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Abstract

Global infrastructure reports suggest that, inwake of the fiscal crisis, healthcare
Public Private Partnerships (PPPs) are seen asvwangy area as governments switch
attention to social welfare projects. Spain is urign having had a PPP hospital in
operation for over a decade which is funded throcughpitation fee. This paper takes
a critical approach to evaluate the project, with analysis showing that the original
project could never have been viable and that émegotiation of the contract has
been costly to the government. We call into questie role of the Spanish savings
banks in financing this type of project, which haswv been replicated with further
hospitals in Spain and Portugal, as well as in kigieg countries such as Lesotho.
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Spanish healthcare Public Private Partnerships: théAlzira model’
1. Introduction

Internationally, healthcare costs are increasiog, td, amongst other things, advances
in medical and technological treatments, an aggiogulation, changing public
expectations and evolving patterns of diseasedsiwdi the same time government
budgets are in decline. Consequently, as part ef dglobal movement towards
involving the private sector in the financing, ctwastion and delivery of public
services, the use of public private partnershid®P@$) in the healthcare sector has
contributed to the global PPP market being worth.B%illion by 2009 (Project
Finance, February 2010).

This increase in the marketisation of health ha&sted an opportunity for medical
insurance, private healthcare and constructionfaoilities management companies
to expand their remit into the delivery of healttecaervices to the public through PPP
mechanisms funded by government payments, espeiathe UK, Italy, Spain and
Portugal, where the national health services areldd through general taxation
(Barros and Martinez-Girault, 2009). Indeed, altjiouhe market is dominated by
transport projects, social infrastructure, inclygimealthcare projects, is seen as an
attractive pipeline for infrastructure investorsL@® Piper, 2009; Project Finance,
March 2010). In the case of Spain, this fits with rmacro- level rationale that PPP
projects provide additional investment which othiseathe state could not afford or
would have to delay for many years (Vazquez, 200&ydel, 2005].

As the PPP policy matures, the models have becoore complex. In relation to
healthcare, most accounting literature has focusetospital PPPs, notably the UK
Private Finance Initiative (PFI) model whereby thevate sector finances and

constructs a hospital building and then deliveesgtrrvice and maintenance functions

L in contrast to this, the UK government claims aroievel justification - that PPP will deliver
greater value for money (VFM) over the whole lifam public sector procurement despite the higher
cost of private over public finance. The Austral{afictoria) rationale has changed over time (Blanke
and Dewulf, 2010; English, 2005) and is now a caration of both funding related principles and the
need to demonstrate VFM.



over a period of around thirty years. This modal#& in use in Spain, Italy, Mexico,
South Africa, France, and Australia. However theme also many other models using
private finance (IFC, 2009; McKeet al, 2006), for example, franchising, BOO
(build, own, operate) and BOOT (build, own, oper#&tansfer), the contracting out of
clinical services, such as the UK'’s Independent@éaeatment Centres (ISTCs) and

similar schemes in Romania and Peru, as well asaggment contracts in Brazil.

This paper considers the case of a PPP model vguieh still further — not only does
the private sector finance, construct and opefade hospital building, but it also
delivers the clinical services as well. The unideature to this contract is that the
public sector role is reduced to being that of mwussioner of healthcare, as it funds
healthcare services by paying the provider a cipitaharge derived from the public
health budget. The first hospital to use this moda$ the La Ribera hospital in the
town of Alzira, in the autonomous region of ValemcBpain, and this approach has

become known as the ‘Alzira model'.

The objective of this paper is to carry out a dethcase study of the development of
the ‘Alzira model’. We analyse the financial stags and compare the empirical
evidence to the available narratives about the intaléetermine the information gap

between the rhetoric, which declares this projectbé a success story, and the
financial reality.

The information gap that we find is very signifitdmecause since its inception in
1999, further hospitals following the ‘Alzira modélave opened in the autonomous
Spanish regions of Valencia and Madrid as well esdated variant in Portugal, where
the model is split into two separate contracts, ameering clinical activities and soft

facilities, and another covering infrastructure rapiens (Barros and Martinez-

Girault, 2009).

Some proponents, such as the Global Health Grogedbat the University of
California, claim that such a model is well suitedthe funding of healthcare in
developing countries as it overcomes the problehimoth financing the replacement

of obsolete infrastructure and the delivery of icth services. Lesotho in southern



Africa and the Turks and Caicos Islands of the latsgan have now pursued this

model for the provision of publicly available hass and health centres.

The paper is organised as follows. The next sectwoiews the literature evaluating
healthcare PPPs and problematic issues arising finem. Section three introduces
our theoretical framework. Section four describée thackground to Spanish
healthcare and section five sets out our researetad. Section six describes the
project structure and provides the empirical anialgéthe Alzira case. Section seven
draws out the implications of our study of the ‘idemodel’, offers our conclusions

regarding the future use of the ‘Alzira method’ dniefly considers the implications

for international settings.

2. Problematic issues concerning healthcare PPPs

A review of the existing literature shows that glbbvaluation of healthcare PPPs is
patchy, with overview studies such as Grimsey apdi& (2004, 2005) providing
little specific comment on healthcare. Thompson duaKee (2004) identify and
describe, but do not evaluate, how different caastrincluding the UK, Italy, Spain,
Ireland, Portugal and Greece, are using or corisgléhe use of PPP for hospitals.
Although, for example, Portuguese PPP hospitale h&en operating since 2007, we
have been unable to find any studies which evaltr@m. Well over a decade after
the first PFI projects went operational in the UKere continues to be a lack of
project evaluation. The UK National Audit Office A®), which scrutinises public
spending on behalf of the UK Parliament, commeiited reflective report on PPPs
that:

‘We have yet to come across truly robust and sysieenaluation of the use
of private finance built into PPPs at either a mof or programme level.
(NAO, 2009, Paragraph 13)

Although the UK's Office of Government Commerce (OGinitiated a review

process to evaluate the implementation of PFI ptsjehese are not in the public
domain and their purpose remains unclear (Edwetdd, 2004). Although there is
internal benchmarking of costs within the UK Natibidealth Service (NHS), this



information is confidential, and therefore therdittte specific post-implementation
evaluation evidence that is publicly available @ibentet al, 2003; Edwardst al,
2004). This is echoed in relation to the ISTCs, iehtbe UK NHS requirements for
data collection and reporting are not being metamingy that the policy cannot be
evaluated (Pollock and Godden, 2008; Pollock anév@od, 2009).

Thus, although many countries are using PPPs falthuare, international studies of
PPPs such as Hodge and Greve (2007) lament theofemlkfficient research on the
outcomes of the PPP policy in practice and calbfoincrease in rigorous assessment
of PPP projects. Despite this, there are a numbareas where the existing literature
on PPP, in general, and hospitals, in particulaises themes relevant to the

procurement and operation of the ‘Alzira model'.

Firstly, there are cost related issues. Cost savimgre expected from lower labour
costs and higher productivity (Grimshawal, 2002). However, as the public sector
has relinquished direct control over costs, thesis heen ‘contract drift’. Private
sector costs have moved upwards, leading to inessashe PPP charges (Edwagets
al., 2004; Grimshavet al, 2002; Shaoutt al, 2008b; Whorley, 2001). This has been
partly due to long term contractual ‘lock in’ (Latede, 2005) as monopoly power
reduces the contractors’ incentive to produce gpedformance (Lonsdale and
Watson, 2007). Furthermore, the public sector pastthave had to implement
bureaucratic practices, some of these invisiblenémage and monitor the contracts
(Broadbentet al, 2003; Edwardst al., 2004), which again makes projects more
expensive than the original expectations. Overhldsl et al (2011) suggest that

both the public and private sectors underestimiiteaost of partnership working.

Secondly, there are issues around risk and risisfiea possibly because of an over-
emphasis on quantitative risk, with other typesrigks and uncertainties being
downplayed (Broadbert al.,2008). The UK evidence shows that in early congiact
commercial operators had an advantage in contregotiations because the public
sector lacked experience of risk management (HoodMcGarvey, 2002), although
over time this improved (Sussex, 2003). Risk sltardietween partners can be
ambiguous as its allocation may be unclear andetber its transfer is uncertain,

leading to the potential for operational disputéslwardset al., 2004). Such a



situation led to problems in Victoria, Australiahgre payments to two hospitals had
to be increased so that the private operators woaitinue the contracts (Senate

Community Affairs References Committee, 2000).

Furthermore, there is evidence in relation to Uld &panish PPP roads that contracts
may have been designed to mitigate risks to theaprisector (Aceretet al, 2010),
demonstrating that these contracts need politigapasrt (DLA Piper, 2004). This is
expensive for the state to provide when it paydehalf of the user, moreover, the
state bears the risk when things go wrong. Simyilanlith ISTC contracts, the UK
NHS retained the demand risk that fewer proceduhes expected would be
performed and has had to pay the ISTCs for thd mtacedures contracted for,
whether or not they were carried out (Pollock amdi@en, 2008).

