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Mr. Faroque Dawood
Chair of the Board of Directors

of the William Osler Health Centre
Brampton Memorial Hospital Campus
20 Lynch Street
Brampton, Ontario
L6W 2Z8

Dear Mr. Dawood and Board Members:

Re: Privatization of Hospital Infrastructure

We act for Local 145 of the Canadian Union of Public Employees.

We are writing to register our deep concern about plans to privatize core hospital facilities at the
William Osler Health Centre, and about your failure to consult with the Union about this critical
initiative. We believe that effective consultations must take place before any further steps are taken
to proceed with this undertaking.

The Union is strongly committed to ensuring that the needs of the William Osler Health Centre’s
client communities are fully served. It is well aware of the funding constraints imposed by the
provincial government, and continues to protest fiscal policies that favour tax cuts in preference to
health care spending.

But CUPE believes that it is absolutely essential to the integrity of our medicare system that hospitals
and hospital services remain in the public sector. We wish to stress that it not just the immediate
impact of this privatization project on the members of our Union that is of concern, but the broader
implications of this project for all those who provide services in and who rely on Canada’s public
health care system.

A report very recently published in the Canadian Medical Association Journal offers a very
disturbing assessment of the potential consequences of hospital privatization. The report concludes
that “private for-profit hospitals were associated with increased risk of death” relative to private not-
for-profit hospitals.
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While we appreciate the Board’s interest in responding to the needs of the communities it serves,
privatization is definitely not the answer.

Due Diligence and Obligation to Consult

As you will know, members of the Board of Directors of the Hospital are under both common law
and statutory obligations with respect to their management roles. Quite apart from their fiduciary
obligations, Board members must also exercise due diligence in carrying out their duties. This
requires, among other things, optimizing the value realized for any investment of scarce public health
care resources.

At a minimum this means exploring all of the options available for meeting health care service
needs, and doing so in a manner that objectively assesses the risks and benefits associated with each.
Undertaking this assessment in an open, transparent and consultative manner is also essential if the
public trust invested by the community in the Board is to be honored.

Similar obligations arise under the provisions of the collective agreement which require that timely
notice be provided of potential layoffs, the elimination of bargaining unit positions, or changes
concerning the Hospital’s operating plan. An essential element of such consultations is the
requirement to consider alternatives to the Hospital’s plans.

No meaningful consultation has taken place concerning the privatization initiative you have
announced, and the informal discussions that have taken place fall short of any good faith effort to
consult with the Union or members of the community. Nevertheless, the Hospital appears to be on
the verge of taking steps that will commit it to proceeding with this privatization initiative whatever
the risks or costs.

This raises serious questions about whether the Board is meeting its obligations of due diligence and
prudence, not to mention its obligations under the Collective Agreement. In any event the lack of
transparency surrounding the Board’s plans undermines the accountability it must have to everyone
with a stake in meeting the needs of the patients the William Osler Health Centre must serve.

The Costs and Risks of Privatization

The Ontario government has decided, on a very selective basis, that it will not fund needed hospital
infrastructure. It has pushed some hospital boards to seek out private partners to design, build,
finance and operate (DBFO) new hospital facilities. As you know, the William Osler Health Centre
is one of two hospitals to embark upon such DBFO projects, and is by far the largest. Our substantive
concerns with this form of hospital privatization are fourfold.
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First, we believe that privatization of hospital infrastructure and services will increase the cost of
health care, or diminish service - probably both. This has been the consistent experience of other
jurisdictions, including Great Britain that is serving as a model for Ontario’s experiment. The cost
of capital is simply higher for the private sector; so are the costs of arranging for that financing.

To these costs must be added those of negotiating complex partnership agreements and, of course,
a return on private investment. Given the considerably greater costs built into the privatization
model, the only realistic way for a private hospital to compete with the public sector alternative is
to cut staff, salaries and services. As the study recently published by Canadian Medical Association
Journal makes perfectly clear - the result may well be increased mortality rates. Surely this disturbing
possibility warrants thorough consideration by the Board before it decides whether to embark upon
this privatization project.

Second, the long-term leases required by these privatization projects will represent a first call on
future health care funding, thereby undermining the program flexibility needed by the Hospital to
respond to emerging client needs and funding realities. These predetermined and fixed funding
demands may also have similar and system-wide impacts by establishing prior claims on provincial
health spending for decades to come.

Third, there is neither an adequate policy, nor statutory foundation for hospital privatization. The
establishment of private hospitals represents a radical departure from the approach that has served
the people of this province well for many decades. Yet this is occurring without any public debate
or reform to the legislative and regulatory framework within which public hospitals are established
and funded. We question both the legitimacy, and the lawfulness of actions taken to implement this
dramatic shift in government policy.

Finally, it is neither prudent, nor appropriate to proceed with a significant hospital privatization
initiative, while the compatibility of this approach with the requirements of Canada’s medicare
system is being actively debated across the country. As the Board will know, health care reform is
currently the subject of several public inquiries, including that of the National Commission on the
Future of Health Care in Canada, chaired by Mr. Romanow. '

Serious questions have been raised about whether the privatization of hospitals is consistent with the
requirements of the Canada Health Act. Concerns have also been raised about the implications of
such initiatives given the nature of Canada’s obligations under international trade agreements. The
privatization of key facilities at the William Osler Health Centre preempts this policy debate and
will, we expect, be inconsistent with its outcome.
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In sum:

We are writing first, to remind you of the provisions of the Collective Agreement that require timely
consultation with the Union where lay-offs, the elimination of bargaining unit positions, or changes
to the Hospital’s operating plan are anticipated.

Second, in addition to the Board’s obligations under the requirements of the Collective Agreement,
to stress the need for meaningful consultations with all stakeholders before it embarks upon an
undertaking that represents a dramatic departure from the ‘public’ hospital model that has served
Ontario well for many decades. '

We believe these consultations must get underway without further delay and certainly before any
further steps are taken to proceed with this undertaking.

In order for those discussions to be meaningful, we are also asking that you provide us with the
following information:

1. Any studies or reports you have undertaken to demonstrate that the DBFO model represents
a cost effective approach for meeting the health care needs the William Osler Health Centre
must serve.

2. A description of the public sector alternative you have compared your present plans with.

3. The nature of any commitments, either formal or informal, you have you received from the

MOHLTC and/or Superbuild, together with any relevant correspondence or memoranda,
concerning the funding that will be needed over the term of the lease being contemplated for
these private facilities.

4. The parameters of the contractual and lease agreements you expect to enter into with respect
to the Hospital facilities and services, including the term of any lease agreement, the nature
of the security that will be provided with respect to the Hospital’s commitments, and the
anticipated lifetime costs of these agreements, including any drafts of the RFP you intend to
publish. '

5. Who will own the land upon which the private facilities will be established, and will
ownership of the facilities themselves remain in private hands at the conclusion of
termination of the DBFO agreement?

6. The contractual terms you will be seeking with respect to the termination of any DBFO
agreement for non-performance by either party, and how the needs of the Hospital would
be met in such a circumstance.

G e
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10.

11.

12.

13.

Whether it is your intention to limit the participation of foreign investors and health services
corporations in the DBFO project.

Any study, report or opinion you are relying on which assesses the likely implications of this
project in light of Canada’s international trade obligations, and in particular concerning
foreign investors and service providers.

