Briefing Note

Page 6 of 11
Re: Royal Jubilee Hospital Inpatient Tower
July 2007


Introduction 

In May 2007, the provincial government approved funding for a new 320,000-square-foot tower at Victoria’s Royal Jubilee Hospital.  The capital cost of the Royal Jubilee Hospital project is estimated to be $269 million.   The Province will be contributing $150 million, the Vancouver Island Health Authority will fund $19 million, and the Capital Regional Hospital District is being asked to contribute $100 million.  Consistent with a provincial government directive, the building project is to be a for-profit, privately financed and operated facility, or public-private partnership (P3), with a 30-year contract term.  

The timelines for the project are very short, with an intended completion date of April 2010.   Therefore, the CRD Board is expected to vote on its $100 million contribution at its meeting in August 2007.    

This brief raises a number of issues and concerns related to the project.   

Lack of Information Provided to the Capital Regional Hospital District Board

The Capital Regional Hospital District (CRD) is being asked to contribute $100 million of taxpayer money for a new tower at the Royal Jubilee Hospital (RJH), without being provided adequate information to determine if this is the best model for development of the new facility.   The funding will be raised through increased local taxes.  The increased local tax burden would be about $90 per year for 10 years, for the average residential home of $478,000
.  

Even though the CRD is being asked to fund 40% of the capital cost of this project, it has not been provided with the business case for the project, or any of the financial details.   This is consistent with the experience with other P3 projects in British Columbia.  Elected officials are told that there will be no provincial share of funding if the project is not a P3, and then are not given an opportunity to scrutinize and independently analyze the business plan in order to determine whether a public or private model would represent the best investment of funds.   

Georgina MacDonald, Vancouver Island Health Authority (VIHA) Vice-President of Planning, promised in April that once the health authority was given a green light from the province, “we’ll share with you everything we have.”
   Even though Provincial government approval has been given for the project, the business case has still not been provided to the CRD Board.   

We believe that it is not only prudent, but a responsibility of CRD Directors to demand adequate information to ensure that taxpayer money is being effectively managed.   It is, we suggest, irrelevant whether the CRD contribution is simply a capital contribution, or an ongoing contribution to the operating costs.    As the saying goes, the taxpayer is the taxpayer, and the residents of the CRD are paying both as local and provincial taxpayers.  

It may be that the CRD taxpayers will pay significantly more of the capital cost of this project than the provincial government.   In the case of the Canada Line, where the province also made its contribution contingent upon the project being a P3, a significant portion of its contribution was not in upfront construction costs, but part of the later payments to the private consortia.   In return, the private company provided up front financing.   VIHA’s May 2007 Project Report says that “the Province will be contributing $150 million”.   However, that report also references “3rd party financing”.   As part of the information that should be coming to Directors, it should be made clear whether this contribution is in fact an up front provincial capital contribution, or whether it is a contribution that will be deferred until after completion of the project in 2010, in the form of payments to the private operator. 

Time Line for the Project 

We are also very concerned about the extremely tight timeline for the project, both because Directors and CRD staff are unable to effectively evaluate and analyze this project, but also because the costs will be relatively higher if completed prior to the Olympics.  

This project has been in discussion for several years.   Suddenly, the CRD Directors are being asked to make this very significant commitment of funds, without adequate information, within a few very short months.    This again is consistent with other provincially funded P3 projects.   Essentially, the project sits and sits, then suddenly “the sky is falling” and a decision has to be made immediately.   Ironically, the total timeline for projects may be significantly longer than if publicly procured.   Despite this, there is no time to carefully consider the project: no time for consultation, no time for value engineering (ie. Identifying savings and efficiencies for the project before it goes to tender) and no time to evaluate the business case.   

There is no apparent rationale for this severely compacted timeline except one line in the Project Report which says “complete the project by 2010 to minimize the cost escalation”.
   In order to evaluate this rationale for project completion by 2010, one must consider whether in fact cost escalation will be minimized.   

Construction Costs

The stated reason to complete the Jubilee Tower by 2010 is to “minimize cost escalation”.    However, construction cost pressures are particularly associated with the pre-election Olympic building period.   Therefore, taxpayers in the Capital Regional District are likely paying a premium to meet the very tight completion deadline of 2010.    

In comparison, in July 2006, Directors of the Greater Vancouver Regional District’s Translink Board voted to extend the construction period for the Skytrain - Evergreen Line to 2011, in order to save $107 million of construction costs.   The staff report recommending delay cited benefits that included “better contractor resource availability as Evergreen construction will be ramping up as much of the Olympic related construction is winding down.”
  