A third, related, issue is premature contract tagtion or state intervention. In
Victoria, Australia, the La Trobe Regional hospitahich included the transfer of
clinical services, was taken back into public ovgh@ at substantial cost when the
private sector partner became non-viable after ngakirge losses. It had failed to
understand the implications of the funding modédijol left it unable to provide the
level of services required (English, 2005) so wetion became inevitable. Although
as yet there has been no early termination of aRBK hospital, an additional £50
million in 2005-6 alone was provided specificalty help hospitals, of which some
were PFI hospitals, in serious financial difficalti meet their costs. A specific
example is that of the Queen Elizabeth Il hospit@bolwich, where the trust's
finance director said that PFI had added £9m dgtemnual costs, and that this meant
the deal had locked the trust into an annual defRivC, 2005). To date hospitals
have not been allowed to fail, but whether suchpstpcan continue under public

sector budget cuts is questionable.

A fourth issue is that literature dealing with dapon payments as a model for
funding healthcare indicates that there needs tintagration of both primary and
specialised healthcare. With capitation there isireaentive to make health care
efficient for the whole episode of care (Monrad93p Funding hospitals through
capitation promotes the integration of primary aadondary care because integration

promotes prevention and avoids the use of morerskpe care procedures. Likewise,



when capitation is linked to one category of camnfy,osuch as outpatient care, there
may be an incentive either to underprovide or tterrainnecessarily to higher
echelons in the health system (Carrin and Hanveorgetuai, 2003).

Finally, publicly available financial informationay be very limited and opaque. To
start with, it is hard to find robust figures iretpublic domain relating to the capital
value of projects. Shaoet al. (2008a) found that it is ‘extraordinarily diffidito get
information about PPP projects and that frequemthpital values vary across
websites, meaning that it is impossible to know chihprovides the most reliable
figure. Additionally, claims of commercial confid#ality make financial analysis of
PPP policy very difficult (Edwardst al, 2004; Pollock and Godden, 2008; Shastul
al., 2008a). It is difficult to obtain copies of thaulFBusiness Cases where the
financial details of the contract have not beeracted (Shaoutt al, 2008a). Even in
Victoria, Australia where Partnerships Victoria tioely place their PPP contracts
online, the financial information is still redacte@&dwardset al. (2004, p223)
conclude thatithe inadequate financial reporting of and lack afcountability for

PFI serves to obscure what the government doewisbtto reveal.’

In the light of these five key issues, we turn ntawexplaining our theoretical

approach.

3. Theoretical framework

The use of private finance to deliver public hezdile services is part of the New
Public Management (NPM) agenda, which has sougbteate markets and improve

public sector efficiency (Hood, 1991).

Our framework is based on the work of Fratdal (2006) who use a ‘narrative and
numbers’ approach to highlight discrepancies betweganagement narratives,

performative initiatives and business strategy.yT$tate that:

‘if we consider company narratives, the promisesn@Enagement can be
backed by performative initiatives but often do motord with subsequent

financial numbers...the financial numbers are crugidgmportant because



they are not a function of the tale that managenseints’ (Froudet al 20086,
p5)

Whilst Froudet al. (2006) apply their approach to management strategiant firms
and their requirement to deliver shareholder vatug, concern is in understanding
whether the use of private finance in healthcarable to deliver public value to

citizens and taxpayers.

Froudet al. (2006) scrutinise the relationship between theatize and the numbers.
They examine how the different levels of narratfitetogether. This may be at
company level, in terms of the management discowasadustry level, in terms of
brokers’ and investment analysts’ reports, or ofestor-level reports, or at the meta-
level, the so-called ‘grand narrative’, which inratase is the way in which NPM
claims to deliver efficiencies and cost savingsthe public sector. However they
caution that (p.129):

‘Narrative is never a function or product of a salgposition, but some voices

are louder because of the actor’s structural pasiti.the idea of narrative as

voice is also fundamentally misleading becausendbarages a very limited

concept of performance as vocalization not enactrnen

As well as creating narratives, management is atsut doing (Thrift, 2001), that is,
the performative, and Frouet al. (2006, p.130) argue that the narrative and the
performative fit together in ‘unstable, unique dgafations’, or discrepancies, which
need to be critically interrogated. Here Froed al(2006, p.99) use numbers to
explore the discrepancies between promises andome In our study we use
numbers and financial analysis techniques to egphdiether there are discrepancies
between the NPM rhetoric that states that privatgos efficiency leads to more cost

effective healthcare delivery and actual perforneainche case of the ‘Alzira model'.

We apply Froudet al!s (2006, p.131) two step relation between nareatand
numbers. They argue that firstiydrrative is often understood through the oppositio
of fact and fiction, fact and value, so that a raive is something which is ‘made’up
Secondly, they consider if numbers can be facéémihg that financial numbers are

socio-technically constructed in ways that oftelowlseveral different narratives to



find empirical suppofit(Froud et al., 2006, p.133). We extend their approach to
consider in relation to the ‘Alzira model'’ what thederlying numbers are and how
they are used, as well as examining whether therany numerical basis for the

claims made by the NPM rhetoric employed in refatmthe project.

4. Background to Spanish Health Care

Internationally the Spanish National Health Syst@dHS) is well regarded. For
example, its organ donor system is an internatioefdrence model and the WHO
placed Spain seventh in an international rankindnedithcare (Sanchez Bayle and
Beiras Cal, 2001). During the Franco regime it waseans-tested system that moved
from covering around 20% of the population in tH#0ds to around 80% of the
population in the 1970s. The adoption of a demac@bnstitution in 1978, followed
by the General Health Law in 1986, brought the ttwaaof a universal healthcare
system. 2002 marked the completion of the gradwahsfter of health care

responsibilities from the central Ministry of Hdatb the autonomous regions.

Within each autonomous region the Spanish NHS ¢peras a two-tier system as
shown in Figure 1 (Ministry of Health & Social Roli— Health Information System
of the SNS, 2010). Each region is divided into tieateas, which are further divided
into basic health zones. Each health area hasigndésd hospital for specialist care,
both inpatient and outpatient. Primary health caentres are located in the
community within each basic health zone, and offeadily accessible basic

healthcare services.

Insert Figure 1 about here

Health financing is part of the mainstream regiofiabncing system (Lopez-
Casasnova®t al., 2005). Central government imposes some legal farahcial
restraints, and the Ministry of Health retains ardinating and governance role,
although Lopez-Casasnovasal. (2005, p.S222) regard this as weak. Accountgbilit
is achieved politically through the regional parients, with an increase in fiscal
accountability after the 2002 changes through é&stdabg a floor on health

expenditure (Lopez-Casasnovas al, 2005). Devolution has meant that the



autonomous regions will show differences in healtpenditure due to differences in

clinical practices and health care priorities.

Whilst previously Spain was able to deliver a $atiry healthcare system at a cost
lower than the rest of Europe, in recent years scdgtve increased, which is
significant in relation to the first Alzira conttaformula. A new allocation formula
was implemented in 2002, coincidentally at the timhe contract change in our case
study, which led to a significant increase in tdtahlthcare expenditure from 7.3% of
GDP in 2002 to 8.1% of GDP in 2003 (OECD, 2009).28¥8, total health spending
accounted for 9.0% of GDP in Spain, equal to theraye of OECD countries,
although Spaimanks below the OECD average in terms of healthdipg per capita,
with spending of €2,072 in 2008 (adjusted for pasihg power parity), compared
with an OECD average of €2,185. In Spain, 72.5%e#Hlth spending was funded by
public sources in 2008, very close to the averaj@28% in OECD countries
(OECD, 2010).

Ongoing reform of healthcare takes a number of $oaoross the 17 autonomous
regions. In relation to primary healthcare, thexeénicreased use of outsourcing for
diagnostics and day surgery. In some regions taereconsortia between the public
and the not-for-profit sector to run hospitals. El@ecently, more freedom has been
given to individual hospitals through the use ofctrnisms including Public Health

Companies, Public Health Foundations and Founddiiospitals. There has been
increasing use of the PFI hospital model, as wefuather hospitals using the ‘Alzira

model’.

5. Research method

We examined both narrative and numerical datalatiom to the ‘Alzira model’. For
narrative information, we firstly examined the mi@tkavailable on the Ribera Salud
website (<http:#ww.riberasalud.com), as this was extensive and included the book
Alzira Model 1999-2005Bosch, 2005). The Sindicato de Médicos de Astiten

Publica (SIMAP), the local medical trade union, yided a contrasting view

including evidence regarding labour statistics &l ws access to the bookor the
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sake of our health? The privatisation of healthcarsvice$ (Lister et al, 2010)
Then we searched both academic e-journal collextiand business information
databases such d&%activa, which gave us access to relevant business and new
publications, including Spanish newspapers andetrpalirnals such as Project
Finance. We also carried out internet searche®daté other relevant documents
relating to public healthcare and the use of PuBlivate Investment Partnerships
(PPIPs) worldwide.

The contract specifications were not accessiblehew are only available during the
invitation to tender period. The references we mgkéhe contract have therefore
been gleaned from disclosures by Ribera Salud S$iéws items, evidence from
SIMAP supplemented by personal communication aedlithited published studies

about this project.

For numerical information we obtained data relattogboth Ribera Salud Unién
Temporal de Empresd®SUTE) and the public sector. Under Spanish compaw
there is no requirement to publish the financiateshents for this type of joint
venture, and so it was not possible to obtain tteah financial statements of RSUTE.
However, under Spanish Generally Accepted Accogntminciples (GAAP), the
parent companies must show in a note to the acsdhatrelevant share of this type
of joint venture under proportional consolidatidmerefore, we obtained the financial
statements of the parent companies Ribera Salud &é Adeslas S.A. from the
relevant regional Registrar of Companies for tharyel998 -2008 (1997 was not
available but was shown as a comparison in 1998 used the figures from the
notes to Ribera Salud S.A., dividing them by theepetage of participation (45%) by
Ribera Salud S.A. in the joint venture to re-crahtefinancial statements of RSUTE.
We were then able to use these figures to carry fimaincial analysis of the

profitability and cost of finance of RSUTE.

