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Profit From Illness? No thanks!





This short briefing from Merseyside Keep Our NHS Public outlines the main points against the Private Finance Initiative (PFI). It draws on experience elsewhere, publications, correspondence with experts, and information revealed by the Trust during recent public consultations.





Key Points


PFI has first call on Trust finances, before clinical need. It is extremely expensive. It is not Value for Money, but it is very profitable for the private companies and banks.


Many large PFI hospital schemes have landed NHS Trusts in massive debt, leading to cuts in beds and services across their local area. The Royal is a very large scheme, whose PFI cost is currently £380m.


Recent public consultations revealed that the Royal faces a large gap between the cost of PFI and the money available to pay for it.


The alternative to PFI is public finance.


Scotland and Wales have stopped using PFI to build hospitals.


In England, some recent hospitals have been built with public finance.


The banking crisis means the case for PFI is collapsing.


Instead of sleepwalking into decades of debt, the Trust should demand public finance for any redevelopment.





What is PFI?


In the past, the government paid construction companies to build new hospitals, which were the property of the NHS. Under PFI, the individual Trust signs a binding contract with a private consortium to provide services. The consortium obtains private bank loans to finance the hospital. The Trust then rents the hospital from the consortium for an annual fee covering the original debt and the debt interest, normally over a 25 - 30 year period; the contract may include other services. The fee is index-linked (rising with inflation). While the contract runs the consortium owns the hospital and makes a substantial profit.


This scheme is “like paying off your mortgage with a credit card” because private bank loans have much higher interest rates than government borrowing. A long-term PFI contract costs about 3 times as much as financing a hospital through government bonds. Once the new hospital begins to operate, paying the consortium has first call on Trust finances, before nurses, doctors, drugs or any other clinical need.





Why do large PFI hospitals typically face debt crises?


The Trust must pay back the PFI consortium using income it earns from treating patients. The payments which cover the original cost of the hospital and the debt interest charges spread over many years, are known as “capital costs”. Under the national system of “Payment by Results”, 5.8% of Trust annual income is allocated for paying “capital costs”. If these costs exceed 5.8% of annual income, the Trust will go into debt.


Using Freedom of Information requests to the Dept. of Health, researchers at the University of Edinburgh [1] discovered that Trusts with PFI schemes whose initial capital value exceeds £50m have an average annual capital cost of 10.2% of Trust income. This means they face a 4.4% gap between the income allocated for “capital costs” (5.8%) and the payment they must make each year (10.2%). So each year, they slide deeper into debt.


The Royal has a projected annual capital cost of 12.44% of Trust income.





Learning from Experience – SE London


Faced with a PFI debt crisis, Trusts are forced to cut services and staff. The cuts can spread over the entire local area.


In South East London, the Queen Elizabeth hospital has capital costs of 11.7% of annual Trust income (2006/7 figures), comparable to the 12.44% projected for the new Royal, while the Bromley has a capital cost / income ratio of 10.4%. The South London and Maudsley Strategic Health Authority found that the SE London financial problems were most severe at Queen Elizabeth and Bromley, the only two trusts with large ‘whole hospital’ PFI schemes in the locality.


By the end of 2006/7, the aggregate debt payable by the four district general hospitals to the SHA was over £180m, with QEH and Bromley accounting for about 84% of this. According to the SHA, the deficits of both trusts arise “because the cash costs of the PFI availability charge exceed funding for capital charges in tariffs.”.


The SHA recommended “further substantial reductions in staff costs and staff numbers” and advised that cuts should target other local hospitals! Unions were outraged (cont. p.3)





(cont. p3)
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SE London (cont. from p.1)


Staff-side at Queen Mary’s Hospital in Sidcup (QMS), the only acute hospital in the London borough of Bexley, commissioned a report from London Health Emergency [3]. They face the rundown of front line A&E and acute services, to pay for the crisis at QEH and Bromley. QMS is targeted because, in the words of the Project Team:


“• The sites where there is least scope to reduce fixed costs are QEH and Bromley. This suggests that redesign options that seek to increase capacity utilisation at those sites will do most to improve the financial prospects of the sector.


• The site where there is greatest scope to reduce fixed costs is QMS. If hospital


infrastructure is reduced at QMS then the surplus estate can be sold or leased with a resulting improvement in the recurrent financial position across the sector...”


In other words, a cash crisis caused by PFI must be resolved by slashing services at another hospital, because the PFI contracts are rigid and inflexible. Cutting A&E at QMS will, in turn, increase clinical pressure on QEH and Bromley...





Yorkshire


The Yorkshire Post [4] reported in Sept that over 300 nursing posts and 25 specialist doctors jobs are at risk in Mid Yorkshire Hospitals NHS Trust. Unions cited the cost of opening new PFI hospitals in Wakefield and Pontefract in 2010.


