reporting of items, poor service provision or the school paying 

for something that was the contractor’s responsibility. The majority of PPP principals 

interviewed from early and more recent projects in NI and ROI reported that training 

was provided to them on an ad-hoc informal basis. Despite this, service provision 

was largely deemed to be appropriate, albeit that occasionally some items were paid 

for that were the contractor’s responsibility. While DE contract managers are a good 

source of support for school principals, greater training should be provided on a 

uniform basis to PPP principals on induction, and throughout the operational phase, 

to equip them with an understanding of how their schools operate in practice. In 

addition, given the reliance principals place on their DE contract managers, more on-

site presence and increased access to them should be considered. 

A further recommendation relates to knowledge sharing among PPP principals. In 

ROI, principals from the same PPP contract or ‘bundle’, meet thus providing a 

platform to share experiences. DE in ROI however currently do not facilitate cross 

communication between principals of early and more recent PPP bundles even 

though this would provide them with an opportunity to share lessons learnt. Principal 

meetings across project bundles could be considered in ROI and also implemented in 

NI PPP schools. 

Examples of good practice and suggested improvements to risk allocation will now 

be outlined. Demand risk in schools should largely be retained by the public sector as 

it is outside the private sector’s control. However, to offer greater flexibility with 

falling pupil numbers, if savings can be made to service provision, associated 

decreases to the unitary charge should be passed onto the public sector. This is 
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provided the contractor is not financially disadvantaged by doing so. Such good 

practice is already applicable in the health sector, as noted in the contribution to 

knowledge section above, and was also demonstrated by interviewees at one of the 

Pathfinder schools in NI whose numbers fell so dramatically that it closed. PA staff 

in NI should continue working with the PPP company to obtain such savings in times 

of reduced demand. Likewise, PA staff in ROI should try to seek reductions to 

service provision with falling pupil numbers, and going forward a clause facilitating 

this could be incorporated into PPP school contracts. Alternative usage of school 

buildings should also be considered with greatly reduced pupil numbers. 

Further flexibilities have been shown when design changes and changes to facilities 

and services are required with NI and ROI PPP school projects. Although FM in NI 

and ROI accommodate small changes by providing some items free of charge, the 

ROI has demonstrated further good practice by implementing a number of initiatives 

which limit the public sector’s financial exposure to change, as the contribution to 

knowledge section has outlined. Such procedures were however not mentioned by NI 

interviewees. To minimise the cost of contract variations, PA staff in NI should 

consider adopting similar measures to their ROI counterparts. These cost saving 

initiatives should also continue to be applied to ROI PPP school contracts. 

Improvements have been made to contract monitoring over time. Principals in ROI 

verifying the status of items on the help desk exemplifies good practice. This is 

important since schools are expected to monitor PPPs despite not being contract 

signatories. However, implementation of this control appears to be on an ad-hoc 

basis in NI. To improve service provision and safeguard against underperformance 

and non-availability at PPP schools, it is recommended that verification of help desk 

items by school principals continues in ROI and that this control is adopted on a 

uniform basis in NI. 

In addition, the DA for NI and ROI PPP schools indicated that design risk was 

transferred to the private sector. However, since school design is largely dictated by 

the building handbook and responsibility for defects is dependent on the 

circumstances giving rise to the design issue, it is recommended that a degree of 

design risk sharing is factored into risk pricing at the procurement phase of PPP 

schools. 
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Upon examining both forms of procurement, it was noted that PPP and TP school 

builds cannot be compared on a ‘like for like’ basis as maintenance regimes with 

PPPs are more rigorous, labour intensive and take into account the lifespan of 

buildings. Penalty imposition provides the impetus to do a good job and since 

maintenance is more preventative in nature there is less deterioration through use 

than at TP schools. Furthermore, monies are ring-fenced for planned maintenance at 

PPP schools whereas funds are not always available with TP schools and therefore 

maintenance is more ad-hoc in nature. In addition, FM staffing levels tend to be 

greater with PPPs than the allocation given to TP schools, affecting the level of 

maintenance that can be provided. PPP companies also exhibit high levels of 

expertise regarding maintenance and regulatory compliance issues, compared with 

the variation in skillsets that TP school principals possess. 

 
A strong benefit of PPPs is improved maintenance. To learn from this and emulate 

some examples of good practice shown with PPPs a number of recommendations are 

proposed. Rather than the burden of maintenance resting with TP principals, 

policymakers associated with TP school builds should consider outsourcing low asset 

specific transactions such as FM services to an external contractor possessing the 

requisite expertise. If sufficient funding is provided this would facilitate TP 

principals to focus on core activities, promote a degree of uniformity with 

maintenance standards and try to ensure statutory compliance with regulation is 

taking place on a routine basis at TP schools. Maintenance programmes at TP 

schools should have a longer-term strategic focus and greater funding should be 

provided by DE where possible since enhanced maintenance can prolong the 

school’s lifespan. If outsourcing is not chosen, additional support staff should be 

provided to TP schools and recognition given via increases in their school budgets, to 

principals who maintain their schools appropriately. This is in line with recent 

guidance from the National Audit Office (NAO) (2018) which highlights the need to 

examine whether guaranteed maintenance under PPP results in better assets which 

last longer, and whether ring-fencing maintenance funds or entering into long term 

maintenance contracts could be replicated with TP projects.  

 
Alternatively, similar benefits such as ring-fencing of resources for maintenance and 

synergies from the same consortium designing, building and operating (DBO) 
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schools may be achieved using DBO PPP models without the need for private 

finance. Bundling of these services into a single contract however usually leads to 

increases in asset specificity and uncertainty and must still proceed with care 

(Sussex, 2003; Lonsdale, 2005a). 

Despite improved maintenance with PPPs, it was noted that as the PPP Company 

supplies the school with equipment in accordance with somewhat outdated DE lists 

in ROI, items may be purchased which are no longer needed resulting in wastage. In 

this way PPP removes some control from teaching staff, previously responsible for 

procurement, who have a better knowledge of pupils’ needs and changing syllabi. To 

learn from this, policymakers should review and update handbooks and equipment 

lists on a timely basis in NI and ROI. In addition, teachers of specialist subjects 

should have greater engagement with the PPP company, when the school is being 

equipped for the first time. 