The public sector data have been obtained frontiaffisurveys produced by the
Spanish NHS Health Information System and the \@den Autonomous Region
Department of Health (VDoH). The Regional Audit ©# of Valencia, which

2 ; Por nuestra salud? La privatizacién de los sepscanitarios
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supervises the expenditure budgets of the Progranoimdealthcare Assistance of the
VDoH, reported on RSUTE for the period 1999 to 208dwever, since 2005 we
found no further reference to RSUTE in any Regignalit Office reports.

Overall, in common with other PPP studies, we entamed the usual problems of a
lack of public access to data, aggregation of daich poor availability of financial

information in the public domain about hospitals

The numerical evidence is a story of two halveshe- first contract from hospital
opening until 2003 and then the second contractwfich we have evidence from
2003 to 2008. Although the two contracts were degafor complementary periods
during 2003 (RSUTE from®1January 2003 to 81March 2003 and RSUTE Il from
1% April 2003 to 3% December 2003), there are some distortions inyées’s figures

which we are unable to adjust for.

6. The Alzira Public Private Investment Partnershipmodel

Our case study is a PPIP whereby a ten-year contvas entered into in 1997
between the Valencian government and RSUTE, a jeémture special purpose
vehicle (SPV), to construct a hospital and managé the clinical and non-clinical
facilities in the town of Alzira. The RSUTE shardders were firstly, the medical
insurance company Adeslas S.A. (51%), as the teahprovider of health services
required by the procurement terms for taking onptaect. It was closely linked to
the Spanish regional savings banks, its majorigyedtolder being Agbar S.A., who in
turn had La Caixa, the leading Spanish savings ,baskone of its controlling
shareholders. Secondly, the regional savings bBakeaja, CAM and Caixa-Carlet
by means of a jointly-controlled entity —Ribera &hIS.A.- (45%), which was the
financial partner for this project. Finally thenstruction companies Dragados and

Lubasa each took a 2% holding.

Insert Figure 2 about here

The project was to be funded by a capitation fe€264 per residenger annurmin the
relevant health zone, payable by VDoH, and risiggthie consumer prices index

(CPI) each year.
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The contract was awarded in 1997 and the hospfiehed on 1 January 1999.
Following losses, the contract was terminated inrdida2003, being immediately
replaced by a second contract awardedRibera Salud Il Union Temporal de
Empresas(RSUTE II) in what was effectively a refinancingal. This second
contract widened the remit to manage not only theRlibera hospital as before, but

also the primary healthcare of the surroundingthesaka.

6.1 Establishing the first contract (RSUTE)

The Valencian regional government, ruled by théatriging Partido Popular, was the
first region to take advantage of the 1997 Spathiatv (Ley 15/1997) that first
permitted PPP structures to be legally used in rGptiereby enabling public
healthcare to be privately finance@he rationale was that this would save money for
the VDoH. The city of Alzira was chosen becauskail no existing hospital. In the
first year the annual payment for the 230,000 madisl of the catchment area was €47
million. The initial contract was for ten years lithe possibility of renewal for a
further five years, after which the buildings wouklert to government ownership,
although no details were given as to how the extensf the contract would be

determined.

The RSUTE consortium submitted the only bid andthezficials commented that it
was a very tight deal. As a comparison, MUFA®Ere working on a figure of €301
per person for their healthcare benefits (CincosP20/04/1997), whilst healthcare
expenditure in hospital and specialist care sesviper covered person in the
Autonomous Region of Valencia public healthcaretesys amounted to €362
(Ministry of Health and Social Policy - Health Imfoation System of the SNS, 2008).

It is difficult to find a reliable figure for theriginal capital value of the hospital. It is
recorded in RSUTE’s balance sheet as €60.3m, 86%e rtttan what El Pais
(24/01/2003) quotes as being a preliminary estithatwestment of €32.4m, and

% For further information on the implications ofglin relation to the Spanish public sector beinig ab

to access private finance for public infrastructwek see Benitet al. (2008, pp.968-9).

* MUFACE -acronym oMutualidad General de Funcionarios Civiles del Ektais a public entity of
the Spanish central government that manages thial ssecurity benefits (health care, retirement
benefits, grants for children, etc.) for centralgmment Spanish civil servants.
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different to the €63.2m quoted by the Regional Awffice of Valencia in its 2002
reporf. Our literature review showed that such discrepemare common when

undertaking financial analysis of PPPs.

6.2 Contract operation

A Joint Committee was set up with members drawmfbmth RSUTE and the VDoH
to oversee the working of the contract, with a Cassioner appointed by the VDoH
to act as the link between the two partners. Theni@issioner is a civil servant paid
by the VDoH, and therefore represents the type of ‘invisibiednitoring costs
referred to by Shaowt al (2011) which increase the cost of partnershipkwagr. His
role has a number of specified oversight dutieglugiing oversight of and
administration in relation to movements mdtients between health areas, action on
activity statistics, customer complaints, equipmemd its maintenance, VDoH
tenured staff, and enquiries from the Joint ComamittHe has oversight of the
continuing strategic programme of development fewnservices offered by the
hospital (<http://www.riberal0.com/pages/cont/ingép?destino=1&id=A4

[accessed 04/05/10]). However there is no publisigilable evidence that (a) these
are carried out satisfactorily or that (b) probleraised in relation to the working of
the contract are acted upon. There is also a maragecommittee and a board of
directors for RSUTE (Tarazona Ginétsal, 2005), in respect of which similar points

can be raised.

The right wing government’s decision to adopt tAkzira model’ was criticised from
the start by the Spanish Socialist Workers’' PaP$QE) who were against any move
towards privatisation of healthcare, and by trad®ns who were concerned that the
concessionaire’s pursuit of profit would be detniriad to both healthcare and jobs
(Cinco Dias, 29/04/1997).

As a privately managed hospital, the Alzira hodpitéroduced a new contract of

employment. Terms and conditions were worse thargtivernment tenured scheme,

® Fiscalizacién de los Programas de Asistencid&@nde la Conselleria de Sanidad [‘The Financing
of Medical Care Programmes by the Department oftHga

® Boletin Oficial de la Comunidad Valenciana [OffitGazette of the Valencian Government] (N°
3,416), Agreement dated 11th January 1999. Wecalsfirmed this in a personal communication with
SIMAP.
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with less job security, lower pay scales and longerking hours, although the
hospital claims that doctors’ mean income is 25%hér than Spanish NHS doctors

(http://www.hospital-ribera.com/english/alzira_md@dlhtm [accessed 21/07/10]).

Doctors and nurses already practising in the health were given the opportunity to
either keep their tenured position or transferhi® mew contract. Nearly all tenured
personnel decided to remain on the public tenudddree. Those who decided to
switch were those who were working in less attx&ctiocations as well as those
doctors who were offered management positions, #wedefore higher salaries.
Interim tenure employees whose employment was xatigive to one location were

put under pressure to accept a contract at theaMispital.

In addition the private sector management investedvily in technology to
demonstrate management efficiency and to offerteebkevel of service and greater
flexibility than in public hospitals, for exampleising the internet for booking
appointments. They also changed working practicebiatroduced longer working
hours, in order to boost productivity
(http://www.riberal0.com/pages/cont/index.php?desti&id=2 accessed 04/05/10).

6.3 The role of the Spanish regional savings banks

An explanation of how the Spanish regional savibgsks operate is crucial to our
examination of how the ‘Alzira model’ has worked fpractice, given their
involvement as major investors in the project (Bégure 2). They are non-profit
making financial entities, governed by a separg@nh law, which are intended to
invest their surpluses in works of social interesid other strategic actions to
encourage the socioeconomic development of theitagal region of action. Their
governing bodies include representation by differgmoups of stakeholders:
depositors, local councils, regional governmeriesif &ind founding institutions (see
Figure 3). Representatives of the ruling partiesldnal councils and regional
governments can hold up to 50% of the votes inGkaeral Assembly, so there is a
close link between local and regional political tohand these financial institutions,

therefore creating the opportunity for politicialtsdominate bank strategy as there

" This information was provided through a persomamhmunication with SIMAP.
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are few restrictions as to how banks can earn theiluse¥ This strong political
influence has meant that regional savings banksréogtended themselves by
financing local projects of dubious value’ (FT, Q@/09), as happened, for example,
in the case of Caja Castilla La Mancha, which ved®n over in March 2009 by the
Spanish central bank following liquidity problemaating to its investment in the
Ciudad Real airport, described as a ‘monumentianttial folly’ (FT, 25/02/11).

Insert Figure 3 about here

It was clear early on that this was a risky projimt the regional savings banks.
Bancaja and CAM, whilst based in the Valencianamgare both in the top twenty
listing of Spanish banks. However Caixa Carlet, w&cinsmaller town savings bank,
(which, due to political links between the regionsavings banks and the
regional/local government, would have been obligethvest in the project despite it
being disproportionate to its size) invested in RElAt the same level as the other
two banks. Apart from its poor profitability, thi;mvestment was too large in
proportion to Caixa Carlet's asset base. It subsety failed and was absorbed by
Bancaja in September 2001 (Orbis database), fatigwin audit by the Bank of Spain
that found its operating costs were too high asdjiteed in collecting payments too
slow. In addition, the audit found the 15% investimia the La Ribera Hospital to be
an excessive risk (Expansion, 28/12/2000). This mid spread the risk because
Bancaja merely increased its shareholding in Ribgatud S.A. to 30% of the

investment.