Unison Sec. Mick Griffiths told the Post jobs had already gone. "Projecting forward, there are going to be severe cutbacks in staff numbers to pay for this PFI deal. We've always said it's going to be expensive and questionable value for money."


The Post obtained a report to the Dept of Health by PricewaterhouseCoopers. Hundreds of staff will be transferred to the private company which will own the new hospitals and huge numbers of medical posts are at risk. Staff numbers are projected to fall 22% by 2012-3.











Who profits?


In Sept. the Sunday Herald reported “Kier Group Construction is set to re-ignite the heated debate over the financing of infrastructure projects this week when it confirms that it has pocketed £16.2m profits from its role in building Hairmyres hospital in East Kilbride - from an initial investment of only £50.” [7]


Extraordinary profits for PFI consortia were first revealed in an analysis of Scottish and English schemes, reported by Rob Edwards in the Sunday Herald last May [8]. The former Chief Statistician at the Scottish Office Jim Cuthbert, and his wife Margaret Cuthbert, an academic, used Freedom of Information requests to obtain contract details.


Overall, the Cuthberts found that £42m of "subordinate debt" invested by the companies building the six schemes was predicted to yield £517m. Included in that, the profits on the £717,297 put in as equity by shareholders were projected to reach £350m.


The Edinburgh Infirmary, Hairmyres hospital and James Watt College could all have been built for half the cost if the money had been borrowed in the normal way from the government's national loan fund, and huge savings could have also been made on the Highland schools, the Perth offices and the Hereford hospital.


"What this suggests about the costs of PFI is extremely worrying," said Jim Cuthbert. "No country, whether it be Scotland or the UK as a whole, could long support funding its major public infrastructure on a one-for-the-price-of-two' basis.














Manchester


The disastrous consequences of funding a PFI “superhospital” in Central Manchester and other PFI proposals emerged in 2003 via a leaked report by Grant Thornton (Accountants) to Greater Manchester Strategic Health Authority. Assorted PFI schemes were supposed to give the SHA a £370m surplus. Instead, the accountants projected a £732m shortfall by 2010.


For details see [5]





Scotland


Scotland signalled its move away from PFI last April, deciding that the £842m New South Glasgow Hospital complex would be publicly funded [9]. Health minister Shona Robison declared “the Scottish Government has sought to ensure that the project is deliverable, affordable, sustainable and represents best value for money for the taxpayer”. 


The Scottish Assembly then established an alternative funding mechanism, the Scottish Futures Trust, aimed at replacing PFI with Scottish government bonds. However, the SFT evolved towards partnership with the private sector and Unison has recently criticised it as “PFI Lite” [10]
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The PFI debt iceberg





Open the Books!


If the Trust is confident, they can release the Outline Business Case with its Value for Money and Affordability arguments and let the evidence speak for itself.


Otherwise, we can only rely on experience from South East London, Manchester, Yorkshire, Edinburgh, Norwich, Coventry, Worcester, Swindon... 








The graph [2] of PFI schemes for the NHS in Scotland shows that the value of PFI hospitals built (upper green bars) is much less than the future payments owed under contract to PFI consortia (lower red bars).





Unions


The Liverpool demonstration against PFI on 5th July was called by Merseyside TUC, backed by the North West TUC and featuring Unison, Unite and NWTUC speakers


Unison has produced a wealth of material opposing PFI. For details, see the PFI section of the union’s Positively Public campaign:


� HYPERLINK "http://www.unison.co.uk/positivelypublic/pfi.asp" �http://www.unison.co.uk/positivelypublic/pfi.asp�


T&GWU Unite national officer Len McCluskey spoke strongly against PFI in the debate on Public Sector funding at the union’s conference in July:


� HYPERLINK "http://www.tgwu.org.uk/Templates/Internal.asp?NodeID=91797" �http://www.tgwu.org.uk/Templates/Internal.asp?NodeID=91797�


Amicus Unite is likewise opposed to PFI. See Valuing Public Services:


� HYPERLINK "http://www.amicustheunion.org/pdf/Valuing-Public-Services.pdf" �http://www.amicustheunion.org/pdf/Valuing-Public-Services.pdf�


The BMA is opposed to PFI. In a recent press release “PFI a millstone for NHS, BMA says” [11] the chairman of the BMA Consultants’ Committee Dr Jonathan Fielden said:


“PFI has proved a long-term millstone around the neck of the NHS, dragging down otherwise good organisations. Many of the contracts were poorly set up, biased towards the private sector providers and inflexible, leaving NHS trusts struggling to meet repayments and facing decades of debts. Money that trusts needed for patient care has been diverted away from the frontline, and into the hands of private companies.


“It is time for the NHS to move away from this detrimental funding system and towards one that is more cost effective and allows vital funds to get to patients.”