The majority of PPP principals in NI and ROI interviewed have experienced 

contractor failure; although they contend that they were not directly affected as the 

process was handled quite seamlessly by the SPV. The adoption of Joint Ventures 

(JV), whereby one builder took over when the other went bankrupt, represented good 

practice and helped matters to be expedited on a number of PPP projects in NI and 

ROI. While not a common occurrence, PA staff, TP principals and design contractors 

in NI and ROI and PPP principals and FM in ROI noted that contractor failure at TP 

schools can be a lengthy process for DE and the principal to resolve, affecting all 

contracting parties plus end user staff and pupils. More rigorous financial evaluations 

of contractors, placing a bidder in reserve or engaging two contractors in a joint 

venture for TP builds could help to minimise adverse delays in the event of 

contractor failure at these schools. However, the use of JV may not always be 

possible with traditional procurement unless contracts are large enough, for example 

if a number of schools are grouped together into one TP contract. A limited supply of 

contractors or a lack of desire to work together may also affect JV being 

implemented with PPP and TP school projects.  

Having discussed examples of good practice and lessons to be learnt along with 

recommendations for policy and practice, research limitations and areas for future 

research will now be outlined. 
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9.6 RESEARCH LIMITATIONS AND SUGGESTED AREAS FOR FUTURE 

RESEARCH 

 
This research was limited by the number of interviews that could be arranged and 

conducted within the time available. The findings may therefore be context specific 

and might not be applicable to other jurisdictions, including other parts of the UK. To 

enable a greater degree of generalisability, further studies would need to be conducted 

across a wider population. In particular, as noted in Section 6.7.2. of CHAPTER SIX, 

it would be preferable to undertake a greater number of interviews with principals from 

the earlier PPP schools in NI, together with additional NI and ROI public sector 

contract managers.  

 
In addition, to gain further insights, interviews could also be carried out with other 

parties such as pupils, parents, teachers, consultants and trade union officials. 

However, ethical concerns with regards to interviewing children would need to be 

addressed. Furthermore, DA is limited by the information received. While 

procurement documentation was sought under Freedom of Information (FOI), some 

could not be released on commercial sensitivity grounds, as authors such as Palcic et 

al. (2018) have also encountered. Details of the documentation requested and 

received are provided in TABLE 6.6 in CHAPTER SIX. 

 
The research conducted examines whether risks have been transferred as planned. 

Earlier and more recent PPP and TP school projects were chosen to see whether 

lessons may have been learnt over time. Going forward a longitudinal study of PPPs 

in education could be carried out whereby the same parties are interviewed and asked 

similar risk allocation questions after a number of years have elapsed. More risks are 

likely to manifest themselves when schools mature and this in turn will facilitate 

capturing whether risk has changed over time, or risk is being transferred as 

expected. Longitudinal research such as this could also ascertain whether VFM 

outcomes are met over the project’s lifetime and help to address Palcic et al. (2019) 

concerns regarding the scarcity of studies examining the performance of PPPs.  

 
The theoretical framework and research methodology adopted with this research 

could be applied to other sectors or countries, to examine whether risks have been 

transferred as planned with PPPs, so that lessons could be learnt from other 
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jurisdictions and to see whether risk transfer and contract management is more 

successful in some regions and PPP sectors than others. In addition, countries with 

mature PPP markets could be compared to examine best practice, including financing 

arrangements, and project failures. Understanding how unsuccessful projects are 

handled and how best to finance PPPs is particularly important given the collapse of 

Carillion. 

 
In light of the UK Government’s decision to end the use of private financing for 

future infrastructure projects, other PPP models could be considered as Palmer 

(2000) and Sussex (2003) have suggested. To extend the work conducted with this 

research, studies could also be carried out which compare the effectiveness of risk 

allocation in operational DBO projects with their Design Build Finance Operate 

(DBFO) counterparts. In addition, work could be carried out which examines 

whether the purported benefits of Private Finance 2 (PF2) materialise when projects 

are operational and whether this model could be replicated elsewhere. 
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APPENDIX 1A: Northern Ireland PPP and Traditionally Procured Post-
Primary Schools with capital values  

  Date  £ 

Year 

announced 

Construction 

Completed PPP Schools Capital Value 

2003 Sep-10 Belfast Model School for Boys PPP       33,000,000  
2001 Jul-08 Holy Cross College, Strabane PPP       31,300,000  
2011 Jun-13 Lagan College PPP       31,000,000  
2003 Jan-10 Belfast Model School for Girls PPP       31,000,000  
2001 May-08 Bangor Academy PPP       28,400,000  
2003 Apr-10 Grosvenor Grammar School PPP       27,800,000  
2002 Apr-11 Our Lady & St Patrick's GS Knock PPP       26,500,000  
2003 Aug-09 Ashfield Girls HS PPP       23,400,000  
2001 Sep-10 St Cecillia's College, Derry PPP       22,500,000  
2001 Sep-10 St Mary's College, Derry PPP       22,500,000  
2002 Apr-11 St Patrick's GS, Downpatrick PPP       18,300,000  
2001 Feb-08 Nendrum College, Comber PPP       13,000,000  
  Jun-13 Tor Bank PPP       12,780,000  
  Jul-99 Drumglass High School         6,400,000  
  Oct-00 Wellington/Balmoral       17,700,000  
  Feb-02 St Genevieve's High School       11,500,000  
         357,080,000  

      
  Date  £ 

Year 

announced 

Construction 

Completed TP Schools  Capital Value  

2003 Jan-10 Abbey Grammar School, Newry       25,111,795  
2010 Jan-13 Bangor Grammar School       23,602,057  
2002 Jun-09 Drumragh Integrated College, Omagh       23,274,710  
2003 Jun-10 St Dominics HS, Belfast       21,665,354  
2004 Oct-11 Banbridge Academy       19,756,000  
2003 Oct-10 Assumption Grammar School, Ballynahinch       18,081,047  
2001 Apr-06 Rathmore GS, Belfast       17,133,439  
2000 Jun-06 Dominican College, Belfast       16,561,280  
2002 Jul-09 De La Salle College Belfast       16,464,035  
2004 Sep-09 St Colman's College, Newry       15,313,360  
2006 Apr-12 Magherafelt HS       13,269,000  
2002 May-08 St Patrick's College, Dungannon       12,288,702  
2002 Aug-06 Fivemiletown HS         9,665,000  
2002 Jan-06 St Franchea's College, Enniskillen         9,045,835  
2002 Sep-05 Regent House GS         8,600,000  
2000 Sep-04 Antrim GS         7,860,000  
2003 Aug-10 Mount Lourdes GS         5,392,259  
2000 Jun-06 Mount Lourdes Grammar School         4,690,748  
2003 Sep-07 Saintfield HS         3,701,000  
2002 Jul-04 Thornhill College, Londonderry         3,596,584  
2002 Oct-05 Meanscoil Feirste         1,999,309  
2003 Aug-05 St Colman's College, Newry (Sports Hall)         1,165,853  
2000 Nov-01 Craigavon Senior HS            866,000  
           279,103,367  