Whether this privatization initiative will require changes to the Hospital's operating plan, the
development of a new operating plan or a re-structuring plan that would affect the Union's
members. Will this undertaking lead to any lay-offs or the elimination of positions within
the bargaining unit?

Any financial and staffing information pertinent to any such changes or developments
concerning the Hospital’s operating plan.

The authority, and the financial assurances, the Board is relying upon to enter into the long
term lease commitments that may require it to make payments to the private hospital provider
for decades to come.

Any studies or research you have done or are aware of to rebut the findings of increased risks
of mortality if you proceed with the privatization initiative.

Confirmation that the William Osler Health Centre is a registered charitable organization
carrying on business entirely in Ontario.

In the spirit of trying to establish an open and candid discussion of the serious issues this DBFO
project raises, we are enclosing three recent reports which bear out our concerns.

We believe that it is imperative that meaningful consultations get underway before further steps are
taken to move forward with this project. Please contact me at our Ottawa office so that these can
get underway without further delay.

You may be aware that a letter similar to this was sent to the Board of the Royal Ottawa Hospital
earlier this year. Unfortunately it chose not to take our request for consultation seriously. In light
of the commitment made in your letter of April 2" of this year, we trust that you and the William
Osler Health Centre Board will, as promised, be far more forthcoming in responding to our questions
and concerns.
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Finally, and in light of the nature of our concerns, we request that you provide a full copy of this
letter, together with attachments, to each member of the Board of Directors.

Sincerely,

L Loy,

Steven Shrybman
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Private finance and “value for money” in NHS hospitals:
a policy in search of a rationale?

Allyson M Pollock, Jean Shaoul, Neil Vickers

Allyson Pollock and her colleagues have long argued that using the private finance initiative to build
NHS hospitals is an expensive way of building new capacity that constrains services and limits future
options. Here they provide evidence that the justification for using private finance—that it offers
value for money through lowering costs over the life of the project and by removing risk from NHS

trusts—is a sleight of hand

Since 1992 the British government has favoured
paying for capital works in the public service through
the private finance initiative (PFI)—that is, through
loans raised by the private sector. For hospitals this
means that a private sector consortium designs, builds,
finances, and operates the hospital. In return the NHS
trust pays an annual fee to cover both the capital cost,
including the cost of borrowing, and maintenance of
the hospital and any non-clinical services provided
over the 25-35 year life of the contract. The policy has
been controversial because of its high cost and impact
on clinical budgets.'

When first introduced in 1992 proponents claimed
that PFI would lead to more investment without
increasing the public sector borrowing requirement.
However, the UK budget surpluses of recent years
(£23bn for 2000-1 alone) have been much greater than
the total of £14bn private investment deals signed in
1997-2001. The present generation of taxpayers could
have funded considerably more capital investment out
of existing revenue instead of displacing the cost on to
future generatons.” "

Furthermore, there is no evidence that PFI has
increased overall levels of service. On the contrary, its
use in the NHS has had two main effects. Firstly, it has
displaced the burden of debt from central government
to NHS trusts and with it the responsibility for manag-
ing spending controls and planning services, thereby
hindering a coherent national strategy’ Secondly, the
high cost of PFI schemes has presented NHS trusts
with an affordability gap. This has been closed by
external subsidies, the diversion of funds from clinical
budgets, sales of assets, appeals for charitable
donations,"” " and, crucially, by 30% cuts in bed capac-
ity and 20% reductions in staff in hospitals financed
through PFI** Though NHS funds have increased
since 1999, there is no evidence that much has flowed
through to baseline services.”

‘Thus not only are the macroeconomic arguments
in favour of PFI illusory; PFI has also had a negative
impact on levels of service. Largely as a result of this,

BM] VOLUME 324 18 MAY 2002 bmj.com

Summary points

The private finance initiative (PFI) brings no new
capital investment into public services and is a
debt which has to be serviced by future
generations

The government’s case for using PFI rests on a
value for money assessment skewed in favour of
private finance

The higher costs of PFI are due to financing costs
which would not be incurred under public
financing

Many hospital PFI schemes show value for money
only after risk transfer, but the large risks said to
be transferred are not justified

PFI more than doubles the cost of capital as a
percentage of trusts’ annual operating income

]

the case for PFI now rests on the “value for money’
argument.

The government’s claim is that PFI delivers value
for money through lowering costs over the life of the
project because of greater private sector efficiency and
because the private sector assumes the risks that the
public sector normally carries. Here we examine the
extra costs to NHS trusts of private finance compared
with public finance and evaluate the value for money
argument with respect to the risks ransferred.”

Background

Capital charging regime

Untl 1991 all major capital expenditure in the NHS
was funded by central government from tax or govern-

ment borrowing. The NHS did not have to pay interest
or repay capital, so in effect new equipment and build-
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ings came “free.” The 1990 NHS and Community Care
Act established hospitals as independent business units
in the public sector and required them to pay for their
use of capital through “capital charges.”

Capital charges are included in the prices charged
to purchasers and comprise depreciation, interest,
and“dividends”based on the current replacement value
of the assets. To pay their interest charges and
dividends to the Treasury, trusts must make a surplus,
after paying their operating costs and making a charge
for depreciation, equal to 6% of the value of their land,
buildings, and equipment.

Value for money methodology and risk transfer
The government’s procedure for demonstrating value
for money is based on an economic appraisal that
compares the economic costs and benefits of
alternative investment decisions. Using it, the annual
costs of a scheme financed by the PFI are summed and
compared with those of a notional publicly financed
scheme, called the public sector comparator. The
methods used contain at least two disputable
components: discounting and the costing of risk trans-
fer.

Discounting—The government’s preferred value for
money method states that important economic costs
arise from public expenditure and its dming. It is
argued that unless public expenditure reflects the mar-
ket cost of capital it could crowd out more beneficial
private investment. This is the cost of capital argument.
Secondly, it is argued that the timing of payments is
economically significant because people value con-
sumption today over consumption in a year’s time or
later. This is the time preference argument. Both these
economic costs, the cost of capital and time preference,
are expressed in a single rate known as the discount
rate. By applying a discount rate to future payments a
net present cost is obtained. Thus net present cost is
not the actual cash cost but a way of expressing as a
single value the effect of two hypothetical economic
costs.” ' The net present value or cost is derived by
discounting future annual cash costs to reflect the time
value of money—the fact that pounds spent in the
future are worth less than pounds spent today (see
box). This method has implications for the relative
costs of the two methods of financing the project.
Under conventional public procurement the capital
costs are met and accounted for during the
construction period, rarely more than three years, and
so have relatively higher net “present” value. Under PFI
the costs are spread over 30 years and the more distant
payments have lower net present value. The discount
rate adopted has a crucial impact on whether PFI
offers better value than the traditional grant system.*
The Treasury’s discount rate is 6% for NHS PFI
projects, and welfare economists have repeatedly criti-
cised it as being too high."”