Notes and resources


1 Private finance, public deficits (Mark Hellowell and Allyson Pollock)�� HYPERLINK "http://www.health.ed.ac.uk/CIPHP//documents/CIPHP_2007_PrivateFinancePublicDeficits_Hellowell_000.pdf" �http://www.health.ed.ac.uk/CIPHP//documents/CIPHP_2007_PrivateFinancePublicDeficits_Hellowell_000.pdf�


2 Health Need, Technology, Affordability and service closure: case study of the NHS in England and Scotland�(Allyson Pollock, cumbernauld telemedicine Nov 2007)


3 London Health Emergency “Under the Knife”�� HYPERLINK "http://www.healthemergency.org.uk/workingwu/Undertheknife.pdf" �http://www.healthemergency.org.uk/workingwu/Undertheknife.pdf�


4 Debt fear hospitals warned of massive job cuts � HYPERLINK "http://www.yorkshirepost.co.uk/news/Debt-fear-hospitals-warned-of.4526341.jp" �http://www.yorkshirepost.co.uk/news/Debt-fear-hospitals-warned-of.4526341.jp�


5 The £1.1bn PFI hole in Manchester’s NHS budget�� HYPERLINK "http://www.labournet.net/ukunion/0309/nhspfi1.html" �http://www.labournet.net/ukunion/0309/nhspfi1.html�


6 Financial crisis and recession will hit PFI schemes�� HYPERLINK "http://www.cipfa.org.uk/publicfinance/news_details.cfm?News_id=59048" �http://www.cipfa.org.uk/publicfinance/news_details.cfm?News_id=59048�


7 Firm that hit the jackpot with PFI deals set to lay off housebuilding staff. Sunday Herald (14 Sep 08)


8 The Great PFI Swindle (Rob Edwards)�� HYPERLINK "http://www.sundayherald.com/news/heraldnews/display.var.2278997.0.the_great_pfi_swindle.php" �http://www.sundayherald.com/news/heraldnews/display.var.2278997.0.the_great_pfi_swindle.php�


9 Public funds boost for hospital�� HYPERLINK "http://news.bbc.co.uk/1/hi/scotland/7360345.stm" �http://news.bbc.co.uk/1/hi/scotland/7360345.stm�


10 SFT: An expensive quango to promote PPP�� HYPERLINK "http://www.unison-scotland.org.uk/briefings/scotfuturestrustsept08.html" �http://www.unison-scotland.org.uk/briefings/scotfuturestrustsept08.html�


11 PFI a millstone for NHS, BMA says�� HYPERLINK "http://www.bma.org.uk/pressrel.nsf/wlu/SGOY-7J3JV7?OpenDocument&vw=wfmms" �http://www.bma.org.uk/pressrel.nsf/wlu/SGOY-7J3JV7?OpenDocument&vw=wfmms�


London Health Emergency website�� HYPERLINK "http://www.healthemergency.org.uk/" �http://www.healthemergency.org.uk/�


Keep Our NHS Public�� HYPERLINK "http://www.keepournhspublic.com" �http://www.keepournhspublic.com�


The NHS after 60,  by John Lister. Middlesex University Press 2008. Available at discount from: � HYPERLINK "http://www.healthemergency.org.uk/international.php" �http://www.healthemergency.org.uk/international.php�


NHS Plc, by Allyson Pollock, Colin Leys. Verso 2004





This PFI will be different?


During the consultations, Trust directors claimed lessons had been learned from previous PFI schemes and the Trust would ensure costs were kept under control.


However, if the Royal PFI is not profitable for the construction companies and banks, they will walk away.


After such a string of expensive failures elsewhere, why should anyone believe that Liverpool will avoid the debt crisis built into the PFI system? But there is a solution...





No alternative?


Scotland and Wales have backed away from PFI in the NHS, and even in England there are hospitals being built with public finance. For example:


 Royal Berkshire NHS Foundation Trust


 Great Ormond Street Hospital for Children NHS Trust


 West London Mental Health NHS trust - Broadmoor


The credit crunch has transformed the argument for public finance. The cost of private borrowing is rising. Currently, no new PFI schemes are being signed off. The same insurance companies dragged down by the sub-prime mortgage crisis in the US are involved in insuring PFI schemes. Writing in The Guardian (“Bring Back Bonds”, 16 Oct) Richard Murphy begins:


The government has acquired a major stake in the Royal Bank of Scotland. There is something extraordinarily perverse about this. RBS is Metronet, the risk returned to the public sector when the contractors failed. The premium had been paid without benefit being provided. Second, in very many cases the premium has been pure profit, which the contractors have been able to exploit by re-financing projects and realising considerable short-term profit soon after the construction phase of the project has been completed.... read the full article here: � HYPERLINK "http://www.guardian.co.uk/commentisfree/2008/oct/16/pfi-banking" �http://www.guardian.co.uk/commentisfree/2008/oct/16/pfi-banking�








As informed commentators have shown, the result is that the government pays what it claims to be a rent in exchange for an asset to which a few services of relatively limited value have been attached (often worse than those previously provided within the state sector) and all this to disguise the fact that this is financial engineering simply designed to let the government move the PFI loan off its own books and so meet Gordon Brown's "golden rule" on borrowing.