The way in which the construction of the hospitaswfinanced shows the close
relationship of the regional savings banks to tr@egt. Ribera Salud S.A. took out
two loans totalling €19m from its parents Bancajd &AM, that it, in turn, lent to
RSUTE. Adeslas also took out two loans totalling €25or financing the
construction of the hospital, although in this ¢abkere is no explicit reference that

these loans were completely lent to RSUTE. Agaie tender was the parent

8 This has been the structure for the last 25 yéaitsin 2010 the structure of Spanish savings banks
was reorganized, one objective being to profestimnthe governing bodies. The new regulations only
permit the public administrations to provide a nmaxin of 40% of the members of the governing
bodies and these members can no longer hold acpbliost.

® This information was disclosed in the notes toabeounts of Ribera Salud S.A.
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company, Agbar S.A., a subsidiary of La Caixa.ddition to this long term debt, La
Caixa, CAM and Bancaja (along with BBVA, one of top Spanish corporate banks)

are also short-term creditors of RSUTE.

6. 4 Financial analysis of RSUTE

Financial analysis of the first contract from intiep to its termination in 2003 (see
Table 1) shows that in these years whilst fluchgtbperating profits are recorded,
overall the contract is loss making. The valueswshfor 2003 include termination
payments which are further discussed below. Fiwsars may be identified to

explain the losses up until 2002.

Insert Table 1 about here

Firstly, at a time when Spanish expenditure on theate was below the rest of
Europe, the annual capitation fee of €204 was bedter Spanish benchmark
figures, being 32.1% less than the MUFACE figure€801 and 43.6% less than the
Valencian healthcare expenditure for hospital apecilist care of €362. So this
initial fee was very optimistic, even acknowledgititat in the early years of the
contract, the Alzira hospital might not carry obetmost specialist and potentially
most expensive treatments in comparison to Valengidlic hospitals as a whole. As
we have been unable to access initial cost estimative cannot comment further but
it seems that there are striking similarities te tta Trobe hospital, Australia, where
underestimation of costs and a lack of understandinthe funding regime left the

private contractor unable to deliver the clinioahsces required (English, 2005).

In addition, whilst the annual capitation fee résen €204 to €233 between 1999 and
2003 based on the CPI, an increase of 14%, the a@ble Valencian healthcare
expenditure rose from €362 to €465, an increase886. This implied the need for

enormous efficiency savings at Alzira (see Table 2)

Insert Table 2 about here

The second issue relates to patient usage. Asrthd®PP hospital in Spain, there was

initial general hostility in the area, and it toiike to get the primary health centres to
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switch patients to La Ribera. As the Spanish NH& wsformula whereby the money
follows the patient, this meant that Alzira hadtay 100% of the cost if patients from
the health area attended other hospitals. Whistréis for 1999 are not reported, this
amounted to €2.6m in 2000 and €3.0m in 2001, arca¥tdof the capitation fee

received in each year.

A third reason is that in hospitals, like other fwiservices such as education, labour
represents a very high proportion of total valudest(see Table 3). This makes it
structurally difficult to generate free cash flowhich is not a problem when public
services are publicly financed, as there are nwoigeos of finance to be reimbursed.
However, with private entities such as RSUTE, ies¢must be paid to the financiers
and so there is pressure to cut labour costs ierdadincrease cash flow available for
interest payments. Such circumstances create somidlict. It has been difficult to
calculate labour share of value added for Alzitge tb the way in which total labour
costs are reported in the notes to the financidéstients (see notes to Table 3) and so
we can only state that it falls from 77.6% in 2Q0075.3% in 2001. Comparable
figures for public hospitals are not available, the fact there were wage disputes, for
example, there were union protests that RSUTE eeffus implement the wage
increases passed by the VDoH (El Pais, 27/01/20@8)cates that the Alzira
management were actively trying to keep wage ledelen in order to generate

sufficient value added to cover interest payments.

Insert Table 3 about here

Fourthly, Spanish GAAP, which has been influencgddbbying from the powerful
infrastructure companies (Staffoed al, 2010), requires a reversion fund to be set up
under special regulations which only apply to iefracture projects. Here, an amount
equivalent to the net value of the assets on ri@rets the public administration is
allocated over the life of the contract, being gealr against profit and credited to the
reversion fund, a long-term non-distributable reseilhe reason for this is that, at the
end of the contract period, in theory at least,ttan investment in the hospital will
revert to public ownership. With the creation of tieversion fund, it means that at the
end of the contract period there is an amount abklequivalent to the net value of

the infrastructure assets, therefore protectingettudder wealth. In the case of the
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Alzira hospital, once it opened in 1999, annualedtions were made to the reversion
fund, which, whilst only amounting to 3.5% of optimg expenses for the period

1999-2002, have wiped out any profit on the contascthey have amounted to 198%
of operating profit over the same time period. Tl&s worse than expected because

the initial capital cost of the hospital was higttean anticipated.

Acereteet al. (2009) show a contrasting experience in the caSpanish toll roads.
Here the Spanish government accepted that thd &wifuld be set high enough to
cover this annual reversion transfer on top of otpeerating and financing costs, thus
committing road users to pay enough to have fudliddor the asset over the life of
the concession, which is somewhat less than teefithe asset. However, unlike the
toll roads where the contract terms range fromtythio sixty years plus, the Alzira
contract is very short at only ten years, meanivag & much larger proportion had to
be allocated each year. In addition the roadse&ssionaires were able to increase

their incoming cash in ways that were not posdiiokhe Alzira contract.

Fifthly, the lack of cash being generated from afiag activities and the increase in
capital investment required compared to the origéstéimate meant that more finance
had to be raised, so that the debt: equity raticeimmsed year on year from 3.0 in 1998
to 10.4 in 2002 (see Table 4). This greatly incedathe risk to the savings banks.
Between 1998 and 2001, the years when RSUTE madmperating profit, in each
year the interest expense was greater than opgrnatofit, contributing to the non-

viability of the project.

Insert Table 4 about here

However, the fact that RSUTE was financed mainlydogup debt (Bancaja and
CAM, the shareholders of Ribera Salud S.A., andClaixa, the ultimate parent of
Adeslas) meant that the project seems to have ibethéirough receiving these loans
at preferential rates. Table 4 shows the integst on debt in 1999, the first full year
of the contract, to be 4.1%, rather less thanrterést rate of 4.94% for a comparable
Spanish public debt 10 year bond taken out inyeat. Although interest rates rose to
5.5% and 5.9% for 2000 and 2001 respectively,nterést rate of 4.5% calculated for
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2002 was once again lower than 4.94%. Without Heiseficial interest rate, the

losses incurred on the overall contract would Hzeen even higher.

6.5 Termination of RSUTE and the drawing up of REUT

In December 2002 the VDoH approved the arrangemtmitghe termination of
RSUTE and its replacement by RSUTE II. There araumber of anomalies in
relation to this. Firstly, it was not necessarydgally terminate RSUTE as it would
have been possible under Spanish law to just extendontract on the grounds that it

needed to be put back onto a sound economic faoting

Secondly, the financial arrangements in relatiotheotermination and reletting of the
contracts have been criticised by the Regional AQdiice, which commented that
neither the original contract nor the contract #jmxtions included compensation for
lost profit in the case of termination of the cactrby mutual agreement and that the
method used to calculate the compensation was ptopriate for this type of
contract (Regional Audit Office of Valencia, 200Zhe Valencian government paid
RSUTE a sum of €69.3m on termination, which coesligif €43.3m for the purchase
of the infrastructure assets at their written dovatue, and €26m compensation for
lost profit. This latter figure was calculated laking €75.3m, the final agreed amount
of investment made by RSUTE but one which cannotrbeed back to its balance
sheet, and multiplying it by 6%, a rate intended ifmustrial returns not healthcare
projects, for 69 months (the remaining life of tantract) and is therefore far from
robust. Under Spanish GAAP this amount is showdeurextraordinary items
(extraordinary revenues less extraordinary expgnsedshe RSUTE summarised

income statement for 2003 (see Table 1).

Finally, RSUTE Il paid the government a premium€32m for the new contract,
which included taking over the infrastructure ass@ist bought back by the
government. It could afford to do this thanks te frayment of €69.3m which the
government had just made to its predecessor, wWiadhithe same parent entities. Such
a huge amount could be considered as a way ofulisgmg other bidders, therefore

guaranteeing that it won the new contract.
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The controversial nature of the first contract tetion and the reletting of the
contract attracted significant criticism from oppios groups (El Pais, 07/11/02).
The nationalist Esquerra Unida’s view was that th&és a political cover up — the
Alzira hospital had not achieved expectations desftie fact that the VDoH had
made every effort possible to send patients torAlZtsquerra Unida saw the rescue
package and new contract as having just the ongoparof increasing business for
the concessionaire. The leftist Bloc Nationalis&evicia political group commented
that the inclusion of €43.3m in the Department’'sigpet to pay for the the hospital's
assets was clear evidence that the economics afctieme were unfeasible, and this
was a manoeuvre to hide the liquidity problems tred already been evident when
Caixa Carlet failed in 2001. Cinco Dias, the lefhgv newspaper, alleged that the
Valencian Government had withheld information rielgto a secret €26m transfer to
Alzira hospital as compensation for lost profitspite the fact that the company was
making losses, and that the VDoH had then gone corcréate a much more
advantageous contract for RSUTE. However, the \t@engovernment responded
that although the “rescue” (its word) cost €69.3ntatal, because the government
was able to let the new contract to the same cemmaasres for €72m, in actual fact
the government gained €3m (El Mundo, 18/12/2003).