Risk transfer—The second element of the value for
money methodology is risk transfer. This requires
identification of the future pattern of risks and costs
over the life of a project for a privately financed hospi-
tal compared with a publicly financed hospital. The
government claims that the apparently lower cost of
publicly financed investment is due to failure to take
proper account of the extra costs incurred when things
go wrong. Thus a key component of the value for

Net present values

What is the rate at which future pounds should be
discounted? The figure shows the effect on the net
present value in today’s prices of £1m spent in each of
years 1 to 30 using discount rates of 6% and 3% per
year. The higher the discount rate the lower the net
present value of payments. With a discount rate of 6%,
delaying £1m worth of expenditure to year () gives it
a net present value of £558 395 and to year 30 one of
£174 110. A discount rate of 3% gives £1m
expenditure a net present value of £744 109 at year 10
and of £411 987 at year 30.
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money case is to estimate the cost of the risks
transferred to the private sector and to add these costs
to the public sector comparator.

The next part of this article identifies the extra costs
of using private finance and then examines the two
central justifications for these extra costs by evaluating
the evidence for and the impact of discounting and risk
transfer.

Methods

Comparing cash costs of PFI and public funding
values

The cash costs and net present costs of individual PFI
hospital schemes and their risk valuations were derived
from published data in the House of Commons Health
Select Committee Public Expenditure Memorandum
(2000, 2001) and from full business cases for individual
hospitals.'® 7

We could not obtain comparative data on the total
cash costs and annual cash flows of the PFI and the
public sector comparators before the value for money
analysis was made because these data are not available,
To understand the costs of the PFI we examined the
structure of costs for three PFI schemes: North
Durham, Carlisle, and Worcester.

We then examined the impact of the new capital
investment on the annual capital costs to NHS wrusts,
comparing the present capital finance regime (capital
charges) with the projected capital charges and
payments to the consortia under PFI (known as the
annual availability fee). We also tried to estimate what
the cost of the new investment would have been if the
scheme had been funded out of public capital by
applying the 6% capital charge that the Treasury
currently requires (see background above) to the total
construction costs of the new asset and adding in capi-
tal charges on retained estate.

BMJ] VOLUME 324 18 MAY 2002 bmj.com
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For further schemes we then show the effect on
trust operating budgets of new investment financed
using the PFl compared with current capital
charges.”* 7

Value for money analysis

We next examine the value for money case and show
the impact of discounting before and after risk transfer
on the PFI and public sector comparator for several
schemes. We searched unsuccessfully for the methods
and evidence base underpinning risk transfer calcula-
tions in the hospitals’ full business cases and
government guidance.

Results

Structure of costs of PFI and public funding

Table 1 shows that for three selected schemes the
financing costs—that is, the costs of raising the
finance—account for 39% of the total project costs
under the PFL Publicly financed capital does not incur
these costs.

Annual cost of capital—Table 1 shows the effect of
new investment on the capital charges trusts have to
pay from their revenue budgets using PFI and an esti-
mate of the costs that would be incurred using public
finance for a scheme with similar construction costs. In
both cases the annual cost of capital rises steeply but is
more marked for PFL. The PFI costs are almost double
the estimated costs of a similar scheme funded by
public finance.

Annual revenue costs—Table 2 shows for eight tusts
the capital costs under PFI as a percentage of each
hospital’s crrent revenue in the first year of its opera-
ton, when private finance is used compared with the
capital charges currently using public finance. In all
cases, the annual cost of capital is higher under PFL
(Table A on bmj.com gives the same data for a further
12 trusts.)

Risk and the value for money analysis

The impact of risk and discounting on the VFM
analysis—Table 3 shows for six hospitals that the net
present value of the public sector comparator was
lower than that of the PFI option, even after applying a
6% discount rate (table B on bmj.com shows the same
data for a further five trusts). Only after risk ransfer
was included was the net present value of PFI less than
the public sector comparator. Also, after risk transfer,
the difference between the PFI and the public sector
comparator in all cases is marginal—for example,
0.05% at Swindon and Marlborough.

Risk as a proportion of total capital costs—Tables 3 and
B also show that the private sector’s risk as a
proportion of the total capital costs under PFI varies
enormously between projects—from 17.4% in Swindon
and Marlborough to 50.4% at South Tees.

The contribution of risk to costs—Table 4 shows that
the value of risk transferred to the private sector is
remarkably close to the amount needed to close the
gap between the public sector comparator and the PFI
(a further four trusts are listed in table C on bmj.com).

Discussion

The two most commonly asked questions about the
use of PFI are, firstly, how the costs of private finance

BM] VOLUME 324 18 MAY 2002 bmj.com

Tahie 1 Three PFI schemes: extra costs of financing and comparison of annual costs
under PFl with those had the scheme been publicly financed and capital charges

before PFi
North Durham

Worcester (£m) (E£m) Carlisle (Em)

Structure of PFl costs*

Total capital costs 112.2 86.6 83.7
Construction costs and fees 82.3 674 67.0
QOther financing costs 29.9 (37%) 18.2 (27%) 16.7 (25%)

Less land sales 45 NA NA

Total funding needed 107.7 86.6 83.7

Annual cost of capital

Capital charges before PFI 5.6 35 35

Annual cost if publicly financedt 6.8 64 5.9

Annual cost of PFi} 9.3 113 9.0

*Sources.®*®

tCaiculated as 6% of construction cost of new hospital plus capital charges on retained estate. Data from

Department of Health'® 7 and NHS trusts annual accounts.

$Calculated as depreciation, public dividend capital, and annual PFl availability charge.'

Table 2 Annual revenue implications of capital costs for eight PFI schemes comparing

costs before and in the first year of the PFl scheme

After PFI {capital
charges-+avaiiahility fee as % of

Before PFl {capital charge as %

projected revenue in 1st year ot

Trust of revenue 1998-9) operations)
Hereford Hospitals 3.8 14.6

South Tees 56 13.1

Dartford and Gravesham 6.7 327 _
Greenwich Healthcare 21 16.2

Swindon and Mariborough 38 16.4

Bromiey Hospitals 7.0 10.7
Calderdale Heaithcare 34 13.1

North Durham Healthcare 42 122

Refers to 1999-2000. All calculations include payments to Treasury an existing and retained estate.

Data from Department of Heaith.'s 7

and public funding of capital projects compare and,
secondly, what would be the annual revenue cost to the
NHS trust if the scheme were publicly funded. The data
required to answer these questions have not been
made publicly available, but our best estimates are that
the costs of private finance are higher and that trusts
pay much more than they would if the new buildings
had been publicly funded.

