NETCARE BRI EFI NG

In a debate in the Scottish Parlianent on the 23 February
this year, Scottish Health Secretary Andy Kerr! boasted
that performance figures for waiting lists were the best
ever recorded for NHS Scotland. According to himit was
the result of a whole-system collaborative approach; “A
good exanple being the detailed planning that is being
undertaken for the East of Scotland elective treatnent
centre at Stracathro, which will expand el ective capacity
and separate it fromunschedul ed care”. Wen asked about
care standards in privately owned but NHS funded units,
Kerr said that people “don’t give a jot” who owns these
facilities, rather “they want the service and we need to
deliver it to thent.

The plans for a private | STC at Stracathro NHS hospital ?

On 2" Novenber Anicus Health signed a 15 nmillion pound
contract to provide elective surgery within Stracathro

Hospital . It will run the dedicated 24-bed ward? and
provi de 8, 000 el ective (non- enmer gency) cases in
or t hopaedi cs, ur ol ogy, gener al surgery and

gastroenterol ogy over 3 years. The treatnent centre wl|
provide elective care to 3 Scottish Health Boards -
Taysi de, Fife and G anpi an.

Am cus Heal t hcare?

Not to be confused wth the |argest manufacturing union
in the UK, Am cus Healthcare is a subsidiary of Netcare.
Am cus was the arm of the health services conpany General
Heal thcare Group (GHG, which tenders for NHS contracts.
Its other arm — BM Healthcare - runs private hospitals.
In 2004 CGHG achieved an annual turnover of £699 m wth
an operating profit of £153nf. Until April 2006 GHG was
the largest private healthcare group in the UK with over
50 hospitals. In April Netcare bought out GHG for £2.2bn
- the biggest healthcare deal in Europe for the past 10
year s*.

Net car e

The South African healthcare conglonerate owns the
|l eading private hospital and doctor network on the
African continent. The conpany showed a 25.5% i ncrease in
operating profit for the first 6 nonths of 2006 to over
R550m from total revenue of over R4bn. Netcare’'s UK arm
showed revenue increasing by 116% to R129.6m (2005:
R60M), with operati n% profit having inproved by 205.3% to
R11. 6m (2005: R3.8m> and the purchase of GHG increased



Netcare’s total nunmber of hospitals to 120 with over
11, 000 beds, 510 operating theatres, and 37 pharnaci es®.
Netcare’s global expansion plans include E European
countries awaiting access to the EU and the UK. In their
own words: “The focus of the division has now been
redirected towards developing a sustainable growth
strategy that wll unlock the potenti al synergies and
growt h opportunities that such narkets offer””.

What does the UK offer?

There have been two phases of the NHS funded | ndependent
Sector Treatnent Centre (ISTC) programe. Under Wave 1
Netcare won 2 contracts: (a) The Ophthalmc Chain
conprising Kent, Merseyside, Cunbria, Lancashire, Hants,
and Thames Valley. The contract began in |ate 2002 when
the conpany contracted to carry out 44,500 cataract
renovals over the b5-year period; and (b) The Geater
Manchester Surgical Centre, a 48-bed facility in Trafford
that provides a range of elective services, including
general surgery, ENT and orthopaedics. The centre
opened in May 2005 and will carry out 44,863 procedures
over the contracted period. Under Phase 2 the |[|STC
programre is augnmented by one covering diagnhostics. The
| STC contract is worth £2.5bn over 5 years; while the
di agnostics programe is valued at £1bn.

Net care has been nanmed preferred bidder for three 5 year
NHS contracts wunder Phase 2: the first, an |ISTC in
Cunbria wll deliver 220,000 procedures from seven
| ocations in the North West of England; and 2 contracts
under the D agnostics Progranmme in London and Eastern
regi ons. All 3 contracts begin in 2007. It wll also
open 2 NHS walk-in centres in London and Leeds, and in
July 2006 won a deal under the NHS i ntegrated assessnent
and treatnent services in Manchester — in other words a
comm ssioning role for elective care. The Departnent of
Heal th has refused to give contract value for the Netcare
contracts in the NHS®

Are waiting |ists being tackled?