6.6 Operation of RSUTE Il

The terms of the new contract (Alzira Model 1I: 262018) were very different to the
first, as the contract covered primary as well pscwlist healthcare (245,000
inhabitants, 30 health centres, two outpatientiadinn addition to the original

hospital).

A number of conditions were stipulated in the cactr Residents were able to choose
their preferred hospital in the vicinity; if thepa@se to go to another hospital, then the
Alzira hospital had to pay 100% of the cost (segufé 4). The annual internal rate of
return was to be capped at 7.5%. Other penaltige akso established — a 12.5%
discount on the capitation fee when the portiopatfents attending from outside the
area exceeded 20% of the budgeted capitationgrisira 25% discount when 40%

was exceeded, thus serving to reduce the Alzirpitads incentive to take out-of-
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area patients. Finally, if patients from other arattended the Alzira hospital, this
was only funded at 80% of the capitation fee (TanazGinéstal., 2005, p.86).

Insert Figure 4 about here

The capitation fee for 2003 increased from €234eutioe old contract to €379 for the
new contract, an increase of 62%, to take accofinhe extra primary healthcare
services coverage. More significantly, the annnatéase was no longer linked to the
CPI but to the much more generous percentage yeargase in the Valencian health
budget, making it much more beneficial to RSUTH-br the years 2004 to 2008, the
average annual increase in capitation fee was&Q38r of the average annual increase
in the Valencian health budget, and in 2004 andb20@hcreased by more than the
percentage yearly increase for the overall Spamésdith budget (see Table 2). As a
result, the savings benefit in comparison to thstx@f public healthcare has been
severely eroded. However, if we do a straightfodveamparison between the Alzira
contract and the per capita figure for the Valemaiagion, on the face of it the
contract continues to offer healthcare servicesirado28% cheaper than the public
sector (see Table 2). We discuss the validity of percentage further in section 6.7

below.

At the same time the concession has become innghagirofitable — with return on
equity rising steadily from 1% in 2004 to 8.8% @08 (see Table 4). Whilst the cap
in place on the concession states that the IntdRaté of Return should not exceed
7.5%, the consortium claims that the actual rate686 (Bes, 2009), and there will be
in addition a further €68m investment in local hieakentres and hospital
improvements during the concession period
(http://www.riberal0.com/english/alzira_model/01.htm [accessed 04/05/10]).

RSUTE Il continues to benefit from the low intereste on debt being charged by the
Spanish regional savings banks. This ranges fr@¥ 40 5.2%, with the exception of
a rate of 8.3% in 2007, however this latter figigrélistorted due to the repayment of

debt in this year.

There are further human resources challenges@tble to the hospital achieving its

greater efficiency with lower salaries, with few&orkers and with longer working
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hours (Bes, 2009). We calculate that the labourestd value added has risen
significantly in comparison to the first contraotdaround 85% (see Table 3). Figures
produced by SIMAP show that the collective agredan@nthe fixed salary of Alzira
staff is 90% of the fixed salary of VDoH’s tenursthff, although the actual salary
paid can vary dependent on the type of shifts waifkén addition SIMAP’s studies
show that there is a shortage of 42 doctors irhdgpital plus a further shortage of 29
doctors to cover the primary care dféd We have been able to compare the Alzira
hospital to another similar sized hospital at Eldlap in the Valencian autonomous
region (see Table 5), which confirms that in 2008¢lation to all clinical staff the
Alzira hospital is operating on staff to bed andffsto admissions ratios that are
substantially lowe?. Whilst some of the difference will be due to begproductivity

at Alzira, where the hospital prides itself on téghnological improvements and its
longer opening hours, the fact that there are owpaitaff disputes, including a
doctors’ strike in 2007, indicates staff dissatitfan with their working conditions.
Finally, the union claims that the stressful wogkitonditions have led 40 out of 400
doctors to resign since 2007, a figure disputedhigydirector of Alzira who claims
the figure is closer to 20 and that departuresdaineen by a general shortage of
doctors in Spain (Bes, 2009).

Insert Table 5 about here

6.7 Evaluation of RSUTE Il

Since the new contract began, the hospital hasdairplace amongst the top twenty
Spanish hospitals in a number of categories (Ta@zdinéset al 2005, p.88), and
has gained university hospital status. But it rereaiontroversial. Whilst particular
areas of success are highlighted such as the prsomgiduling of surgery and the

guaranteeing of epidurals due to better availgbitt anaesthetists than in public

10 hitp://www.simap.es/20razones.hfatcessed 26/07/2010]

™ hitp://www.simap.es/Estudio_Ribera.hfatcessed 26/07/2010]

2\We have tried to confirm this by comparing the kiteg hours of staff at the Alzira hospital with
working hours in public hospitals, but due to difieces in shift patterns between the two systeis th
has not been possible.

3 |n addition, SIMAP indicates that the number ofibat Alzira can increase depending on the
admission needs, with instances where the numbeedd has been 30% over the official capacity,
making these statistics even worse. See for exahtie/www.levante-
emv.com/secciones/noticia.jsp?pRef=2009022100_ 18885 Comunitat-Valenciana-hospital-
Ribera-trabaja-limit¢accessed 01/08/10].
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hospitals (Bes, 2009), Benedito (2010) claims thistlatter point is only true because
this service has been deliberately restrictedtardbcal hospitals so that patients will

wish to attend the Alzira hospital instead.

The claims around lower costs remain particularbntentious and like-for-like
comparisons are difficult. So, whilst Pere lbermpf@ssor of Economics at the
University Pompeu Fabra, Barcelona claims theree H@en savings in construction
costs, and management is more efficient (Cinco ,Di&$11/2009), this claim is
countered by Antonio Cabrera, secretary of the Fdibm of Health and Socio-
sanitary Sectors of the Spanish national traderu@omisiones Obreras (CCOOQO),
who claims that the Alzira hospital does not casny the most specialised clinical
services. This claim is supported by the Valendrmderation of Neighbourhood
Associations, who argue that the ‘Alzira model’ pitals ‘earn their profits through
the reduction of healthcare quality, reduced wagsts and in “freeloading” in
relation to the range of services offered in congar to those by the public
hospitals (El Mundo, 20/04/10), for example, focusing onetimost profitable
medical and surgical specialities whilst lackingests such as caring for HIV patients
and referring those with chronic disorders to otespitals (Benedito, 2010) There
are also a number of areas where the costs dréatile by the VDoH, specifically
out-patient costs for pharmacy, oxygen therapystpetics and transport (Benedito,
2010).

Furthermore, although the Alzira hospital has n@erbopen for twelve years, and
despite more than one million people now being ddpat on this model for their
healthcare due to the replication of the modelubghmut the Valencian autonomous
region, there has still been no independent evialuatf how well it works (El Pais,
24/6/10). Moreover, Vicente Ortun, director of fBentre for Research in Economics
and Health at Pompeu Fabra University, claims tthatievel of transparency is very
low, with it being easier to get data on commerergkrprises than on public hospitals
(El Pais, 24/6/10). However such a lack of accahility is the norm throughout the

Spanish public health sector. The emphasis isadstn soft information such as

4 However, we have compared the specialist serdgaiiable at the Alzira hospital with those of La
Fe hospital, the top hospital in the Valenciana@agfinding that there are very few services né¢refd
at the Alzira hospital, thus disproving this lageint.
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satisfaction surveys, where the government stél@isusers are more satisfied with
the Alzira hospital than with public hospitals —@era, secretary of the CCOO,
comments that this will obviously be the case asrausvill always prefer a local

hospital, and the ‘hotel’ style rooms (Cinco Dia8/11/2009). In any case the 91%
approval rating is not much higher than the aver@g® satisfaction reported for
Spain’s NHS as a whole (Bes, 2009).

Our evaluation of the available numbers leads ughéoconclusion that the second
contract is not such a good deal for the VDoH a&srtarrative claims. Although the
capitation fee is around 28% less than the budgetest per head for Valencian
primary and specialist healthcare, these two figumee not comparable and it is
impossible to make the necessary adjustments ta malke-for-like comparison.
There are areas of invisible costs, such as then@ssioner employed by the VDoH
to monitor the contract; there are areas of savimlysre Alzira does not have to pay
for items such as transport and out-patient costietware incurred overall by the
VDoH; there are very profitable areas, such as seurgery and maternity cases,
where Alzira seems to benefit from taking in adudliil cases. There is also the
question as to whether patient care is properlyaged, given the apparent shortfall
of medical staff in comparison to the regional ager. Finally, it is apparent that risk
transfer has not been achieved, given the readifetbee VDoH to bail out the first
contract and the close political links betweenrégional savings banks and local and

regional governments.