The higher costs of PFI
The high costs of using PFI are due in part to financing
costs that a public sector alternative would not incur.
The costs of raising finance at North Durham, Carlisle,
and Worcester added an average of 39% to the total
capital costs of the schemes. There are several reasons
for this. Firstly, private debt always costs more than
public debt. Secondly, the amount of capital to be
raised through loans or equity under PFI is inflated by
financing charges such as professional fees and the
“rolled up interest” due during the construction period
when the PFI consortium is not yet receiving any pay-
ments from the NHS trust. In addition there are fees
for preparing the PFI bid and contract negotiations,
which are not always identified in advance. For
example, NHS Estates showed that the Carlisle
proposal did not identify any costs “prior to the date of
the signature of the agreement, unlike the [public sec-
tor comparator] where the trust has identified a cost
associated with the preparation of the business case™
Although new PFI hospitals replace two or three
hospitals with one, are sited on less expensive out of
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Table 3 Comparison of discounted costs of new hospitals under public and private
finance before and after risk transfer (net present values)

% Differenca between

Public finance public and private

Trust {€m) PFl (Em}) finance (Em)
Swindon and Marlborough
NPV 1246.7 1263.3
Risk adjusted 13113 1310.6 0.05
Value of risk 64.6 47.3
Risk as % of total capital costs to private sector 16.5%
Kings Healthcare
NPV 2935.4 2958.3
Risk adjusted 2960.1 2959.2 0.03
Value of risk 247 0.9
Risk as % of total capital costs to private sector 372%
St George’s Heaithcare
NPV 552.4 564.3
Risk adjusted 566.0 565.4 0.1
Value of risk 136 11
Risk as % of total capital costs to private sector 31.3%
South Durham
NPV 665.3 671.4
Risk adjusted 674.8 671.8 0.44
Value of risk 95 04
Risk as % of total capital costs to private sector 19.0%
Hereford Hospitals
NPV 665.9 680.3
Risk adjusted 692.6 685.1 1.08
Value of risk 26.7 4.8
Risk as % of total capital costs to private sector 34.2%
South Tees
NPV 201.7 2305
Risk adjusted 2716 232.3 1447
Value of risk 69.9 1.8
Risk as % of total capital costs to private sector 50.4%

NPV=Net present value.

Data from Department of Health.'® 7

Table 4 How risk transfer closes the gap between the net present costs of a publicly
funded scheme and those of a PFl scheme

Caost advantage to publicly

financed scheme before risk Value of risk transfer to the PFl

Trust transter {£Em) scheme
Swindon and Marlborough 16.6 17.3
Kings Healthcare 229 238
St George's Healthcare 1.9 125
South Durham 6.1 9.1
Hereford Hospitals 144 219
South Tees 2838 67.8

Data from Department of Heaith.'® 7
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town sites, have fewer beds, and use the proceeds of
land sales and Treasury subsidies, they are still not rev-
enue neutral. The cost of private capital as a
percentage of trusts’ annual revenue expenditure rises
from an average of 8% to 27%. Without a concomitant
increase in revenue, local services will struggle. In
school PFIs local authorities receive an annual PFI
credit from central government over and above their
standard spending assessment" to pay for the capital
costs of PFL In contrast NHS trusts are expected to find
the extra money from their own resources. Treasury
policy is that there are still efficiency savings to be
made in the NHS.

But, as table 1 shows, the switch in 1991 from gov-
emment grant to debt finance means that all new
investment, whether publicly or privately financed,
increases the cost of capital to NHS trusts and

translates into new revenue pressures. This explains
why scarce NHS capital budgets are underspent, the
backlog in maintenance and repairs has been rising,
trusts have merged to dispose of estate, and 13 000
NHS beds have closed since 1997.*

Justifying the higher costs of private finance

The value for money analysis seems to be no more
than a mechanism that has been created to make the
case for using private finance. Even with a high
discount rate (which favours PFI), PFI costs are still
higher than those of the public sector comparator. So
the value for money claims rest on risk transfer.

As table 3 shows, in all schemes risk transfer is the
critical element in proving the value for money case.
There is considerable variation between schemes in the
absolute and relative value of risk transferred. What is
striking, however, is that in all cases risk transfer almost
equals the amount required to bridge the gap between
the public sector comparator and the PFL This
suggests that the function of risk transfer is to disguise
the wue costs of PFI and to close the difference
between private finance and the much lower costs of
conventional public procurement and private finance.

Even after this manipulation, however, the differ-
ence between the public sector comparator and the PFI
is marginal, in many cases less than 0.1%. Not only
does this raise questions about the reliability and valid-
ity of the methods used, but it also raises serious ques-
tions about why the government is using an
unevaluated method of procurement for critically
important services.

The evidence for the risk assessment method

Risk is the most difficult and contentious part of the
value for money methodology. The argument is that by
getting the private sector consortium to bear some of
the risks associated with the construction of the hospi-
tal and its subsequent management, a trust enjoys
greater value for money than under a publicly financed
alternative, where the trust would bear all the risks.
There are three points to note.

Firstly, the Treasury’s policy on risk transfer is that
risk should be held by the party best able to control it.
Contract theory, however, holds that risk is best
managed when held by the party best able to bear it
The state is better able to bear the risks than the private
sector.”

Secondly, risk transfer requires the ability to quan-
tify the probability of things going wrong. There is no
standard method for identifying and measuring the
values of risk, and the government has not published
the methods it uses. The business cases we examined
do not reveal how the risks were identified and costed.
Our findings are supported by a Treasury commis-
sioned report which found that in over two thirds of
the business cases for hospital PFI schemes the risk
could not be identified. In the other cases risk ransfer
was largely attributed to construction cost risks, which
would be dealt with by penalty clauses under
traditional procurement contracts.”

Thirdly, risks can be wansferred only through a
contract that identifies them. Yet there is reason to cast
doubt on the claim that contracts offer a means of
wransferring financial risk.* Where a trust wishes to ter-
minate a contract, either because of poor performance
or insolvency of the private consortium, it still has to
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pay the consortium’s financing costs, even though the
latter is in default. It would otherwise have to take over
the consortium’s debts and liabilities, given that the
lending institutions make their loans to the consorti-
ums conditional on NHS guarantees. In such cases “the
attempt to shift financial responsibility from the public
to the private sector fails. De facto, a risk-sharing
arrangement results from force majeure,” as the
Railtrack collapse has shown.™

And risk transfer can never cover all risks. For
example, at Darent Valley Hospital in Dartford and
Gravesham nurses complained that the design was not
conducive to effective care, and equipment was not
working properly when the hospital first opened.” At
the new Princess Margaret Hospital in Swindon the
recovery room is located 80 metres from the operating
theatre. It is unclear how trusts can be compensated for
such poor design.

The high value of risk transfer—up to 50% of the
total capital cost to the - private sector (table
4)—indicates the high levels of compensation being
paid to the private sector for risk transfer. Yet external
evidence questions the basis for such high valuations of
risk. In several PFI projects the consortiums have refi-
nanced their loans at a lower cost because the risks
turned out to be less than expected—but the public
sector is still paying the cost of the initial financing. PFI
consortia have even advertised that their projects con-
tain “little inherent risk” and have been able to issue
bonds with a triple A rating, which indicates low risk.
Finally, at least one construction company (Jarvis) has
sold off its construction arm in order to concentrate on
PF1 projects, which it says are less risky than
conventional construction projects.

What really happens to the risk

Two failed PFI schemes in Australia contain important
evidence on risk transfer.”” The Victoria government
had to buy back La Trobe Hospital from Australian
Hospital Care in October 2000, because “the losses
incurred by AHP on the contract meant it could no
longer guarantee the hospital’s standard of care” At
Modbury Hospital the South Australian government
had to come to the rescue of the contractor and
increase its contractual payments or the contractor
would have defaulted. Closer to home, the Benefits
Agency and Passport Office fiascos, and other failed
private finance schemes, show that ultimately the risk is
not transferred—the taxpayer ends up paying for
private sector risks.”

But irrespective of whether and how much
financial risk is actually transferred and to whom, the
main risks are those that arise from technical obsoles-
cence, changing regulation, and unmet patient needs,
risks which ultimately the NHS, local communites, and
patients will have to bear. Should conditions change
during a 30 year contract, rendering the facilides
unsuitable, the NHS will find itself locked into long
term contracts and payments and patients may find
they have to go without care.