 
 
 



 265 

 
APPENDIX 1B: Republic of Ireland PPP and Traditionally Procured Post-

Primary Schools completed 2000-2012 
 

 
        

County TP Schools  Year Cost (€m) 

Cavan St Patrick's College, Cavan, Co. Cavan 2012 7.8 
Dublin Coláiste Mhuire na mBráithre, Cabra 2012 3.1 
Meath Colaiste Na hInse, Laytown  2012 9.1 
Offaly Colaiste Choilm, O'Moore Street, Tullamore 2012 6.2 
Sligo Summerhill College, Sligo 2012 8.7 
Waterford  Coláiste na Maighdine, Presentation Secondary School 2012 4.5 
Wicklow Presentation College, Bray 2012 6.3 
Donegal Stranorlar Vocational School (Finn Valley College) 2011 4.8 
Dublin Pobail Scoil Setanta, Phibblestown 2011 13.5 
Dublin  Donabate Community College 2011 10.2 
Wexford Gorey Community College 2011 5.3 
Galway Glenamaddy Community School, Glenamaddy 2010 8.8 
Kildare Athy Community College  2010 7.85 
Dublin Adamstown Community College 2009 12.42 
Dublin Ardgillan Community College, Balbriggan 2009 4.07 
Laois Mountrath Community School, Mountrath 2009 8.8 
Leitrim Mohill Community College, Mohill 2009 8.55 
Dublin Ballinteer Community School 2008 12.08 
Limerick St Nessan's Community College 2008 11.7 
Limerick St Clements College, South Circular Road 2008 8.03 
Dublin Malahide Community School 2007 13.86 
Kerry Dingle Community School, Dingle 2007 8.19 
Meath Ratoath Community College, Ratoath 2007 13.18 
Donegal Loreto Community School, Milford 2007 8.65 
Cavan Cavan College of Further Studies 2006 5.2 
Cork Youghal Community School, Youghal 2006 14.58 
Donegal Magh Ene College, Bundoran, 2006 4.9 
Dublin Coláiste Bríde, Clondalkin, Dublin 22 2006 12.5 
Dublin Muckross Park College, Donnybrook 2006 10.4 
Dublin Coláiste Cois Life, Lucan 2006 7.7 
Laois Portlaoise Vocational School, Portlaoise 2006 11.8 
Carlow Gaelcholaiste Cheatharlach  2006 4.7 
Donegal Colaiste Phobail Cholmcille Oilean Thorai 2006 1.1 
Donegal Moville Community College 2005 4.1 
Galway Calasantius College 2005 7.1 
Kerry Meánscoil An Leith Triúigh, Bréanann, Trá Lí 2005 N/A 
Westmeath Castlepollard Community College 2004 3.1 
Cork St Mary's Secondary School, Mallow 2003 5.5 
Limerick Hazelwood College, Dromcollogher 2003 5.4 
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Wicklow Colaiste Chraobh Abhann, Kilcoole 2003 8.5 
Waterford Blackwater Community School, Lismore 2003 6.7 
Louth St Laurence's Vocational School 2003 5.3 
Kerry Coláiste na Sceilge, Caherciveen 2002 4.8 
Tipperary Coláiste Phobáil Ros Cré 2002 3.2 
Kerry Rathmore Community School 2001 2 
Kilkenny Slieverue Vocational School 2001 6.3 
Donegal Milford Vocational School, Co Donegal 2001 3.7 
Dublin Fingal Community College, Dublin 2001 N/A 
Dublin Castleknock Community College, Dublin 2001 4.9 
Laois Mountmellick Community School, Co Laois 2000 N/A 
Cork Glanmire Community College, Co Cork 2000 £2.60 
Tipperary Cahir Community School 2000 N/A 

    
 Total TP Schools   349.2 

    
        
County PPP School Projects Year  Cost (€m) 

 The Pilot PPP schools  97.2 
Donegal Largy College, Clones 2002  
Cork Maria Immaculate College, Clones 2002  
Sligo St Attracta's Community School, Tubbercurry 2002  
Cork Ballincollig Community School 2002  
Clare St Caimin's Community School, Shannon 2002  

    
 Bundle 1 PPP Schools  84.7 

Laois St Mary's CBS, Portlaoise - PPP Project  2010  
Laois Scoil Chriost Ri, Portlaoise - PPP Project 2010  
Offaly Coláiste na Sionna, Banagher College - PPP Project 2010  
Offaly Gallen Community School, Ferbane - PPP Project 2010  

    
 Bundle 2 PPP Schools 

 110.5 
Cork Bantry Community College - PPP Project  2011  
Kildare Kildare Town Community School - PPP Project 2011  
Limerick Abbeyfeale Community College - PPP Project 2011  
Meath Athboy Community School - PPP Project 2011  
Wicklow Wicklow Town Community College - PPP Project 2011  
Cork Gaelschoil Bheanntrai Primary School 2011  

    
 Total PPP Schools   292.4 
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APPENDIX 2: Document Analysis Checklist 

 
School/Project: 
 
Document: 
 

Question Reference to theory/prior literature Answer 
Section A   
Elements linked with risk transfer in PPP procurement documents   
(i) Frequency of Transactions   
Which bidders made it to the final stages of the bid process? (Parker and Hartley, 2003; Mols, 2010)   

Who was appointed as preferred bidder? (Parker and Hartley, 2003; Mols, 2010)   
(ii) Number of Bidders   
How many initial bidders were there? (Lonsdale, 2005b)   
How many bidders made it to the ITN stage? (Lonsdale, 2005b)   

Did the project proceed even if there was only one bidder? Lonsdale, 2005a; b)   
Were there any increases in the initial bid price before financial close? Lonsdale, 2005b)   
(iii) Bid Evaluation and Risk Transfer   
Which bidder scored highest on bid evaluation criteria?   
What criteria were used?   
Was it also the cheapest?   
Was the preferred bidder cheaper than the PSC/SBM? (Edwards and Shaoul, 2003a)   
Is there a small difference between the NPV of the PSC and PPP and is 
this primarily due to risk transfer? 