The very tight time-frame for the Jubilee Tower will increase costs.  In contrast, the decision to delay the Evergreen project resulted in cost reductions related to both risks and related costs.  As well, there was a reduction in labour costs associated with extended construction shifts.   

A BC Construction Roundtable forecast for BC’s construction industry predicts that BC’s strong growth phase, propelled by the “Olympic growth spike” will continue to 2010, then decline, as will both employment growth and labour force growth.  Similarly, unit labour costs are predicted to fall after 2010.
   Both cost containment and employment stability for Capital Regional residents would benefit from delay.   

Construction Costs Estimate: Bias Against the Public Sector

The Vancouver Island Health Authority Project Report also sets a price for public sector construction of the hospital, based on an assumption that the construction costs will increase at a rate of 12% per year.   Although the pre-Olympic projects and other construction projects are driving costs up, the assumption of 12% annual increases is questionable.   Construction costs did increase as much as 11% per year until recently, but several factors (such as the downturn in the American construction industry) caused forecasters such as BTY Group to predict a much lower annual increase of from 5 to 7% per annum, until 2010.   This is significant, since the assumption about very large cost increases are included in the estimate of how much it would cost to build the Jubilee Tower publicly, as opposed to privately, and therefore could significantly but inappropriately favour the private sector option.  

The Auditor General of British Columbia relied on BTY Group’s construction inflation predictions in his report on the Olympics, in 2006.   That report also predicts a decline in construction inflation.   (as noted above, BTY is now predicting even lower construction inflation).   
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CRD Board Members and Councillors throughout the Regional District need to be provided with the business case analysis, and the sources for assumptions such as this one.  

In addition, the CRD board needs to be provided the range of costs with a variety of assumptions (ie. a sensitivity analysis).  If it is assumed that construction costs will only increase 7% per year, for example, the cost to build the hospital in a traditional manner, rather than a P3 project, would be reduced from $269 million to $251 million, a public sector savings to the taxpayer of $18 million.   If construction costs only increase 5% per year, the cost would be slightly less than $243 million, for a savings of $25 million.   If this project is built as a P3, the comparison with the private sector costs needs to be with these more realistic range of estimates of a public sector cost of $251 million to $269 million (see Appendix 1 for costing chart).     

Supreme Court of Canada Health Services and Support v. British Columbia (Bill 29) Decision 

In June 2007, the Supreme Court of Canada ruled that several provisions of B.C.’s Health and Social Services Delivery Improvement Act (Bill 29), were unconstitutional, although it suspended its declaration for a period of 12 months to allow the B.C. government to address the repercussions of its decision.  The Court decided that Sections 6(2)(4), which gave employers increased power to contract out services, by invalidating provisions in collective agreements, and Section 9 (restriction of lay-offs and bumping rights) violated health care workers’ freedom of association rights.  

This decision provides a good example of why it is problematic to sign long term, inflexible P3 contracts.   In addition, the present uncertainty about the ramifications of the decision make it particularly problematic to enter into a P3 contract right now.   

The provisions of the Abbotsford Hospital P3 Agreement are illustrative.   This 33 year agreement, negotiated in 2004, assigns risk for changes to labour law, which impacts the contract, to the public sector.  It contains several provisions that treat such changes (including court decisions) as variations to the contract, for which the private operator must be compensated.   Specifically, on the occurrence of a change of law, the private operator “shall be entitled to seek compensation for any increase in the net cost of performing the project operations.” (Section 38.2 Adjustments for Relevant Change in Law).
   The operator is entitled to compensation for direct cost, which is defined to include not only wages and benefits paid for labour, but also includes margins for overheads and profits.   

While it is not the Capital Regional Hospital District, which would sign the contract with a private operator, the $100 million contribution will be financed by a loan from the Municipal Finance Authority (MFA), which, along with its credit rating agencies, might well be concerned with the potential riskiness of the P3 contract.   

Number of Beds 

The Vancouver Island Health Authority report states, that “if VIHA planned bed needs on the basis of population growth and existing service utilization alone, the estimated need for inpatient beds would be approximately 675 by 2020.”   The report then says that investment in other services will reduce the demand for acute care beds in the future.   “As a result, the new Patient Care Centre will require approximately 500 beds.“  

This estimate deserves close scrutiny.   This estimate is a reduction of 25.9%.   In addition it only represents an increase of 72 beds from the present capacity of 428.   

This very significant reduction causes concern for a number of reasons.   