1 Gailney D, Pollock AM, Price D, Shaoul J. NHS capital expenditure and
the private finance initiative: expansion or contraction? BMJ
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Background: Canadians are engaged in an intense debate about the relative merits
of private for-profit versus private not-for-profit health care delivery. To inform
this debate, we undertook a systematic review and meta-analysis of studies
comparing the mortality rates of private for-profit hospitals and those of private
not-for-profit hospitals.

Methods: We identified studies through an electronic search of 11 bibliographical
databases, our own files, consultation with experts, reference lists, PubMed and
SciSearch. We masked the study results before determining study eligibility. Our
eligibility criteria included observational studies or randomized controlled trials
that compared private for-profit and private not-for-profit hospitals. We ex-
cluded studies that evaluated mortality rates in hospitals with a particular profit
status that subsequently converted to the other profit status. For each study, we
calculated a relative risk of mortality for private for-profit hospitals relative to
private not-for-profit hospitals and pooled the studies of adult populations that
included adjustment for potential confounders (e.g., teaching status, severity of
iliness) using a random effects model.

Results: Fifteen observational studies, involving more than 26 000 hospitals and
38 million patients, fulfilled the eligibility criteria. In the studies of adult popula-
tions, with adjustment for potential confounders, private for-profit hospitals were
associated with an increased risk of death (relative risk [RR] 1.020, 95% confi-
dence interval [Cl] 1.003-1.038; p = 0.02). The one perinatal study with adjust-
ment for potential confounders also showed an increased risk of death in private
for-profit hospitals (RR 1.095, 95% CI 1.050~1.141; p < 0.0001).

Interpretation: Our meta-analysis suggests that private for-profit ownership of hos-
pitals, in comparison with private not-for-profit ownership, results in a higher
risk of death for patients.

profit health care delivery, including private for-profit hospitals.! Most of

the debate has focused on whether private for-profit health care facilites

can contain costs more effecavely,’” avoid differendal access to health services (i.e.,

two-tier medicine)® and avoid letting foreign investors influence Canadian health

care policy through the North American Free Trade Agreement (NAFTA).” What

has been missing from this debate is consideration of the potental health outcomes
of the proposed expansion of private for-profit health services.

Health care can be separated into 2 essendal and distinct components: funding

C anadian health policy-makers are considering an expansion of private for-
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(i.e., who pays for health care) and delivery (i.e., who owns
and administers the institutions or services that provide the
care). Both funding and delivery can be public or private.
Public funding means paid for by government (e.g., through
the use of tax dollars); public delivery means government
ownership and administration of health care facilities. Pri-
vate funding and private delivery can both be for-profit or
not-for-profit. On the funding side, insurance companies
that channel premiums to pay for health care can be private
for-profit or private not-for-profit. On the delivery side,
hospitals and other health care delivery institutions that are
private for-profit corporations are owned by shareholders or
investors. Private hospitals can also be not-for-profit institu-
tions that are owned by religious organizations, communi-
ties, regional health authorities or the hospital boards.
Public funding is the main method by which Canadian
hospitals obtain revenue. However, 95% of Canadian hos-
pitals are private not-for-profit institutions.® Because Cana-
dians commonly use the term “public hospitals” to refer to
private not-for-profit hospitals, many are unaware of the
private ownership and administration of our hospitals.’
This study addresses issues of health care delivery, rather
than health care funding. We undertook a systematic review
and a meta-analysis to address the following question: What
is the relative effect of private for-profit versus private not-
for-profit delivery of hospital care on patient mortality?

Methods

We evaluated hospital mortality rates as a component of a
larger systematic review that we are undertaking to compare
health outcomes, quality and appropriateness of care, and cost in
private for-profit versus private not-for-profit health care delivery
systems. This publication presents the results of the hospital mor-
tality review. The study process is outlined in Fig. 1.

We used 6 strategies to identify studies: an electronic search of
11 bibliographical databases; our own files; consultation with experts
from several continents; a review of reference lists from articles that
fulfilled our eligibility criteria; PubMed, using the “related ardcles”
feature for all studies meeting our entry criteria; and SciSearch, for
publications that cited any studies that fulfilled our entry criteria.

We used all the studies that we were inidally aware of to iden-
tify medical subject heading terms and key words for the search. A
librarian (N.B.) undertook an iterative process, for each database,
to refine the search strategy through testing of several search
terms and incorporadon of new search terms as new relevant cita-
tions were identified. The search included the following data-
bases: EMBASE (1980-2001), MEDLINE (1966-2001),
HEALTHSTAR (1975-2001), CINAHL (1982-2001),
BIOETHICSLINE (1973-2000), Wilson Business Abstracts
(1997-2001), EconLit (1969-2001), Cochrane Library (2001, is-
sue 3), Dissertation Abstracts Ondisc (1861-2001), ABI/
INFORM (1970-2001) and NTIS (1964-2002). Complete list-
ings of the database search strategies are available from the authors.

Our 6 strategies identified 8665 unique citations. Teams con-
sisting of 2 individuals independently screened the titles and ab-
stracts of each citaion and identified all citations for full review
when there was any possibility that the study contained a compar-
ison we were interested in. This screening process yielded 805
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full-text publications identified by one or both of the individuals
in each team for full review (Fig. 1).

We masked the results (i.e., obscured them with a black
marker from the tables and text) of all publications selected for
full review. Teams of 2 individuals independently evaluated each
masked article to determine eligibility. Our agreement on studies
evaluated within teams was excellent (x 0.83, 95% confidence in-
terval [CI] 0.73-0.93). All disagreements were resolved by consen-
sus. The consensus process required individuals to discuss the rea-
soning for their decisions. If one individual realized that she or he
had made an error, then the process was complete. This occurred
in all cases, and therefore an independent third adjudicator was

6 strategies to identify relevant articles

v

Initial screening of titles and abstracts
to identify unique citations
n=38665
{low threshold for retrieval)

v

Potentially eligible studies retrieved
n =805

v

Masking of potentially eligible studies
(results obscured with black marker)

v

Masked studies assessed for eligibility
(studies reviewed in duplicate and
consensus process used)

v

Data extraction
(duplicate extraction and consensus)
15 studies

v

Contacting of authors

v

Data entry and analysis

Fig. 1: Study process.
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never required to resolve disagreements. Teams reviewed masked
articles that they had not assessed during the screening process.

We included observational studies or randomized controlled tri-
als (RCTs) that compared patient mortality in private for-profit and
private not-for-profit hospitals. We excluded studies that evaluated
health care delivery systems with a particular profit status (e.g., pri-
vate not-for-profit) that subsequently converted to another profit
status (e.g., private for-profit), because the comparisons are con-
founded by potendal differences in padent populatons and medical
interventions over time and uncertainty regarding the dme required
to create functional change after an alteradon in ownership status.