6.8 A ‘narrative and numbers’ analysis

We have shown in our humerical analysis abovejquéaitly in relation to the failure
of RSUTE, that there is no financial success stoeye. Instead we have found
evidence giving further support to the issues thiseour literature review. Firstly,
our analysis demonstrates rising costs and inesihd uncosted bureaucratic
management practices. The index used for annueé pises is now much more
favourable for RSUTE Il, and the percentage difiesebetween theer capitaannual
capitation fee and the annual amount spent on @uidalthcare by the Valencian
government is diminishing year by year (with theeption of 2006).
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Taking risk transfer and contract termination tbget clearly risk transfer did not
take place, as the government stepped in to tetenittee first contract with a
favourable outcome for the parent entities of RSUWTHe awarding of RSUTE Il on
more advantageous terms. In contrast to the liezathowing the high cost of private
compared to public finance we have shown that IRNs have benefited by being
financed by the politically-connected regional sag banks. Finally we have noted

our difficulties in finding relevant and robust dincial information.

Our numerical evidence, particularly in relationthe failure of the first contract and
its replacement by a second, contrasts with theesscstories given by the published
narratives that set up a frame of action and egpect (Thrift, 2001). For example,
we were particularly surprised to read the follogviglowing report in the Adeslas
2003 Management Report in relation to the termimatif the first, failed, contract
and the issue of the second contract as its referem good results'offers such a
contrast to what the figures actually show:
‘The Department of Health, having verified the goeslilts of the concession,
at the end of 2002 proposed to [RSUTE] that itieitiated in anticipation of
holding a new bidding competition that would in@ugdrimary as well as
specialist care. The firms involved in [RSUTE] guee this offer, but in their
desire to continue a truly emblematic project, themtered the new
competition and were successful in being awardedctntract.’

Rather there is evidence that the language of ntenibeised deliberately to make the

case for private management of public healthcatbesfficient way forward:
‘This book, the inheritor of a codified world, idlfaf data. Measured in a
thousand different ways and presented using evemg lof available
groupings. This data reinforces, as a successfuldehothe private
management through administrative concession ofilalip service such as
health. High rates of activity combined with exeetl quality indicators and
outstanding investments are three of the many nigsr{bace again numbers)
that attest to the validity of this model of manageat, our “Alzira Model™.
(de Rosa, Managing Director of La Ribera HealthaAtd, Foreword, Bosch,
2005).
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Further assertions are made by hospital manageimeatation to NPM rhetoric on
efficiency, with the claim that the hospital mak&etter use of public resources:
More efficiency, more activity, better service@chieving this through introducing
‘modern management tools in a “slow” and bureauaanvironment.
(http://www.riberal0.com/english/alzira_model/04.hfaccessed 01/08/10]).

The superiority of NPM is then echoed by the Migmistf Health for Valencia, who
emphasises that the ‘Alzira model’ ian' excellent formula for facing up to the
problems of financial support for the current héalire system’(El Mundo,
28/04/10). But as these narratives do not drawhenunderlying numbers there is a

clear disjuncture between numerical fact and niaediction.

7. Discussion and conclusions

Our purpose was to carry out a detailed case sifidy under analysed form of PPP
in public healthcare — the ‘Alzira model'. Althoudfere are problems of aggregation
and availability of data in the public domain, wevh used a ‘narrative and numbers
approach’ to analyse the success or otherwise @f‘Alizira model’ within the

Valencian healthcare environment.

We have shown that RSUTE was never viable. RSUTedhme viable due firstly to
the way in which the contract area was changedeatatged. The difficulties of the
first contract, which only covered specialised tieahre, and the profitability of the
second contract, which included both primary arecidised health care, should not
be surprising, as from the literature dealing va#pitation payments as a model for
funding healthcare we can deduce that both levélsace should be integrated.
Secondly, RSUTE Il benefited from the capitatior fiacrease calculation being

changed to link to public health budget increases.

These significant changes meant that RSUTE II, imoweceipt of a higher level of
funding, was able to cover the beneficially loweirgst payments to its financiers, the
regional savings banks, and even to generate d proéit for its owners, by making
adjustments around labour costs and offering theenacrative specialities. It

remains to be seen whether this strategy will wiorkthe remainder of the contract
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life, given the size of Spain’s financial crisisdaits likely effect on cutbacks to public

healthcare expenditure over the next few years.

An important difference between the Spanish caseetsewhere is in the role of the
regional savings banks, which are non-profit makimigh a social obligation to invest
in the regional community. There is political inveient as regional politicians sit on
the banks’ governing body and, as we have shovis,cén mean that banks make
poor investment decisions which can, as has beziake for Caixa Carlet and Caja
Castilla La Mancha, lead to bank failure. In theaisiph context it is therefore not
surprising that the banks have been very suppodiitee ‘Alzira model’. They have
not only provided significant additional financimdnen the first contract encountered
liquidity problems, despite the lack of viability the investment, but also lent at a
favourable interest rate, at times below the awefag an equivalent Spanish public
debt bond.

But this political agenda has been ignored in tH&VNrhetoric presented by the
Valencian government and the private sector pastmdrich focuses solely on the
‘Alzira model’ as a success story, claiming thatist cheaper to deliver than
traditional public sector healthcare; good for @ats and staff; and affordable for the
taxpayer. Thus the ‘Alzira model’ is being portrdytarough a particular performative
frame — that of the superiority of NPM techniquesdelivering a better quality
service. However, when we apply Froetlal's (2006) ‘narrative and numbers’
approach to critically examine the underlying numsbeve find discrepancies between
the NPM-style narratives given to explain managdmaction, and the actual

performance.

This contract on the surface seems to be abouidingvgood quality healthcare for
Valencian residents that is presented as beingpehdlan that provided by the public
sector system, although the extent to which thé®?R®Icheaper cannot properly be
evaluated due to a lack of financial accountabilifowever, we argue that this
portrayal hides an important agenda that the palitivill was to create a market for
PPP healthcare over the long term. When thedostract failed, the hospital could
have been handed back to the government, as happéthethe La Trobe Hospital in

Australia. Instead the Valencian government and rttembers of the consortium
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sought to replace the failed contract with an atéve that would be more likely to
deliver a politically successful outcome that wobldre further market consequences.
This intention is made clear by Bes's (2009) hadpdirector who states that the
consortium hopes that its model will be taken up in other paot Spaifh thereby
making explicit the desire to replicate this modetl to establish a private healthcare
market in Spain. Elsewhere participants in earl{? RBntracts, for example the UK
(Shaoulet al., 2007), have agreed to poor contracts to estaltiarkets that will
prove lucrative in the future. In the case of Spéire market in healthcare is being
established with support from the right wing Goveemt of Valencia, thus following
in the tradition of the Spanish Government whiclearlier decades helped toll road

concessionaires establish a market in the toll maty sector (Stafforét al, 2010).

Similarly, a long piece in El Mundo (13/01/2003)pégitly refers to the long term
market opportunities for the regional savings baB&acaja and CAM to extend the
‘Alzira model' across Europe, with this referenag working with the German
insurance company DKV and Portuguese banks in dpivej the Portuguese market:
‘The objective is not only that Spain, Bancaja &&M maintain links with
Caixa Xeral and Banco Espirito Santo in Portugaldevelop the model in
that market, where DKV is the second private insufae composition of the
UTE which wins the competition will not change... thgt Valencian savings
banks have ceded part of their capital in Riberdu8&o the Portuguese in
exchange for being allowed to invest in the Porasguhospitals which will

follow the same model. This link is very valuabl®KV...’

A critical analysis of the underlying financial heaof the ‘Alzira model’ disrupts the
NPM discourse of success. This model is not a pargnership between the public
and private sectors, but rather a political paghigr between the regional government
and the regional savings banks. It is this politiedationship which locks in the
savings banks as indirect long term shareholdershéen UTE, rather than their
investment in the concession as proponents of riodel claim (Kinlaw, 2008).
Within Spain, Ribera Salud S.A. has become the mkiger in the PPIP market. It
has been successful in winning another four Vamtiospital contracts paid for by
capitation fee, in each case partnering with athéakurance company. In a further

consortium with Adeslas, it has also been awardedndract in Madrid. Its strength
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as a player in the healthcare market can be mahdiyrahe fact that it no longer
needs to partner with health insurance compamstgad seeing itself as the specialist

healthcare member of a further consortium set upddor a hospital PPP.

There are wider global implications for this. Tiézira model’ has been replicated in
Spain and more recently in Portugal as well aseivetbping countries. Evaluation of
these other contracts needs to establish whethefinalings in relation to Alzira are
also repeated in these other cases. Whilst the Sthenish and Portuguese cases may
be subject to the same benign political regimes ihiunlikely to be the case for other
countries, particularly developing countries whsirécter criteria will be imposed by
organisations such as the World Bank and whereaggigector partners will not be
bound by close political relationships. Thus risknsfer and affordability could

become issues.

Organisations such as the Global Health Group bas#ite University of California
are actively promoting the ‘Alzira model’. As wealk the concerns raised by Jean
Perrot of WHO'’s department of Health Systems Fiiranthat developing countries
would struggle with such complex projects (Bes, §0@ve would add our concerns
that this model, if applied in a true commerciavieonment, will not prove viable or

affordable in the long term.

Bibliography

Acerete, B., Shaoul, J. & Stafford, A. “Taking itdl: the cost of private roads in
Spain”,Public Money and Managemeiol.29 No.1, 2009, pp.19-26.