· The planning projections only reach to the year 2020, 10 years after the opening of the facility, but the Health Authority is committed to a 30-year contract, that will extend 20 years beyond the projection.   The bulge of seniors is not expected to peak until the year 2031, so planning only until 2020 is short-sighted, and does not take into account the decade where need for medical services will be the greatest.   It is curious that VIHA is willing to commit to an inflexible 30-year contract, while at the same time it says that “projections beyond 2020 are too speculative at this time.”  

· The reduction from the estimate of 675 beds, down to 500 beds is rationalized on the basis that there will be significant improvements to other services such as long term care, home support, mental health services, etc.   However, access to these types of services has been decreasing, rather than increasing.   For example, per capita home support (as measured by the number of clients served for Greater Victoria residents aged 75 years and older) declined by 19.9% between 2000/01 and 2004/05.
    

It is important to mention that British Columbia is closely following the British model for P3s.   In fact, many of the experts working for both government and the corporations bidding on the P3 projects have come from the UK.   So it makes sense to look at the British experience to better understand what might be happening in British Columbia, in this case in terms of beds.   In Britain, a study published in the British Medical Journal found that the high costs of private finance initiative, or PFI, (the UK equivalent to PPPs), was associated with bed reductions of around 30%.  The study also found a cut in services and community facilities compared with other National Health Services hospitals
.    

In 2005, the National Health Service Consultants’ Association (medical specialists) wrote an open letter to the members of the Canadian Medical Association, on the eve of a CMA convention discussion on health care privatization.   The letter said: 

“We believe that you have already experienced PFI (name for P3s in Britain) for hospital construction.   This is another example of governments choosing quick, politically useful results without concern for the long-term consequences.  Inevitably PFI hospitals are more expensive, as borrowing is at a higher rate and there has to be profit for the shareholders.   As a result, our first hospitals were too small.   Now, although PFI hospitals must be at least as large as those they replace, many defects are appearing and the repayments – the first charge on the hospital’s budget – are causing financial problems.   It is difficult to find anyone in the UK now prepared to support PFI except those in government and those set to profit from it.”  

Abbotsford Hospital, a P3 hospital which will open in 2008, was originally planned to have 300 beds, but after the contract with the private operator was signed, that number was reduced to 260 beds.

In summary, we are very concerned that the planned number of beds: 

· Will not be sufficient to serve the needs of the CRD;

· Assumes provision of other services that have been promised, but not provided, in the past, and may not be in the future; and

· May have been reduced from 675 beds to 500 beds in order to balance the excessive cost of the P3 model of construction.   

There will be further comments on reduction of services later in this brief, in the section, which outlines our concerns with use of the P3 model for health projects.  

Infection control 

We are also concerned that privatization of support services in the Jubilee Inpatient facility could compromise infection control.  There is a growing recognition of the relationship between effective cleaning of hospitals and long-term care facilities, and the health and safety of both patients and staff.
   Contracting out of these services can contribute to falling standards.  In a literature review on the relationship between cleaning and infection control, researcher Janice Murphy took a close look at the experience with contracting out of cleaning services in Britain and elsewhere.   She observed, for example, that “Britain has been plagued with problems with hospitals’ cleanliness since the National Health Services (NHS) hired private contractors to clean hospitals in a misguided attempt to save money and at the cost of reduced standards and services” and that the NHS’s audit of cleaning services found that “where services are contracted out they are more likely to have failed.”
   Some identified areas of concern are:

· Loss of control of specialized training required for the use of effective procedures, equipment and materials; 

· Loss of control of staffing levels;

· Higher staff turnover, increased sick time and absences from work;

· Loss in service delivery flexibility and a corresponding lack of ability of cleaning staff to respond to emergencies such as infectious disease outbreaks;  

· Lack of connection between infection control and housekeeping;

· Indirect and restricted access to housekeeping supervisors (via a Regional Call Centre). 

These problems, experienced in Britain and elsewhere, represent an increased risk to patients, but also an increased risk to the public sector.    

Problems with health P3 projects

In addition to the specific issues above, there are general concerns related to the use of the P3 model for hospitals.   

“Our analysis shows that PFI (P3) is a very expensive way of financing and delivering public services that must, where public expenditure is constrained, lead to cuts in public services and/or tax rises, that is a cut in the social wage.   In contrast, the chief beneficiaries are the providers of finance and some of, though not necessarily all, the private sector service providers, leading to a redistribution not from the rich to the poor but from the mass of the population to the financial elite.  In short, PFI does not pass the accountability test.”

Pam Edwards et al, Evaluating PFI in Roads and Hospitals. 

Association of Chartered Certified Accountants, Nov 2004.