(Ball et al., 2001; Ball et al., 2003; Ball et al., 2007)   

What % of the NPC in the PSC does risk equate to? (Ball et al., 2001; Ball et al., 2003; Ball et al., 2007)  
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Question Reference to theory/prior literature Answer 
(iv) Accounting Treatment   
What was the accounting treatment for the PPP school? (Heald and Georgiou, 2011).  
(v) Training and Public Sector Skillset   
What training if any do school management, DE contract 
managers and PPP company staff receive on contract 
provisions and operational aspects of PPP projects? 

 
(Lonsdale, 2005b; Reeves, 2008)  

 

Does the public sector have adequate skills for the complex 
nature of PFI contracting and contract monitoring? 

(Lonsdale, 2005a; Lonsdale, 2005b; Asenova et al., 2007; 
Lonsdale and Watson, 2007; Reeves, 2008; NAO, 2009; 
Robinson and Scott, 2009; NAO, 2010; Hearne, 2011)  

 

Is there a continuity of staff from procurement to operational 
phases? 

  

(vi) Switching Costs   
What switching costs are faced by both parties and which party 
carries the majority of these? 

(Lonsdale, 2005b)   

Can a competitor be sourced if the contractor’s work is 
substandard? 

(Lonsdale, 2005b)   

(vii) General Risk Questions   
Do risk profiles change over time? (Boholm and Corvellec, 2011)   
Are some risks passed back to the public sector or ultimately 
transferred to the end user? 

(Edwards and Shaoul, 2003b; Shaoul et al., 2012)   

What new risks are created via the PPP process? (Froud, 2003)  

How does the public sector try to mitigate against unknown or 
unacknowledged risks which arise due to contract 
incompleteness? 

(Froud, 2003)  
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Question Reference to theory/prior literature Answer 
Section B   
Risk Allocation   
 (i) Design Risk   
Which party bears design risk? (ASB, 1998; Ball et al., 2001; 2003; 2007; Oudot, 2005a; b 

Reeves and Ryan, 2007; Connolly et al., 2008; Hearne, 2011) 
 

How detailed and prescriptive are PPP school specifications 
and are they largely dictated by recommended guidelines? 

(Ball et al., 2001; Ball et al., 2003; Ball et al., 2007; Reeves and 
Ryan, 2007; Connolly et al., 2008; Hearne, 2011)  

 

(ii) Construction Risk   
Which party bears the risk of cost of time over-runs with 
construction and related warranty repairs due to poor building 
work? 

 (ASB, 1998; Edwards and Shaoul, 2003a; Oudot, 2005a; b; 
Bing et al., 2005; Reeves and Ryan, 2007)  

 

Does the contractor have to wait for payment until construction 
has been completed? 

(NAO, 1999)   

Can the public sector receive compensation for construction 
delays or projects not built to specification? 

(NAO, 1999)   

(iii) Demand Risk   
Which party bears demand/volume risk? (ASB, 1998; NAO, 1999; Edwards and Shaoul, 2003a; C&AG, 

2004; Oudot, 2005a; b)  
 

Do payments vary over all likely levels of demand? (ASB, 1998)   
Is the school able to fill its capacity – what happens if this is 
not the case? 

(Edwards and Shaoul, 2003a; Demirag et al., 2010)  
 

 

What happens if there is a severe shortage of demand? Will 
cleaning and maintenance still be paid for? 

(Broadbent et al., 2004; Broadbent et al., 2008)  
 

 

(iv) Maintenance / Operating Cost Risk   
Which party bears the risk of maintenance costs exceeding 
forecasts? 

(NAO, 1999; Edwards and Shaoul, 2003a; C&AG, 2004; Bing 
et al., 2005; Oudot, 2005b)  
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Question Reference to theory/prior literature Answer 
Which party bears the risk of significant future cost increases? (NAO, 1999; Broadbent et al., 2004; 2008; Oudot, 2005a; b; 

Reeves and Ryan, 2007; Connolly et al., 2008) 
 

Can any charges for facilities management services be reset on 
a regular basis? 

(Broadbent et al., 2004; Broadbent et al., 2008)   

(v) Residual Value Risk   
Who bears the risk that on contract completion the property 
will be worth more or less than expected at the outset? 

(ASB, 1998; NAO, 1999; Ball et al., 2001; Oudot, 2005a; b; 
Reeves and Ryan, 2007)  

 

Do certain hand back provisions need to be fulfilled before the 
project assets can revert to the public sector? 

(Edwards et al., 2004)   

(vi) Underperformance and Non-availability Risk   
Which party bears the risk of penalties for poor performance? (ASB, 1998; NAO, 1999; Oudot, 2005b; Lonsdale, 2005b)   
Are penalties invoked for poor performance? Or are they only 
implemented when PPP assets and their related services are 
completely unavailable? 

(ASB, 1998)   

Are penalties always invoked for poor performance/non-
availability? 

(Audit Commission, 2003; Edwards et al., 2003a; b; Edwards et 
al., 2004; Lonsdale, 2005b; Reeves, 2008; NAO, 2010)  

 

How long does the operator take to rectify faults? (Connolly et al., 2008)  
How significant are the penalties imposed? (Connolly et al., 2008)  
Does the shortage of available suppliers and the politically 
sensitive nature of the project have an impact on penalty 
enforcement? 

(Edwards and Shaoul, 2003b)   

(vii) General and Specific Legislation Risk   
Which party bears the risk of escalating operating costs due to 
changes in general and specific legislation? 

 (NAO, 1999; Debande, 2002; C&AG, 2004; Oudot, 2005a; b; 
Broadbent et al., 2008; Khadaroo, 2008)  
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Question Reference to theory/prior literature Answer 
(viii) Obsolescence Risk   
Which party bears the risk of obsolescence? (ASB, 1998; NAO, 1999; C&AG, 2004; Oudot, 2005b;  

Broadbent et al., 2008; Khadaroo, 2008; Cruz and Marques, 
2012)  

 

(ix) Contractor Default Risk   
Which party bears the risk for contractor failure? (HMT, 1997; NAO, 1999; C&AG, 2004; Oudot, 2005b;  

Shaoul et al., 2012; Khadaroo, 2014)  
 

(x) Third Party Revenue Risk   
Which party bears third party revenue risk? (HMT, 1997; ASB, 1998; Broadbent et al., 2004; 2008)   
(xi) Contract Variation Risk   
Which party bears the risk of changes in facilities and service 
specifications? 