Acerete, B., Shaoul, J., Stafford, A. & Staplet®n; The cost of using private finance
for roads in Spain and the UKAustralian Journal of Public Administration
Vol.69, No. S1, 2010, pp. S48-S60.

Barros, P.P. & Martinez-Giralt, X. “Contractual dgs and PPPs for hospitals:
lessons for the Portuguese modé&yropean Journal of Health Economics
Vol.10, 2009, pp. 437-453.

Benedito, J. “La experiencia valenciana de las esiones administrativas en la
sanidad publica”, i Por nuestra salud? La privatizacién de los sepsci
sanitarios pp. 97-110 (Madrid: Traficantes de Suefos, 2010).

30



- { Formatted: English (U.K.)

public sector: the private financing of infrasturets in Spain”Critical
Perspectives on Accountingol.19, No. 7, 2008, pp. 963-986.

Bes, M. “Spanish health district tests a new puptigate mix”, Bulletin of the World
Health OrganisationNo. 87, 2009, pp. 892-893.

Blanken, A. & Dewulf, G. “PPPs in health: staticdymamic?”Australian Journal of
Public AdministrationVol.69, No.S1, 2010, pp. S35-S47.

Bosch, M. (edModelo Alzira 1999-2008Ribera Salud UTE Ley 18/82
La Ribera Departamento 11 de Salud, 2005).

Broadbent, J., Gill, J. & Laughlin, Rthe Private Finance Initiative in the National
Health Service: Nature, Emergence and the Role afiddement Accounting
in Decision Making and Post-Project Evaluatighondon: CIMA, 2003).

Broadbent, J., Gill, J. & Laughlin, R. “Identifyirand controlling risk: the problem of
uncertainty in the private finance initiative iretblK’s National Health
Service”,Critical Perspectives on Accountingol.19, 2008, pp. 40-78.

Carrin, G. and Hanvoravongchai, P. “Provider paytsand patient charges as policy
tools for cost-containment: How successful are theyigh-income
countries?Human Resources for Healtf{ol. 1, No.6, 2003. Available at:
http://www.human-resources-health.com/content/1/1/6

DLA Piper,European PPP Report 2004_ondon: DLA Piper, 2004).

DLA Piper,European PPP Report 200d.ondon: DLA Piper, 2009).

Edwards, P., Shaoul, J., Stafford, A. & ArblasterEvaluating the Operation of PFI
in Road and Hospital Projects (ACCA Research Redor84 (London:
Association of Chartered Certified Accountants (A02004).

English, L. “Using public-private partnerships toh&ve value for money in the

delivery of healthcare in Australialnternational Journal of Public Policy,
Vol.1, No. 1-2, 2005, pp. 91-121.

Froud, J., Johal, S., Leaver, A. & Williams, Rinancialization and Strategy
(London and New York: Routledge, 2006).

Grimsey, D. & Lewis, M.Public Private Partnerships(Cheltenham: Edward Elgar,
2004).

31



Grimsey, D. & Lewis, M. “Are public private partraips value for money?
Evaluating alternative approaches and comparindean& and practitioner
views.” Accounting ForumVol.29, 2005, pp345-378.

Grimshaw, D., Vincent, S. & Willmott, H. “Going pmately: partnership and
outsourcing in UK public servicesRublic Administration,Vol.80, No. 3,
2002, pp. 475-502.

Hodge, G. & Greve, C. “Public-private partnershigis:international performance
review”, Public Administration Reviewol.67, No.3, 2007, pp. 545-558.

Hood, C. “A public management for all seasonB@blic AdministrationVol.69, No.
1, 1991, pp3-19.

Hood, J. & McGarvey, N. “Managing the Risks of Roifrivate Partnerships in
Scottish Local Government™Policy Studies Vol.23, No.1, March, 2002,
pp.21-35.

International Finance Corporatiogupporting the Development of Public Private
Partnerships in Health and EducationlFC Infrastructure Advisory

Department  November 2009, www.info.worldbank.org/etools/PPPI-

Portal/docs/events/HealthandEducation.ptiéxt Versioraccessed 24/05/10

Kinlaw, H. Public-private investment partnerships in healtfsteyns strengthening
Report on Wilton Park Conference 909, 2008. Avédabat:
www.wiltonpark.org.uk/documents/conferences/WP98&8/fWP909.pdf

Lister, J., Hellowell, M., Pollock, A., UNISON, Aarez Edo, D., Benedito, J., Serna,

R. & Gomez Liébana, J.A¢Por nuestra salud? La privatizacion de los

servicios sanitarios(Madrid: Traficantes de Suefios, 2010).

Lonsdale, C. “Post—contractual lock in and the Ukvdte Finance Initiative: The
Cases of National Savings and Investments and thel IChancellor's
Department”Public Administration)/ol. 83, No. 1, 2005, pp. 67-88.

Lonsdale, C. & Watson, G. “Managing contracts urtderUK'’s private finance
initiative: evidence from the National Health See/i Policy and Politics
Vol.35, No.4, 2007, pp.683-700.

Lopez-Casashovas, G., Costa-Font, J. & Plana,iV€iBity and regional inequalities
in the Spanish ‘system of health care servicdgalth Economigsvol.14,
2005, pp. S221-S235.

McKee,M., Edwards, N & Atun, R. “Public Private Baerships for Hospitals”,
Bulletin of the World Health Organisatiphlovember, 2006, pp. 890-896.

32



Ministry of Health and Social Policy - Health Infoation System of the SNS,
Health Expenditure Analysis Task Force Report,2008.
http://www.msc.es/en/estadEstudios/estadisticasfSianSNS/finGastoSanit.
htm [accessed 16/07/2010]

Ministry of Health and Social Policy - Health Infoation System of the SNS,

National Health System of Spain 2010,
http://www.msps.es/en/organizacion/sns/libroSNS Jatoeessed 16/07/2010]

Monrad Aas, I.H. “Incentives and financing methqdsgalth Policy Vol.34, 1995,
pp. 205-20.

National Audit Office,Private Finance ProjectsA paper for the Lords Economic
Affairs Committee, (London: National Audit Offic2D09).

OECD,OECD Factbook 2009: Economic, Environmental and&@&tatistics
www.oecd.orgf[accessed 08/05/2010]

OECD,OECD Health Data 2010yww.oecd.org/spainaccessed 01/07/2010]

Pollock, A., & Godden, S. “Independent sector tresit centres: evidence so far”,
British Medical JournalVol.336, 2008, pp. 421-4.

Pollock, A., & Kirkwood, G. “Is the private sectbetter value for money than the
NHS? A Scottish case studyBritish Medical JournglVVol.338, 2009, pp.
1108-1111.

PwC.Queen Elizabeth Hospital NHS Tru@®wC, London, 2005).

Regional Audit Office of ValencieSindicatura de Cuentas de la Comunidad

Valenciana Reports about the health care programs of tidenéian Health
Department, 1999-2004ttp://www.sindicom.gva.e$accessed 20/07/2010]
Sanchez Bayle, M. & Beiras Cal, H. “ The Peopleésnpaign against Health Care

Counter-Reforms in SpainJournal of Public Health Poligywol. 22, No. 2,
2001, pp. 139-152.

Senate Community Affairs References Committdealing our Hospitals (Canberra,
Commonwealth of Australia, 2000).

Shaoul, J., Stafford, A. & Stapleton, P. “Evidehased policies and the meaning of
success: the case of a road built under DesigrdBiilance and Operate
(DBFO)", Evidence and Poligyol. 3, No. 2, 2007, pp. 159-179.

Shaoul, J., Stafford, A., Stapleton, P. & McDonak, Financial black holes:
accounting for privately financed roads in the UgEdinburgh, Institute of
Chartered Accountants of Scotland, 2008a).

33



Shaoul, J., Stafford, A. & Stapleton, P. “The GafstUsing Private Finance to Build,
Finance and Operate HospitalByblic Money and Managemeinol. 28, No.

2, 2008b, pp. 101-108.

Shaoul, J., Stafford, A. & Stapleton, P. “NHS capibvestment and PFI: from central
government responsibility to local affordabilityinancial Accountability and
ManagementVol.27, No.1, 2011, pp.1-17.

Stafford, A., Acerete, B. & Stapleton, P. “Makingnzessions: political, commercial
and regulatory tensions in accounting for Europesads PPPs"Accounting
and Business Researctiol. 40, No.5, 2010, pp.1-22.

Sussex, J. “Public-private partnerships in hospitatelopment: lessons from the
UK’s ‘private finance initiative”, Research in Health Care Financial
ManagementVol.8, No.1, 2003, pp.59-76.

Tarazona Ginés, E., de Rosa Torner, A., & MarindfeM. “La experiencia del
“Modelo Alzira” del Hospital de La Ribera a La Ribearea 10 de salud: la
consolidacion del modeloRevista Administrativa Sanitari&ol.3, No.1,

2005, pp. 83-98.

Thompson, C. & McKee, M. “Financing and planningpoblic and private not-for-
profit hospitals in the European Uniotigealth Policy Vol.67, 2004, pp. 281-
91.

Thrift, N. “ “It's the romance not the finance thaakes the business worth pursuing”:
disclosing a new market culturé2conomy and Societyol.30, No.4, 2001,
pp. 412-432.