Transfer of Risk


PFI schemes are said to provide Value for Money because it is claimed the private sector is taking substantial risks which would otherwise be borne by the public sector. Construction companies (Jarvis) and banks (HBOS) can and do collapse. Yet if things go wrong and the PFI consortium goes bust, the Government cannot actually allow the hospital to shut. So in fact taxpayers will end out covering the risks. 


Previously, “Transfer of Risk” was used as an excuse to take PFI costs off the Trust’s balance sheet and so conceal them from the Government’s Public Sector Borrowing Requirement. But International Financial Accountancy rules now enforced at European level mean that in future, PFI costs must be shown on Trust balance sheets.


In other words, there is no real Transfer of Risk and in future, no-one will be allowed to pretend there is. Which means, there is no advantage to PFI.





Cost Escalation


Whatever the Trust may think their PFI scheme will cost, other schemes escalated from the Outline Business Case to the final contract, as shown in this 1997 table [2]:


Trust �
OBC cost 


(£m) �
Current cost 


(£m) �
Change 


(%) �
�
Swindon �
45 �
148 �
229 �
�
Worcester �
49 �
116 �
137 �
�
South Manchester �
40 �
89 �
123 �
�
Norfolk �
90 �
200 �
122 �
�
Bishop Auckland �
26 �
52 �
100 �
�
South Tees �
65 �
106 �
63 �
�
North Durham �
60 �
96 �
60 �
�
Bromley �
80 �
120 �
50 �
�
Dartford �
97 �
137 �
41 �
�
Calderdale �
55 �
77 �
40 �
�
Wellhouse �
30 �
40 �
33 �
�






Credit Crunch:�Two London Hospitals at risk


London Health Emergency


Thursday 16th October 2008


Campaigners warned today that two major London hospitals top the "at risk" list of privately financed NHS facilities that face meltdown as the impact of the global financial crisis begin to hit key public services.


Pressure group Health Emergency have examined PFI hospitals up and down the country and have concluded that Queens Hospital in Romford and the Princess Royal University Hospital in Bromley are both teetering on the edge of financial ruin.


The key factors turning the spotlight on Bromley and Romford are the levels of historic debt combined with the precarious financial gearing of the PFI hospital schemes.


Both Bromley Hospitals and Barking, Havering and Redbridge Hospitals are faced with historic debt around the £90 million mark. With PFI hospitals struggling to service debt charges in the face of the chaos in the financial markets, there simply isn't enough cash in the system to prop up the Bromley and Romford PFI projects long term. The scale of the problem in Bromley is compounded by the recent external report slamming years of financial mismanagement.


The chaos in the financial sector also throws huge doubts over the ability of planned NHS PFI projects to raise cash which could jeopardise schemes at Northwick Park in Harrow, Hillingdon Hospital and Epsom and St Helier in south London.


Geoff Martin, Health Emergency Head of Campaigns, said:


" PFI in the NHS was always a speculative gamble and we believe that the chickens are now coming home to roost. If there isn't enough hard cash in the local NHS to cover the inflated overhead costs, the hospital risks going bust.


"If the Government can bail out the city and nationalise part of the banking sector then there's no reason why they can't renationalise PFI hospitals and bring them back onto a sound financial footing."





The Royal: What the consultation concealed and revealed


During the public consultation which ended on 20 Oct, Trust directors refused to disclose the Outline Business Case for rebuilding the Royal. They insisted the OBC would be released only after approval by Liverpool PCT, NHS North-West and the Dept. of Health. Meanwhile, Directors claimed the proposal’s “Affordability” and “Value for Money” were proven. Despite the smoke and mirrors, a few hard facts did emerge.


The PFI component of the plan is currently costed at £380m. The PFI excludes “soft Facilities Management” (e.g. catering, cleaning), so PFI costs will cover initial capital, debt service, and maintenance only. The annual capital cost of the scheme will total 12.44% of projected annual Trust Income, according to Chief Exec Tony Bell (Blackburne House consultation 24 Sept.). If Trust Income falls below projections, the contractually fixed capital cost becomes a higher percentage. Bell was clarifying a figure previously mentioned by Finance Director Graham Hollick. The Trust knows that Payment by Results allocates only 5.8% of income towards capital costs, but says this figure is under discussion with the Dept. of Health.
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