The Government argues that the |[ISTC progranme is
i ntroduci ng nuch-needed conpetition and choice into the
NHS stinulating innovation and productivity whilst
providing excellent value for noney. A recent Health
Select Committee report didn't agree® Crucially it
noted the adverse the inpact on the econony of the NHS

both | ocal and national, and the clainms of inproved val ue
for nmoney (VFM that the progranme involves, could not be
eval uated because the DH wuldn't release to the
Committee either their analysis or their detailed figures
for VFM cal cul ati on.



The Departnent’s refusal to reveal its findings on the
| STC progranmme’s inpact on the health econony and on VFM
is a blunt disregard of Parlianment’s power of public
probity.

How t he NHS subsi di sing private sharehol ders?

Part of the rationale for using the private sector is
that risks are transferred and mnanagedbetter by the
private sector. This is the case for the higher cost of
case.

The DH has made a dual tariff system available to | STGCs,
whereby additional costs associated with the progranme,
up to a ceiling of 25% over and above the NHS Equi val ent
Cost, are paid for by central Governnent. Construction
and equipnent cost risks are included in this dual
tariff. The Governnment has al so taken on residual val ue
risk, whi ch accordi ng to t he “Times’, I nvol ve
“multim I lion-pound ‘residual value packages — agreed
suns to be paid to the private conpanies for their
facilities should their five-year <contracts not be
renewed” 2.

The draft Business Cases for Netcare's Ophthal nol ogy
Chain OCl, 2 & 3, reveal that Netcare retains only the
risk of additionality; increasing elective care capacity
t hrough providing non-NHS staff. In other words demand
risk ie the risk that patients don’t go is retained by
t he NHS.

Additionality

According to the DH, “ISTCs will wuse nmainly additional
staff. However, in some cases, where a structured
arrangenent is agreed between the |ocal NHS comm ssioners
and the provider, NHS staff may work in an ISTC - this

may, for exanple, be on a secondment basis”?!. The
Director of the NHS Commercial Directorate Ken Anderson
told the Financial Tines in June 2005, *“the original

"additionality" rule had been introduced ‘to protect the
NHS from having staff poached by the independent sector

and paying nore noney for it'". 14 Initially
secondnent of NHS staff was only allowed if services were
actually transferred fromexisting NHS trusts to | STCs. A
change to existing services would have required at | east
public consultation.

However in practice about 50% of doctors on Wave 1 | STCs
are on structural secondment!® and the rationale has
changed to one of doing the work nore efficiently, rather
than add to the volunme of NHS operations'®. \Wether the
terms of the original contracts have been altered to



adjust the different risk profile — i.e. that the DH
should not be “paying nore noney” if at least half are

actually NHS enployees — is as yet uncertain. VWhat is
known however, is that for Phase 2 the additionality
rules will be further relaxed. But this neans that public

consultation will be inperative.

The cost to the NHS of risks retained

The NHS retains demand and clinical performnce risks.
Under the contract agreenents the NHS is forced to pay
for procedures even if they are not perforned. Netcare’'s
Greater Manchester Surgical Centre cost the local health
econony nearly £2m in its first 9 nonths of operation
owng to PCTs through having to pay for procedures not
perforned’’®; and its facility in Oxfordshire lost the
| ocal health econonmy over £200,000 in its first 6 nonths.
A report found that the cataract centre carried out only
93 of the 572 procedures it had been contracted to
perform since the contract began, with PCIs having to pay
£255, 000 for work that should have cost £40, 000'°.

How the NHS carries the risk and costs of Netcare s poor
quality of care

Netcare’s nobile cataract units in Cunbria had failure
rates 6 tines that of local NHS facility?%?122 2
television reports?® highlighted disastrous surgical
problens at its orthopaedic wunit in Portsnouth wth
repairs having to be perforned in the NHS?*. An Exeter
legal firmis currently contesting 12 cases of clinical

mal practice, having already won 2?°. In ternms of risk
it’s been the NHS that has paid for Netcare's sub-
standard care. Under the NHS Litigation Authority
Clinical Negligence Scheme®®?’ all PCTS contribute to a
risk pool from which clains are settled. This covers
| STCs despite the fact they don’t contribute financially.
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