(NAO, 1999, Edwards et al., 2004; Lonsdale, 2005c; Ismail and 
Pendlebury, 2006; Robinson and Scott, 2009)  

 

Transactional Contracting   
(xii) Are bids evaluated on a monetary basis only or are 
qualitative factors also considered? 

(MacNeil, 1978; Darwin et al., 2000; Froud and Shaoul, 2001; 
Reeves, 2008; Khadaroo, 2014) 

 

(xiii) Are risks largely assigned to one party? (MacNeil, 1978; Darwin et al., 2000; Reeves, 2008)  
(xiv) Are the beginning and the end of the contract clearly 
defined? 

(MacNeil, 1978; Darwin et al., 2000; Reeves, 2008)  

Section C   
Analysis of TP Documents /PPP versus Traditional 
Procurement 

  

(i) Needs and Objectives   
On what basis was it determined that a new 
school/refurbishment was required? 

(Lonsdale, 2005b)  

Was the project a new build or refurbishment? (McCabe et al., 2001; Demirag et al., 2010)  
(ii) Background Project Information   
What is the capital value of the school?   
What is the area of the school in sq m?   
What is the planned long-term enrolment?   
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Question Reference to theory/prior literature Answer 
When was the school operational?   
Who are the contracting authorities?   
Was the project delivered on time? (Gao and Handley-Schachler, 2003)   
(iii) Why PPP or TP?   
Why was the project chosen to be undertaken as a PPP or 
traditional procurement? 

(Lonsdale, 2005a; b)  

Section D   
Post Project Evaluations   
What is the purpose of PPE?    
What stages does it involve and who conducts it?   
Was the project on time? (Gao and Handley-Schachler, 2003)   
Was the project on budget? (Gao and Handley-Schachler, 2003)   
What was the degree of satisfaction with the school build?   
How long was the FM contract operational when the PPE 
interviews took place? 

  

Were changes made between FBC and Financial Close? (Lonsdale, 2005b, Issa et al; 2012)   
Was an output specification adopted and if so how detailed 
was it? 

(Ball et al., 2001; Audit Commission, 2003; Ball et al., 2003; 
NIAO, 2004; Ball et al., 2007; Reeves and Ryan, 2007; 
Connolly et al., 2008; Hearne, 2011)  

 

Did the project comply with the school building handbook? (Ball et al., 2001; Ball et al., 2003; Ball et al., 2007; Connolly et 
al., 2008)  

 

Was there scope for innovation? (Ball et al., 2001; Ball et al., 2003; Ball et al., 2007; Reeves and 
Ryan, 2007; Connolly et al., 2008; Hearne, 2011)  

 

Who takes responsibility for maintenance? NAO, 1999; Bing et al., 2005; Oudot, 2005b) Ch 4 (C&AG, 
2004; Edwards and Shaoul, 2003a)  

 

What was the degree of satisfaction with maintenance?   
Were all services provided by FM Co?   
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Question Reference to theory/prior literature Answer 
Were there any issues post construction and how were they 
handled? 

(ASB, 1998; Reeves, 2008, Boholm and Corvellec, 2011) 
(Publications post DA - Chung and Hensher, 2015; Chung, 
2016)  

 

Have penalties been applied? (Audit Commission, 2003; Edwards et al., 2003b; Edwards et 
al., 2004; Lonsdale, 2005b; Reeves, 2008; NAO, 2010)  

 

How are contracts monitored? (Edwards and Shaoul, 2003a; Reeves, 2008; Robinson and 
Scott, 2009; Hearne, 2011; Wang 2011) 

 

Is there any flexibility with penalties? (Audit Commission, 2003; Edwards et al., 2003b; Edwards et 
al., 2004; Lonsdale, 2005b; Reeves, 2008; NAO, 2010)  

 

How are changes handled with PPP contracts? (NAO, 1999; Edwards et al., 2004; Lonsdale, 2005c; Ismail and 
Pendlebury, 2006; Reeves, 2008, Robinson and Scott, 2009; 
Boholm and Corvellec, 2011; (Publications post DA - Chung 
and Hensher, 2015; Chung, 2016)  

 

Are public sector skills developed on this project retained in-
house including knowledge re risk allocation? 

(Jin, 2009)   

Have things improved since the earlier projects?   
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APPENDIX 3: Detailed Risk Allocation Table for Northern Ireland and Republic of Ireland PPP School Projects 
 
Risk Theory Empirical 

Pre-
operational 
phase 

Empirical 
Operational 
Phase 

Actual NI  Actual 
ROI  

Note 

Design Risk T T/S/R  T/S/R T- DA 
T/S/R - SSI 

T-DA 
T/S/R- SSI 

 

Construction Risk T  T T T – DA 
T, but 
somewhat 
shared - SSI 

T-DA 
T, but 
somewhat 
shared- SSI 

 

Demand Risk R R R R – DA 
R, but 
somewhat 
shared - SSI 
 

R * Information was not provided on demand 
risk within the procurement documentation 
for St Genevieve’s Girls School (NI-PPP) 

Maintenance Cost 
Risk 

T T T, but 
somewhat 
shared 

T – DA 
T, but 
somewhat 
shared - SSI 

T – DA 
T, but 
somewhat 
shared - 
SSI 

 

Operating cost 
Risk 

T/S T T T – DA 
S - SSI 

T – DA 
S - SSI 

 

Residual value 
Risk 

S/R R/T ** S, R – DA 
R - SSI 
 

R * Information was not provided on residual 
value risk within the procurement 
documentation for St Genevieve’s Girls 
School (NI-PPP) 
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Risk Theory Empirical 
Pre-
operational 
Phase 

Empirical 
Operational 
Phase 

Actual NI  Actual 
ROI  

Note 

 Under 
performance and 
non-availability 
Risk 

T T, but 
somewhat 
shared 

T, but 
somewhat 
shared 

T – DA 
T, but 
somewhat 
shared - SSI 

T – DA 
T, but 
somewhat 
shared - 
SSI 

 
 

General legislation 
Risk 

T T ** T, but shared 
with BELB 
Strategic 
Partnership – 
DA 
T – SSI 
 

T – DA 
S - SSI 

Information was not provided on general 
legislation risk within the procurement 
documentation for 
St Cecilia’s College and St Mary’s College 
(NI-PPP) 