We assessed the following characteristcs in all the observa-
tional studies that met the eligibility criteria: sampling method,
type of hospitals evaluated (e.g., general medical and surgical hos-
pitals, hospitals with maternity services), date when data collection
was initiated and completed, duration of patient follow-up,
source(s) of health care financing (e.g., public, private insurance),
case mix of patients (e.g., medical disorders, surgical disorders),
source of data (e.g., administratve database, patient chart), number
of hospitals and patents evaluated, mortality results and whether
there was adjustment for potential confounders in the analyses.
Teams of 2 individuals independently abstracted data from all the
studies that fulfilled our eligibility criteria. Disagreements were re-
solved by consensus using the same process discussed earlier. Our
overall agreement was 93% for the data abstraction. We attempted
to contact all authors when data were missing.

To eliminate hospital teaching status as a potential confounder,
we included the results from private for-profit nonteaching and
private not-for-profit nonteaching hospitals when these data were
available. If a study reported 2 separate adjusted analyses, we in-
cluded the results from the analysis with the most appropriate ad-
justment. We considered it appropriate to adjust for patients’
severity of illness and socioeconomic status, hospital teaching sta-
tus and other variables that could confound the comparison of in-
terest. Where possible, we avoided adjustment for variables that
are under the control of hospital administrators, which may be in-
fluenced by profit status and may affect mortality. These variables
include hospital staffing levels (e.g., the number of registered
nurses per bed, registered pharmacists per bed) after adjustment
for patients’ severity of illness has already been undertaken.

Before carrying out the analysis, we specified several hypotheses
to test potendal explanations for variability (i.e., heterogeneity) in

the direction and magnitude of effect among studies. We hypothe-
sized that the effect size may differ based on whether the analysis
adjusted for potentdal confounders; whether we incorporated an es-
timate of the sample size into the calculation to determine the effect
size; the duration of patient follow-up (i.e., in hospital, or for
30 days or 90 days after admission); the source of health care fund-
ing; the data source; whether the hospitals belonged to a chain or
were free-standing organizations; whether the patient population
was adult or pediatric; and, for studies involving US Medicare pa-
dents, whether the data collection occurred before 1984 (when US
Medicare switched from a cost-based reimbursement scheme,
whereby hospitals were reimbursed for the costs associated with a
patient’s care, to a prospective payment system whereby hospitals
are reimbursed based on the patient’s designated diagnosis).

For each study, we computed the relative risk of mortality in
private for-profit hospitals relative to private not-for-profit hospi-
tals (see the Appendix on the CMA7 Web site for details). We
pooled these relative risks using a random effects model and
tested for heterogeneity using a X test. A meta-analysis program
written by one of the authors (B.W.) was used. We evaluated a
funnel plot for evidence of publication bias."

The Hamilton Health Sciences Research Ethics Board in
Hamilron, Ont., approved this study protocol.

Results

We identified 13 publications that reported 15 observa-
tional studies that met our eligibility criteria.'” Three
publications identfied as fulfilling our eligibility criteria
were subsequently excluded, because 2 were duplicate pub-
lications of included studies, and in one publicadon the pa-
tient population was a subset of a larger population from an
included study.** We also identfied 19 publications that
we felt might be eligible but required further information
or data, or both, from the authors. After contacting au-
thors, we confirmed that these studies either did not ad-
dress our study questdon or the authors could not provide
the necessary data. Studies that did address our question
but did not contain data that we could use all suggested an
advantage for private not-for-profit hospitals (Table 1).*+

Table 1: Publications excluded from the meta-analysis after further information was obtained from authors

Problems that precluded study inclusion

Efforts to resolve problems

Seven studies evaluated hospital mortality rates and
included PFP and PNFP hospitals but did not provide data
to compare the PFP and PNFP hospitals.”™*

Three studies compared mortality rates in PFP and PNFP
hospitals. However, we were unable to incorporate their

Two authors were unable to provide the data,
one author.”” The data presented suggested a trend favouring lower mortality rates

All 7 authors were contacted, but they were unable to provide data.

*%* and we were unable to contact

data as presented into our review.”” in PNFP hospitals in all 3 studies.

Six studies evaluated hospital mortality rates in PFP and
NFP hospitals. The NFP hospitais were a mixture of public
NFP and PNFP hospitals.”™*

For 3 studies, we wondered whether the authors had data
on PFP and PNFP hospital mortality."™

The authors were unable to provide the data to compare the PFP and PNFP
hospital mortality rates directly. Two publications reported a statisticaily
significant lower adjusted mortality rate in the NFP hospitals,™" and 2
publications reported a trend favouring lower mortality rates in the NFP
hospitals.”"" One study did not provide information to compare the PFP with the
NFP hospitals,” and one study was a duplicate publication.”

We were able to determine that 2 of the studies did not include any PFP
hospitals,"" and one did not include any PNFP hospitals.™

Note: PFP = private for-profit, PNFP = private not-for-profit, NFP = not-for-profit.
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Tables 2 and 3 (Table 3 is available in electronic format
on the CMAF Web site) present the study characteristics
and the study methodology respectively for the 15 observa-
tional studies included in our systematic review. These
studies were all conducted in the United States, and in
most studies patient health care was publicly funded
through Medicare. Most studies included general acute
care, medical and surgical padents, and one study specifi-
cally examined maternity services.” Data in these studies
came from about 38 million patients admitted from 1982 to
1995 to 26 000 hospitals, and the most frequent patient fol-
low-up period was 30 days after admission to hospital. All
studies used administratdve data.

Of the 14 studies that evaluated adult populations and
adjusted for potential confounders, 6 had a statistically sig-
nificant lower relative risk of death in the private not-for-
profit hospitals,"*!*!"%2'% and one had a statistically signifi-
cant lower relative risk of death in the private for-profit
hospitals (Fig. 2).” Meta-analysis of these 14 studies
demonstrated that private for-profit hospitals were associ-
ated with an increased risk of death (relative risk [RR]
1.020, 95% CI1.003-1.038; p = 0.02).

One study of perinatal mortality that evaluated
1 642 002 patients in 243 hospitals and adjusted for poten-
tial confounders also demonstrated an increased risk of
death in private for-profit hospitals (RR 1.095, 95% CI
1.050-1.141; p < 0.0001)."

Two studies reported analyses that appropriately adjusted
for patients’ severity of illness and separate analyses that also
adjusted for staffing levels (e.g., registered nurses as a pro-
portion of all nurses, board-certified specialists as a propor-
don of all physicians, registered pharmacists per occupied
bed)."*”* In both studies, the risk of higher mortality associ-
ated with private for-profit hospitals decreased in the latter
analysis. Hartz and colleagues reported a decrease in relative
risk from 1.06 to 1.04, and Bond and coworkers reported a

decrease from 1.03 to 1.01, in the analysis that adjusted for
variables under the control of hospital administrators.**

We explored potential sources of variability in the study
results based on our predefined hypotheses. We found dif-
ferent summary estimates for the studies that evaluated
adult populations compared with the study that evaluated a
perinatal population (p = 0.002); the impact of the private
not-for-profit hospitals in lowering mortality was larger in
the perinatal study. Because of these findings, we did not
include the study that evaluated a perinatal population in
the pooled analysis. The p values for the difference in sum-
mary estimates in each pair of subgroups defined in our
other hypotheses were all greater than 0.10, indicating no
significant difference in subgroup summary estimates. Our
pooled estimate of the adult population studies with adjust-
ment for confounding had heterogeneity (p = 0.02) that we
could not explain. The funnel plot did not suggest publica-
tion bias (Fig. 3).