Experience of P3s: Cost overruns

P3 projects cost more than traditional design/build construction models because of increased costs for legal and administrative fees, lengthy contract negotiations, higher interest rates, and company profits.  The example of the Abbotsford Hospital Regional Hospital, the first P3 health project initiated in BC, highlights these problems:

· Construction costs for the Abbotsford Hospital have increased from an initial estimate of $211 million to $355 million;

· Annual lease payments increased from $21 million to $40 million;

· Total operating costs for the entire life of the project increased from $720 million to $1.4 billion.

Higher procurement costs and increased delays:

Contract negotiations for P3 projects are more costly and time consuming. According to the Value for Money report published by Partnerships BC, for the Abbotsford Hospital, the procurement cost of a conventional public sector project would be approximately $8 million.  The procurement cost of the P3 project is $24.5 million.  As well, the P3 procurement process delayed the project by several years.  

In June 2006, top Fraser Health Authority executives told the BC government that they did not want a P3 for a new facility in their region - the new Surrey Ambulatory Care facility.  The committee overseeing the project noted that with P3s “there is a lesser ability to control design, longer lead times and additional risk,” and that “A P3 strategy tends to be slower.”

Effects on other health care services:

Where P3 financing has been used for health services in other areas, the high cost of private financing has meant that there’s less money to spend on bedside care.   According to Allyson Pollock, Head of the Centre for International Public Health Policy at the University of Edinburgh, some 10,000 beds have been closed across England and Wales since 1996, as the extra costs associated with the use of private finance have forced local health trusts to cut costs in many services areas.  The use of P3s to fund health services and infrastructure is described by Pollack as resulting in the largest bed closure program in UK history.  

For example, Queen Elizabeth Hospital in London, is “technically insolvent” according to its CEO and finance director; its problems relate to the high costs of its PFI contract. Auditors Price Waterhouse Coopers stated that the hospital’s financial problems, associated with the high fixed costs of its long-term PFI contract, are ‘insoluble’.  CEO John Pelley stated, "In traditional commercial terms we are insolvent”.
  Furthermore, analysis by the Trust and by their auditors illustrated that the extra costs of its public-private partnership contract adds an additional $9 million per annum when compared to a conventionally financed public hospital. 
  These extra costs mean that the hospital has had to reduce its patient services, as operating funds are diverted from patient care to high operating and administrative costs associated with its public private partnership contract.

The hospital has had to close its “Hippos Day Care” children's unit, which has seven beds, and close six beds on the stroke unit to save £75,000, plus a further 19 bed closures between May and October to recoup £300,000.
 In total, the hospital’s deficit and ongoing debts are forecast to reach £100 million over the next 3 years. 

Decreased accountability:

P3 projects mean that less information about our health care system is available to public officials.  Important project information is excluded from public debate because it is excluded from release for the reason of “commercial confidentiality.”  That means that public officials have less access to key information about local health care decisions.  

Conclusion

The BC Health Coalition has serious concerns about:

· The lack of information provided to the Capital Regional District (CRD) Board by the Vancouver Island Health Authority (VIHA);

· The time line for the project (including the impact on construction costs);

· An inadequate number of beds in the new facility;

· Infection control;

· The increased costs, and other problems associated with the decision to enter into a 30-year contract for the private financing and operation of the hospital;

There are such serious flaws with, and so many unanswered questions about this proposal, that the prudent course of action is for the Directors to refuse to commit $100 million of taxpayer money at this time.    

Appendix #1 Sensitivity Analysis:  Construction costs assuming varying levels of construction inflation.  

 

	
Total original cost
	
    269,000,000 
	 

	 
	 
	 
	 

	Original scenario (12% inflation per year)
	Cost variance w. original

	 
	Cost
	Cost w. inflation
	 

	Year 1
	      113,300,000 
	      126,896,000 
	 

	Year 2
	      126,896,000 
	      142,123,520 
	 

	 
	 Total cost 
	    269,019,520 
	 

	 
	 
	 
	 

	Modified scenario 1 (7% inflation per year)
	 

	 
	Cost
	Cost w. inflation
	 

	Year 1
	      113,300,000 
	      121,231,000 
	 

	Year 2
	      121,231,000 
	      129,717,170 
	 

	 
	 
	    250,948,170 
	                        18,071,350 

	 
	 
	 
	 

	Modified scenario 2 (5% inflation per year)
	 

	 
	Cost
	Cost w. inflation
	 

	Year 1
	      113,300,000 
	      118,965,000 
	 

	Year 2
	      118,965,000 
	      124,913,250 
	 

	 
	 
	    243,878,250 
	                        25,141,270 
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