Specific legislation 
Risk 

R R ** R * 
 

R * 
 

Information was not provided on specific 
legislation risk within the procurement 
documentation for St Cecilia’s College and 
St Mary’s College (NI-PPP) 
 

Obsolescence Risk T T ** T/S -DA 
 S - SSI 
 

T - DA 
S - SSI 
 

Information was not provided on 
obsolescence risk within the procurement 
documentation for 
Holy Cross College (NI-PPP), St Cecilia’s 
College and St Mary’s College (NI-PPP) 
and the Bundle 1 and Bundle 2 (ROI-PPP) 
Schools. 
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Risk Theory Empirical 
Pre-
operational 
Phase 

Empirical 
Operational 
Phase 

Actual NI  Actual 
ROI  

Note 

 Contractor 
Default Risk 

T/S R/S ** T * T/S – DA 
T - SSI 

 

 Third party 
revenue Risk 

T/S/R S ** S * 
 
 

T – DA 
S - SSI 
 
 

Information was not provided on third party 
revenue risk within the procurement 
documentation for St Cecilia’s College and 
St Mary’s College (NI-PPP) and the Bundle 
1 and Bundle 2 (ROI-PPP) Schools. 
 

Contract 
Variation Risk 

*** *** *** Initiating party 
*** 
 
 

See Note 
Column 
*** 

Information was not provided on contract 
variation risk within the procurement 
documentation for Holy Cross College (NI-
PPP), Pilot, Bundle 1 and Bundle 2 schools 
(ROI-PPP). 

 
T: Risk transferred to the private sector, S: Risk shared between both parties, R: Risk retained by the public sector  
DA: Document Analysis, SSI: Semi-Structured Interviews 
 
* Findings from SSI agreed with expected risk allocation per DA unless otherwise stated; 
** Detail regarding this risk at the operational phase was not available for education-based PPPs in the empirical literature. 
*** Making changes with PPPs has been deemed time consuming and costly in the literature and when conducting SSI. However relational 
contracting which promotes flexibility and reciprocity to facilitate such changing circumstances, was seen when small or medium changes were 
accommodated, or minor items were provided free of charge in the literature and when conducting SSI.  
**** The Empirical Pre-operational (i.e. procurement) and Operational Phase columns relate only to education-based PPPs. 
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APPENDIX 4: SPSS 

 
The impact operational date and location of PPPs have on risk allocation are 

discussed in this SPSS analysis section. APPENDIX 2, the Document Analysis 

checklist was drafted based on themes taken from the theoretical and empirical 

literature in CHAPTERS FOUR and FIVE respectively and manually applied to the 

procurement documents obtained under FOI for the NI and ROI schools. Information 

from the completed checklists was then input into SPSS so that analysis could be 

performed. The findings will now be discussed.  

 

Mann Whitney and Kruskal Wallis tests were performed to determine the impact if 

any certain variables may have on the allocation of all PPP risks. Mann Whitney is 

used to compare differences between two independent groups, while Kruskal Wallis 

allows comparison of more than two independent groups. If information was not 

provided the cell was left blank. Results are summarised in the TABLE A4 below.  

 
Variables Test Not Statistically 

Significant 
Statistically Significant at 5% 
level 

Operational date vs 
Allocation of all PPP risks 

Kruskal Wallis X  

PPP by location vs 
Allocation of all PPP risks 

Mann Whitney  Third party revenue risk 

 
TABLE A4: Impact of certain factors on risk allocation 

 
• PPP operational dates were categorised as pre 2000, 2000-2008 and post 

2008 for both NI and ROI PPP projects.  

• PPP by location relates to PPPs in NI and ROI. 

• All risks refer to; design, construction, demand, maintenance cost, operating 

cost, residual value, underperformance and non-availability risk, general and 

specific legislation risk, obsolescence, contractor default, third party revenue 

risk and contract variation risk 
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Conclusion 

As can be seen from TABLE A4 the effect of PPP school operational dates and 

location of PPPs on risk allocation was measured by carrying out Kruskal Wallis and 

Mann Whitney tests. The date projects became operational was not statistically 

significant demonstrating that risk allocation hasn’t changed over time. Likewise, 

PPP location did not have a substantial impact on risk allocation, apart from third 

party revenue risk which was statistically significant at the 5% level, when a Mann 

Whitney test was conducted. Allocation of this risk varies depending on project 

location, however uniformity of allocation with the remaining risks is expected given 

the standardised nature of PPP contracts (HMT, 2007).  
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APPENDIX 5: Semi-Structured Interview Checklist 
 
 Question Prompt Rationale Indicative 

References 
Section A: 
Background 

    

1. How long have you 
been a principal at this 
school? 
 

   

2. What is your 
experience with 
PPP/TP school building 
projects?  
 

   

Section B: 
Lonsdale’s 
Framework 

    

3. Were you aware how 
many bidders made it to 
the final stages? 

 Number of 
bidders may 
affect pre-
contractual 
power 
relations 
 

(Lonsdale, 
2005a), DA 

4. Were changes made to 
risk allocation once the 
preferred bidder was 
appointed? 

 Does the 
number of 
bidders affect 
the passing 
back of risk? 
 

(Lonsdale, 
2005a) 

5. Can a competitor be 
sourced if the 
contractor’s work is 
substandard? 

 Switching 
costs may act 
as a deterrent 
to changing 
suppliers 
 

(Lonsdale, 
2005b) 

6. Why do you believe 
schools were built as 
PPPs or traditionally 
procured? 

 Politicisation 
of the 
Decision-
Making 
Process 

(Mayston, 
1999; 
Lonsdale, 
2005a; 
Khadaroo, 
2014), DA 
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 Question Prompt Rationale Indicative 

References 
Section B: 
Lonsdale’s 
Framework 

    

7. Do you believe the new 
school/refurbishment 
was necessary? 

 Relative 
Salience of the 
Transaction 

(Lonsdale, 
2005b; c), 
DA 

8. What training do you 
receive on contracting 
and operational aspects 
of PPP and 
Traditionally Procured 
schools? 

 Relative 
commercial 
resources of 
both parties 

(Lonsdale, 
2005b; 
Reeves, 
2008; NAO, 
2010), DA 

9. Do you believe the 
school has ever had to 
pay for something that 
may have been the 
contractor’s 
responsibility? 

 Lack of 
contract 
knowledge - 
schools are 
expected to 
monitor PPPs 
despite not 
being contract 
signatories 
which may 
result in the 
passing back 
of risk 