Interpretation

Our systematic review identified 15 observational studies
that compared private for-profit with private not-for-profit
hospital mortality. These studies uniformly met quality cri-
teria regarding adjustment for potential confounders, in
particular, patients’ severity of illness or surrogate markers
of severity of illness, and complete accounting of deaths.
Our pooled analysis of the adult population studies demon-
strated that private for-profit hospitals were associated with
a stadstically significant increase in the risk of death.

We are aware of 2 earlier reviews in this area. The New
York Academy of Medicine has reported a qualitative re-
view that compared access, costs, quality of care, education
and research in for-profit and not-for-profit hospitals,
managed care organizations and nursing homes.” This re-
view only included 4 of the 15 studies we identified and

Table 2: Characteristics of studies included in the meta-analysis

Date when data

Date when data

Type of Patient collection was collection was completed  Follow-up period for

Study hospital funding begun in the hospital in the hospital individual patients
Shortell and Hughes™ Community Medicare 01/07/1983 30/06/1984 In hospital

Keeler et al” Acute care Medicare 01/07/1985 30/06/1986 30d

Hartz et al"* Acute care Medicare 01/01/1986 31/12/1986 30d

Manheim et al"** Acute care Medicare 01/01/1987 31/12/1987 30d

Kuhn et al' Acute care Medicare 01/01/1988 31/12/1988 30d

Pitterle et al'’ Acute care Medicare 01/01/1988 31/12/1988 In hospital
Williams™ Maternity Public and private 01/01/1986 31/12/1990 28 d post delivery
Mukamel et al™ Acute care Medicare 01/01/1990 31/12/1990 30d

Bond et al* Acute care Medicare 01/01/1992 31/12/1992 In hospital

Yuan et a[*'* Acute care Medicare 01/01/1984 31/12/1993 30d

Lanska and Kryscio™ Community Public and private 01/01/1993 31/12/1993 In hospital
McClellan and Staiger” Acute care Medicare 01/01/1994 31/12/1994 90d

Sloan et al™ Acute care Medicare 01/01/1982 31/12/1995 30d

*tnformation is the same for both studies by Manheim et al and by Yuan et ai.
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reached the general conclusion that the studies evaluated
provided no clear indication as to the superiority of either
hospital system regarding the quality of care and health
outcomes.” The second review focused on the public pur-
chasing of private surgical services.® This qualitative review
idendfied 7 of the 15 studies we included and reached the
general conclusion that more research was needed.

We undertook multiple strategies to idendfy studies, in-
cluding searching 11 bibliographical databases, and found a
number of studies not included in earlier reviews (see pre-
ceding paragraph). We masked study results before deter-
mining study eligibility. Our agreement on study inclusion
was high as was our agreement during data abstracdon. We
were also successful in confirming and obtaining informa-
tion from authors (see Appendix®). We were able to iden-
tfy 15 studies with very large sample sizes that adjusted for
potential confounders.

Our systematic review has several limitations. The most
important is that we were unable to identify any RCTs. It is
unlikely that RCTs will ever be undertaken to study this
question, thus the strongest feasible design for addressing
our question is observational. However, all 15 studies we

identified did adjust for potential confounders, including
teaching hospital status and markers of patients’ severity of
illness.

A major threat to the validity of observational studies is
residual confounding. Is it possible that there are factors
other than private not-for-profit hospital status that explain
such institutions’ lower mortality rates? One such factor
could be teaching status, because a much higher proportion
of private not-for-profit than private for-profit hospitals are
teaching hospitals. However, 3 of the studies conducted
analyses that excluded teaching hospitals altogether and
found a statistically significant increase in mortality in the
private for-profit hospitals (RR 1.01, 1.05 and 1.05).""

Inevitably, large administrative databases have a limited
ability to adjust for disease severity. Is it possible that pa-
tients in private not-for-profit hospitals were, on average,
less sick? Most of the studies considered here used the
Health Care Financing Administration (HCFA) database
that includes data on all US hospitals that serve Medicare
patients and generates risk-adjusted mortality rates that are
highly correlated with detailed clinical risk-adjusted mor-
tality rates.”” Moreover, in the studies that reported both

Favours Favours
No. of No. of private fqr-proﬁt privatelr1 not.-folr-proﬁt

Study hospitals patients % weight hospitals ospitals
Shortel[12 653 144 159 1.43 _
Keeler'3 220 4937 0.04
Hartz14 2368 3107 616 11.38 e
Manheim MH'> 1252 1537 660 9.78 -
Manheim FS'5 1617 2228593 2.59 e
Kuhnte 2580 3353676 12.34 an
Pitterle!” 3482 4529 206 14.11 o
Mukamel® 1653 5298 812 17.21 el
Bond20 3224 4210 468 12.66 ol
Yuan Medical?' 3316 7 386 000 11.90 an
Yuan Surgical?' 3316 4 396 000 5.05 —
Lanska?? 799 16 983 0.00 <« >
McClellan?3 2875 181 369 1.48 —_
Sloan?* 2360 7079 0.03
Totals 26 399 36 402 558 100.00

Random effects pooled estimate ——

L i | i 1 | i ! - J
0.7 0.8 0.9 1.0 1.1 1.2 1.3
Relative risk and 95% CI

Fig. 2: Relative risk of hospital mortality for adult patients in private for-profit hospitals relative to private not-for-profit hospi-

tals. CI = confidence intervals.
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unadjusted and adjusted results for disease severity, the ad-
justed analysis consistently led to effect estimates that were
more favourable to the private not-for-profit institutions,
suggesting that private not-for-profit hospitals serve a pop-
ulation of patients with greater disease severity.”'*'%* Un-
der these circumstances, we would andcipate that residual
confounding would make the private not-for-profit institu-
tions look worse, rather than better, than the private for-
profit institutions. These considerations suggest that, if
anything, our results may represent an underestimate of the
potential increase in mortality associated with private for-
profit hospital care.

Ideally, studies would have adjusted for, or considered as
explanatory factors, other variables for which data were not
available. These variables include whether the physicians
wre hospital employees or corporate employees, or inde-
pendent contractors, and their relationships with local
health maintenance organizations. Finally, studies have
done little to adjust for the proportion of Medicare patients
versus privately insured patients in the institutions being
analyzed. With respect to this last variable, however, it is
likely that for-profit hospitals attracted a larger proportion
of privately insured individuals. If this is the case, private
for-profit providers would have more resources available,
and one might expect a “spillover” effect of improved care
to Medicare patients. To the extent that this is the case, our
pooled estimate again biases the results against the private
not-for-profit institutions.

When studies show important differences in results, rig-
orous systematic reviewers explore the data to see if they can
identfy cogent explanations for the differences. How they
should proceed if they fail to find an explanadon for the dif-
ferences remains controversial. Some argue that under these
circumstances, pooling is inappropriate. Others argue that

clinicians, and in this case health policy-makers, must still
make decisions, and their decisions should be driven by the
best available estimate of treatment effect.” In the presence
of unexplained heterogeneity, while inferences associated
with pooled estimates are weaker, these estimates neverthe-
less provide the best estimate of the average effect, and thus
constitute useful information for decision-makers.