(Edwards 
and Shaoul, 
2003a; 
Khadaroo, 
2008) 

Section C: 
Relational 
Theory of 
Risk 

    

10. Are you aware of 
disagreement regarding 
service standards and 
what constitutes 
unavailability? 

 The 
interpretive 
nature of risk 

(Lonsdale 
and Watson; 
Boholm and 
Corvellec, 
2011) 

Section D: 
Relational 
Contracting 

    

11. How important do you 
believe experience with 
the same contractor is? 

 Increased 
frequency of 
transactions, 
trust and 
relational 
contracting 

(MacNeil, 
1978; 
Darwin et 
al., 2000; 
Parker and 
Hartley, 
2003; 
Reeves, 
2008), DA 
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 Question Prompt Rationale Indicative 

References 
Section E: 
Risk 
Allocation  

    

12. Design Risk:  
Who do you think is 
responsible for school 
design?  

 
How are 
design 
issues 
handled? To 
what extent 
can the 
contractor 
bring 
innovation? 
How is 
design risk 
handled in 
TP schools? 

 
Adherence to 
school 
building 
standards - 
scope for 
innovation and 
the output 
specification  

 
(Susex, 
2003; Oudot, 
2005a; b; 
Reeves and 
Ryan, 2007; 
Connolly et 
al., 2008; 
Demirag and 
Khadaroo, 
2008; 
Hearne, 
2011; 
Reeves and 
Palcic, 
2017*), DA 

13. Construction Risk: 
Who has responsibility 
for cost and time 
overruns during 
construction and defects 
that arise post 
construction? 

 
On time 
delivery,  
Defects post 
construction 

 
Cost and time 
over runs and 
handling of 
defects  

 
(Ball et al., 
2001; Oudot, 
2005a; b; 
Khadaroo, 
2014), DA 

14. Demand Risk: 
Who is responsible if 
student numbers fall 
and how is this 
handled? 

  
To see how 
demand is 
handled in 
operational 
school 
projects. 
 
Falling 
demand was 
somewhat 
accommodated 
with PPPs in 
the UK’s 
health sector 
 

 
(NAO, 2002; 
Oudot 
2005a; b; 
Broadbent et 
al., 2008; 
Hearne, 
2011; Wang 
2011; 
O’Shea et 
al., 2018*), 
DA 
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15. Maintenance Cost 

Risk: 
Who is responsible for 
maintenance when, for 
example, the school is 
broken into, equipment 
is damaged or there are 
problems with the 
sports grounds? 

 
 
Response 
Times 

 
 
Poor response 
times and 
reluctance to 
fix repairs 
results in costs 
being passed 
back to the 
public sector 

 
 
(Edwards 
and Shaoul, 
2003a; 
Oudot, 
2005b; 
Khadaroo, 
2008; 
Hearne, 
2011; 
Khadaroo, 
2014), DA 

16. Maintenance Cost 
Risk: 
Who has responsibility 
for routine repairs and 
maintenance? 

 
 
 

 
 
The standard 
of 
maintenance 
can help 
prolong the 
lifespan of 
PPP schools  
 

 
 
(Wang, 
2011) 

17. Maintenance Cost 
Risk: 
Who has responsibility 
for maintenance with 
Traditionally Procured 
Schools? 
 

  
 
To see how 
maintenance 
cost risk is 
handled at TP 
schools 
 

 
 
(Sussex, 
2003) 

18. Maintenance Cost 
Risk: 
How does service 
provision, particularly 
in relation to 
maintenance, differ 
between PPP and 
Traditionally Procured 
schools? 
 

  
 
To compare 
maintenance 
provision at 
PPP and TP 
schools 

 
 
(Sussex, 
2003), DA 
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19. Operating Cost Risk: 

What happens if 
operating costs are 
greater or less than 
expected? 
 

 
Making 
changes to 
service 
provision: Is 
there scope 
to de-
specify or 
reduce 
service 
levels? 
 

 
If the cost of 
FM services or 
level of 
service 
provision can 
be reduced this 
indicates a 
degree of risk 
sharing 

 
(NAO, 1999; 
Broadbent et 
al., 2004; 
Oudot, 
2005a; b; 
HMT, 2011), 
DA 
 
 

20.  Residual Value Risk: 
What will happen to the 
school building at the 
end of the contract? 

 
 
 
 
 

 
This risk 
considers 
whether the 
property will 
be worth more 
or less than 
expected at the 
outset or that 
the school 
building is not 
required at the 
end of the 
contractual 
period 
 

 
(ASB, 1998, 
NAO, 1999; 
Ball et al., 
2001; Oudot 
2005a; 
Reeves and 
Ryan, 2007), 
DA 

21.  Underperformance 
and Non-Availability 
Risk: What happens if 
the school/classroom is 
unavailable or there are 
problems with services? 
 
 

 
 
Flexibility 
with 
logging 
issues on 
the help 
desk, 
Contract 
Monitoring 
and the 
level of 
penalty 
enforcement 

 
 
Under 
enforcement 
of penalties 
has been 
linked with 
safeguarding 
good working 
relationships, 
insufficient 
contract 
monitoring 
and a lack of 
contract 
knowledge 
 

 
 
(Audit 
Commission, 
2003; 
Lonsdale, 
2005b; 
Khadaroo, 
2008; 
Reeves, 
2008; 
Robinson 
and Scott, 
2009; 
Hearne, 
2011), DA 
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22.  Underperformance 
and Non-Availability 
Risk:  
Can penalties for poor 
performance or non-
availability be imposed 
on contractors in 
Traditionally Procured 
schools? 
 
 
 

 
 
 
 
 
 
 

 
 
 
When 
comparing 
PPP and TP 
hospitals, 
Sussex (2003) 
has 
highlighted the 
possibility of 
penalty 
clauses with 
service 
contracts at TP 
schools. 
  

 
 
 
(Sussex, 
2003) 

23. General and Specific 
Legislation Risk: 
Who do you believe 
bears the cost of 
changes to legislation 
with school projects? 
 

  
 
To see which 
parties are 
responsible for 
legislation 
affecting all 
businesses or 
specific to 
education- 
based projects 
 

 
 
(NAO, 1999; 
Oudot, 
2005a; b), 
DA 

24. Obsolescence Risk: 
Who is responsible if 
furniture and equipment 
needs to be replaced 
earlier than expected?  
 

  
To see how 
obsolescence 
is handled in 
school projects 

 
(NAO, 1999; 
Oudot, 
2005b), DA 
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25. Contractor Default 

Risk:  
What would happen in 
the case of contractor 
failure during the 
construction/operational 
phases? 
 

  
 
Despite 
significant 
premiums paid 
for risk 
transfer, owing 
to their 
statutory 
obligations 
governments 
have bailed 
out failing 
projects in the 
literature  
 

 
 
(Edwards et 
al., 2003a; 
Edwards et 
al., 2004; 
Oudot, 
2005b; 
Hearne, 
2011; Burke 
and 
Demirag, 
2015), DA 

26. Third Party Revenue 
Risk: 
What happens when the 
school is used after 
hours? 

  
 
To see what 
happens if 
third party 
demand for the 
school is 
greater or less 
than expected 
 

 
 
(HMT, 
1997), DA 

27. Contract Variation 
Risk: 
What happens when 
design changes and 
changes to facilities are 
required? 

  
 
Uncertainty 
with PPPs 
renders 
renegotiation 
inevitable. 
While changes 
with PPPs 
have been 
deemed time 
consuming 
and costly, 
relational 
contracting 
promotes 
flexibility to 
facilitate 
changing 
circumstances 

 
 
(Lonsdale, 
2005c; 
Ismail and 
Pendlebury, 
2006; 
Robinson 
and Scott, 
2009; Javed 
et al., 2013; 
Chung and 
Hensher, 
2015; 
Chung, 
2016*; 
O’Shea et 
al., 2018*), 
DA 
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28. Contract Variation 

Risk: 
How are changes 
handled with 
Traditionally Procured 
projects? 
 

  
 
For 
comparison 
purposes 
interviewees 
were asked 
about making 
changes in TP 
projects 
 

 

Section F:  
General 
Risk 
Questions 

    

29. Have any new risks 
emerged since the 
project is up and 
running that weren’t 
considered at the 
contractual phase and if 
so how are they 
handled?  

 The high 
potential for 
contract 
renegotiation 
with PPPs 
may result in 
risks being 
passed back to 
the public 
sector and the 
public  
 

(Issa et al., 
2012). 

30. Do you believe PPP has 
created or eliminated 
risks that would not 
exist under traditional 
procurement? 

 Failure to take 
account of 
new risks 
arising from 
PPP 
procurement 
may leave the 
public sector 
bearing more 
risk than 
anticipated  
 

(Froud, 
2003) 
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Section G:  
Closing 
Questions 

    

31. Is there anything else 
you would like to add 
including lessons 
learnt? 

   

32. Can you recommend 
someone else that I 
should speak to? 

   

 
* Supporting references were published post interviews  
 
DA: Document Analysis (Chapter Seven) 
 
  



 288 

 
 

APPENDIX 6: List of Anonymised Code Names for 
Interviewees   

      

Principals (P) NI   Principals (P) ROI   

School Other (SO) NI   School Other (SO) ROI   

        

P1NIPPP NI PPP School Principal P1ROIPPP ROI PPP School Principal 

P2NIPPP NI PPP School Principal P2ROIPPP ROI PPP School Principal 

P3NIPPP NI PPP School Principal P3ROIPPP ROI PPP School Principal 

P4NIPPP NI PPP School Principal P4ROIPPP ROI PPP School Principal 

P5NIPPPTP Ex NI PPP School Principal and  P5ROIPPP ROI PPP School Principal 

  current NI TP School Principal P6ROIPPP ROI PPP School Principal 

SO1NIPPP NI PPP School Bursar     

        

P1NITP NI TP School Principal P1ROITP ROI TP School Principal 

SO1NITP NI School Bursar  P2ROITP ROI TP School Principal 

P5NIPPPTP Ex NI PPP School Principal and  P3ROITP ROI TP School Principal 

  current NI TP School Principal P4ROITP ROI TP School Principal 

    S01ROITP Retired Board of    

     Management member 

Contractors (C)  NI   Contractors (C) ROI   
C1NITPPPP NI Design Contractor with both  C1ROITP ROI Design Contractor  

  PPP and TP knowledge  with mainly TP knowledge 

C2NITPPPP NI Project Manager with both  C2ROIPPP ROI Regional FM   

  PPP and TP knowledge C3ROIPPP ROI Regional FM   

C3NIPPP NI Regional FM  C4ROIPPP ROI Regional FM   

C4NIPPP NI Regional FM  C5ROIPPP ROI SPV Managers  

C5NIPPP NI SPV Managers  C6ROIPPP ROI SPV Managers  

C6NIPPP NI SPV Managers  C7ROIPPP ROI FM   

        

        
Procurement Agency (PA) NI   Procurement Agency (PA) ROI   
PA1NIPPP NI PPP PA staff,   PA1ROITP ROI TP PA staff - DE-ROI 

  NIPPPES Contract Managers PA2ROITP ROI TP PA staff - DE-ROI 

PA2NITP NI TP PA staff, DE-NI PA3ROIPPP ROI PPP PA staff, NDFA 

PA3NIPPP NI PPP PA staff, DE-NI     

PA4NIPPP NI PPP PA staff, DE-NI     

PA5NIPPP NI PPP PA staff,       

  NIPPPES Contract Managers       
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APPENDIX 7: Risk allocation of Traditionally Procured School projects in 

Northern Ireland and the Republic of Ireland 

 

Risk  

 

Interviewees’ responses 

on risk allocation in NI 
and ROI 

Interviewee Comments 

Design Risk Public/Private For employer design and DB 

traditionally procured schools, 

design risk rests with the public 

and private sectors respectively. 

 

Construction Risk Private but somewhat 

shared 

Stage payments are made to the 

builder and they are penalised for 

being late. Monies are also 

withheld as retention. DE may on 

occasion end up paying for minor 

defects that are the contractor’s 

responsibility. 

Demand Risk Public  

Maintenance Cost Risk Public  

Operating Cost Risk Public  

Under-Performance and 

Non-Availability Risk 

No penalties currently 

apply 

 

Legislative Risk Public  

Obsolescence Risk Public   

Contractor Default Risk Shared  With traditionally procured 

schools a bond is called in and the 

onus is on DE to re-tender which 

can be a lengthy process affecting 

end user staff and pupils 

Third Party Revenue 

Risk 

Public  
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