The studies we pooled used similar methods to examine
similar populations. Moreover, one does not require a
pooled analysis to generate concern about the impact of for-
profit status on hospital mortality: 7 studies provided statis-
tically significant results that favoured lower mortality in
private not-for-profit hospitals, whereas only one study had
a statistically significant finding in the opposite direction.

We have no satisfactory explanation for the one study
that demonstrated a statistically significant lower risk of
death in private for-profit hospitals.” Other large studies
that used data from the same database before and after this
study reached the opposite conclusion.'!*7*## We con-
tacted the authors of this study and asked them to under-
take further analyses to determine what may have ac-
counted for this discrepant finding.” The authors declined
our request.

Why is there an increase in mortality in for-profit insti-
tutions? Typically, investors expect a 10%-15% return on
their investment. Administrative officers of private for-
profit institutions receive rewards for achieving or exceed-
ing the anticipated profit margin. In addition to generating
profits, private for-profit institutions must pay taxes and
may contend with cost pressures associated with large re-
imbursement packages for senior administrators that pri-
vate not-for-profit institutions do not face. As a resul,
when dealing with populations in which reimbursement is
similar (such as Medicare patients), private for-profit insti-
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Fig. 3: Funnel plot of relative risk, in adult studies, of death in private for-profit hospitals.

relative to private not-for-profit hospitals.
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tutions face a daunting task. They must achieve the same
outcomes as private not-for-profit institutions while devot-
ing fewer resources to patient care.

Considering these issues one might feel concern that the
profit motive of private for-profit hospitals may result in
limitations of care that adversely affect patient outcomes.
Our results suggest that this concern is justified. Studies in-
cluded in our review that conducted an initial analysis ad-
justing for disease severity, and another analysis with fur-
ther adjustment for staffing levels, support this explanation
for our results. The private for-profit hospitals employed
fewer highly skilled personnel per risk-adjusted bed.'**
The number of highly skilled personnel per hospital bed is
strongly associated with hospital mortality rates,"'* and
differences in mortality between private for-profit and pri-
vate not-for-profit institutions predictably decreased when
investigators adjusted for staffing levels. Therefore, lower
staffing levels of highly skilled personnel are probably one
factor responsible for the higher risk-adjusted mortality
rates in private for-profit hospitals.

Given the differences in the organizaton of the Cana-
dian and US health care systems, one might question
whether our results can be applied to Canada. The struc-
ture of US health care has, however, shifted dramatically
over time. With the exception of a single study, the results
are remarkably consistent over time, suggesting that the
adverse effect of private for-profit hospitals is manifest
within a variety of health care contexts. Furthermore, what-
ever the context within which they function, for-profit care
providers face the problem of holding down costs while de-
livering a profit. One would, therefore, expect the resultng
problems in health care delivery to emerge whatever the
setting. Finally, should Canada open its doors to private
for-profit hospitals, it is the very same large US hospital
chains that have generated the data included in this study
that will soon be purchasing Canadian private for-profit
hospitals. In summary, we think it plausible, indeed likely,
that our results are generalizable to the Canadian context.

The Canadian health care system is at a crucial juncture
with many individuals suggesting that we would be better
served by private for-profit health care delivery. Our sys-
tematic review raises concerns about the potental negative
health outcomes associated with private for-profit hospital
care. Canadian policy-makers, the stakeholders who seek
to influence them and the public whose health will be af-
fected by their decisions should take this research evidence
into account.
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The following is an excerpt from a policy brief published by the Canadian Hospital
Association in 2001, titled: The Private-Public Mix in the Funding and Delivery of
Health Services in Canada: Challenges and Opportunities

4.4 Private Funding — Increases Total Health System Costs

As we have seen in countries like the United States and Australia, a for-profit, private
parallel health system is more expensive. With greater private funding, total health costs
(the sum of private and public costs) increase. There are a number of reasons for this,
including:

(4 higher administrative costs within the private system,
(2 the need to ensure profits and

increased out-of-pocket expenses for services which may not be needed.

A number of studies over the years have compared the Canadian and American health
systems. Findings in terms of administrative overhead are consistent: a single-payer,
publicly administered system as we have in Canada significantly reduces total health
costs. Many studies have examined the additional administration costs that are borne by
privately funded services (see Silverman et al. 1999; Woolhandler and Himmelstein
1997; Woolhandler et al. 1999; Deber 2000, 10, 34). For example:

Hospital administrative costs in the United States are higher than previous
estimates and more than twice as high as those in Canada. Greater enrollment in
HMOs, with more competitive bidding by hospitals for managed care contracts,
an important element of proposed managed-competition health care reforms, does
not seem to lower hospital administrative costs (Woolhandler et al. 1999, 400).

Public health systems, such as Britain’s and Canada’s can finance health care at a
fraction of the administrative cost of private ones because they have a single
system of accountants, computers, forms, and procedures, all focussed on
delivering one plan (Taft and Steward 2000, 64)

The need to realize a profit also results in higher total health expenditures, unless costs
are controlled in other areas such as wages, which undermine the quality of care. (See
section 5.2.)



Increased health expenditures in the United States have also been attributed to health
fraud. Of the $1.5 billion recovered from civil fraud cases between 1997 and 2000 in the
United States, $840 million was from the for-profit health care sector (Tommy Douglas
Research Institute 2001).

Another reason a private parallel system increases total health costs is that the wealthy, if
they are paying out of pocket, can demand tests and other procedures not on the basis of
health need but rather on the basis of the ability to pay. This predominance of demand,
rather than need, also fundamentally challenges the evidence-based approach to the
provision of service and the management of resources. This is not to say that diagnostic
tests are unnecessary: they are vital to the management of treatment of illness. However,
needed diagnostic tests should be covered for all Canadians within our publicly funded
health system.

Detailed exafninations of each of these reasons, supported by research conducted in
Canada and around the world, are provided in a number of excellent documents (e.g.,
Deber 2000; Rachlis 2000; Taft and Steward 2000, 93, 95-96). One quote sums up this
research:

“When a major scientific journal such as the New England Journal of Medicine
says bluntly that in decades of research, ‘[No] peer-reviewed study has found that
for-profit hospitals are less expensive,’ it is not leaving much to the imagination”
(Woolhandler and Himmelstein 1999 as quoted in Taft and Steward 2000, 93).

As mentioned in section 3.1.3, an astonishing statistic is that, in 1994, per capita public
spending on health was US$155 more in the United States than in Canada: US$1,599
versus US$1,444 respectively, yet between 37 and 41 million Americans have no health
care insurance and most other Americans, or their employers, face substantial
deductibles, fees and premiums (Thorpe as cited in Taft and Steward 2000, 84-85).

“Americans thus pay more in taxes for health care ‘than Canadians or almost all
other people in the developed world’ in addition to (or despite) their massive
contributions through the private sector” (Evans as quoted in Ibid., emphasis in
original).

This American comparison belies yet another form of resource distortion with the private
sector once again increasing total health costs.

There are countless references that could be quoted at length regarding the impact of
greater private funding on increased total health expenditures. The shortness of this
section belies the wealth of material that has been written on this issue and the
seriousness of the issue.

In summary, with greater private sector funding, total health expenditures will invariably
increase. Over time, this will have serious implications in terms of Canada's global
competitiveness (see section 4.5), individuals' accessibility to needed services and the
overall health of Canadians.