Valencian Health DepartmenEvolucion del Presupuesto y del Gasto per cépita
2009, Valencian Health Department,
http://www.san.gva.es/cas/inst/homeinst.hfacicessed 16/07/2010]

Vazquez, PCopagos, nuevas formas de gestion y PFls: Ganaresponsabilidad
sanitaria, Economic and Social Committee of the Regional ééoment of
Madrid, 2006, [accessed 26/07/2010]

Vilardel, M. Documento del Grupo de trabajo para la racionalidec y la
financiacion del gasto sanitarioCatalonian Department of Health, 2005,

http://www.icf.uab.es/informacion/noticias/marcd. paccessed 26/07/2010]

Whorley, D. “The Andersen-Comsoc affair: Partngsshand the public interest”,
Canadian Public Administration-Administration Pujlie du CanadaVvol.44,
No.3, 2001, pp.320-345.

34



Table 1 Summarised income statements for RSUTE arlSUTE I

RSUTE 1998-2003

2003 2002 2001 2000 1999 1998

€000 % €000 % €000 % €000 % €000 % €000 | %
Revenue 20,022 77,949 75,808 66,249 541492 0
Depreciation and amortisatian (1,422)| (7.1)] (5,604 (7.2 (5,356) (7.1) (4,982) 7.5)| (3,561)] (6.5 (46
Reversion fund (698 (3.5 (2,622) (34 (2,473) .313 (2,378)] (3.6) (2,067 (3.9 0
Other operating costs (17,08R) (85/3) (70,3[F0) 2APD.(64,765)| (85.2) (57,271) (86.5) (48,324) (88.7)373
Operating profit/(loss) 82 4.1 (647) (0.B) 3,304 44 1618 2.4 54( 1.0 327
Finance income q 0.0 1,153 1.5 462 0.5 9 0.0 23 0 8| 8
Finance expense (658) (3.3 (2,822) (3.7) (3,3584.4)( (2,458) (3.7 (1,595 (2.9 (519
Profit/(loss) after finance 162 08 (2,318) (3[0) 084 0.5 (831) (1.3 (1,032 (1.9) (o4
Extraordinary items *24,580 122/8 [¢D) 0.0 2) .0 9) 0.0 0 0.0 0
Prior year adjustments (9,698) (48]5) (342) (0.4) 828)| (1.1) (80)) (0.1 [t 0.0 D
Profit/(loss) for the year 15,044 751 (2,662) 3.4 (422)| (0.6) (920 (1.4 (1,033) (1.9 (o8
* Includes extraordinary revenues of €25,982m, esenting the compensation for loss of future pggfétid on contract termination
RSUTE Il 2003-2008

2008 2007 2006 2005 2004 2003

€000 % €000 % €000 % €000 % €000 % €000 %
Revenue 175,549 159,549 143,089 127,864 117,876 82,796
Depreciation and amortisatign  (8,122)| (4.6) (8,720 (5.5 (7,829) (5.b) (7,167) 5.6) (5,718)] (4.9)| (3,782)] (4.6
Reversion fund 0 0. (640) (0.4 (716)  (0}5) (576)0.5) (653)| (0.6) (498)| (0.6)
Other operating costs (162,9477) (92|8) (147,427)2.49 (129,782) (90.7) (117,070) (91.5) (108,80%92.2)| (75,645) (91.3
Operating profit/(loss) 4,480 26 2,762 17 4,762 3|3 3,051 2.4 2,70 2.3 2,871 3.5
Finance income 342 0pR 244 g.2 142 0.1 76 0.1 800.1 129 0.2
Finance expense (887) (0.p) (624) (0.4 (6P1) (0.5)(1,009)| (0.8) (1,244) (1.1)| (1,384) (1.7
Variation in FV of FI (29) 0.0 d 0. D 0,0 0 0.0 0 0.0 0 0.0
Profit/(loss) after finance 3,936 2(2 2,382 1.5 182 29 2,118 1.7 1536 1.3 1,616 2.0
Extraordinary items ( 0.0 720 0{5 (1,713) (1.1) )(L1 0.0 49 0.0 (224)| (0.3)
Prior year adjustments 0 0|0 14 0.0 13 0.0 (881) .7)(0  (1,272)| (1.0) 0 0.0
Profit/(loss) for the year 3,907 212 3,116 2.0 351 1.8 1,224 1.0 313 0.3 1,391 1.7

Notes:
1. Sources are the Ribera Salud S.A. notes to thadiabstatements, various years
2. Figures for 1998 cover the end of the construgbbase for RSUTE
3. In 2003 RSUTE terminated March and RSUTE |l staitedpril
4.

In 2008 Spanish GAAP changed from national finan@porting standards to International Financiap&é&ng Standards (IFRS).
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Table 2 Comparison of capitation charges to Valenah healthcare expenditure
for both contracts

RSUTE | Annual | Increase Increase of| Increase of | CPI Valencian Difference

capitation| (%) Valencian | Central Gov. | % healthcare between

charge Gov. health health expenditure #| capitation
expenditurel expenditure Hospital and | charge and

% % specialist care| Valencian
(1) 2 services (2) | healthcare
€ € expenditure

(%)

1999 204.34 2.9 362.2 -43.6
2000 210.27 2.90 7.1 8.01| 4.0 379.1 -44.5
2001 218.68 4.00 6.1 7.29| 2.7 397.0 -44.9
2002 224.58 2.70 10.1 8.05| 4.0 422.5 -46.8
2003 233.57 4.00 6.8 11.37| 2.6 464.9 -49.8
RSUTE | Annual | Increasg Increase of| Increase of | CPI Valencian Difference

Il capitation| (%) Valencian | Central Gov. | % healthcare between
charge Gov. health health expenditure #| capitation
expenditurel expenditure Hospital and | charge and

% % specialist care| Valencian

() (2, 3) services and | healthcare
primary expenditure

healthcare (%)
services(2, 3)
€ €

2003 379 586.6 -35.4
2004 413 9.00 13.0 8.1 3.2 619.0 -33.3
2005 455 10.14 12.1 8.38| 3.7 645.7 -29.6
2006 495 8.79 10.7 10.04| 2.7 737.0 -32.9
2007 535 8.08 104 9.06| 4.2 753.2 -28.9
2008 572 6.92 7.2 7.68| 1.4 796.3 -28.2

(1) Source:Evolucion del Presupuesto y del Gasto per capitalencian Health Department,
http://www.san.gva.es/cas/inst/homeinst.htadcessed 16/07/2010]

@)

@)

Source: Years 2000-2005: Health Expenditure Analy3iask Force Report, Health
Information System of the SNS, Ministry of Healthnda Social Policy;
http://www.msc.es/en/estadEstudios/estadisticasiSanSNS/finGastoSanit.htm [accessed
16/07/2010]

Source: Years 2006-2008: National Health Syste®@pafin, 2010. Madrid: Ministry of Health
and Social Policy, Health Information System of the SNS;
http://www.msps.es/en/organizacion/sns/libroSNS Jaacessed 16/07/2010]
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Table 3 Labour share of value added

RSUTE Il RSUTE
2005 2004 2001 2000
€000 €000 €000 €000
Value Added
Net sales 127,864| 117,876/ 75,898| 66,249
Supplies (59,264)| (56,738)| (29,758)| (26,067)
External services (6,176)| (5,596)| (2,596)| (2,876)
Other net operating revenues 1,574 1,665 1,576 898
Sub-total 63,998| 57,207| 45,120, 38,204
*Adjustment for payment to personnel
subcontracted from the VDoH 9,400 9,704| 2,064| 2,226
Total value added 73,398 66,911| 47,184, 40,430
Labour expenses
Labour expenses from income statement 53,098| 47,793| 33,449| 29,162
*Add payment to personnel subcontracted fromm 9,400 9,704 2,064 2,226
the VDoH
Total labour expenses 62,498| 57,497| 35,513| 31,388
Labour share of value added 85.1% | 85.9% | 75.3%| 77.6%

Source: Ribera Salud S.A. Notes to the Financitie&tents, various years

Notes:

1. Value added has been calculated by deducting ettgands and services

from sales.

2. In the financial statements, some personnel c@sts heen included in
supplies because they are accounted for as subcteudrstaff supplied by the
VDoH. We have therefore adjusted the amounts fdu&/added and Labour
expenses accordingly for the years 2000, 2001, 20042005 because these
are the only years where the note giving the breakdof supplies has been

provided.
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Table 4 Finance ratios

RSUTE

2003 | 2002 | 2001 | 2000 | 1999 | 1998

€000 | €000 | €000 | €000 |€000 |€000
Total interest paid 658| 2,822| 3,358| 2,458| 1,595 519
Total debt 46,827| 62,373| 57,010| 44,805| 38,930| 25,753
Total equity 21,829| 5,996| 7,940| 7,648| 7,822| 8,457
Interest rate on debt| *1.4% | 4.5%| 5.9%| 55%| 4.1%| 2.0%
Debt/equity ratio 2.1 10.4 7.2 5.9 5.0 3.0

Source: Ribera Salud S.A. Notes to the Financitie&tents, various years
* The contract terminated during 2003. However wendt have sufficient detailed
information to accurately adjust for the terminatio our calculation.

RSUTE I

2008 | 2007 | 2006 | 2005 |2004 | 2003

€000 | €000 | €000 | €000 | €000 | €000
Total interest paid 887 624 691| 1,009| 1,244| 1,384
Total debt 20,642| 7,533| 13,253| 22,251]| 26,189| 74,580
Total equity 44,196 40,293| 37,184| 34,669| 31,227| 10,720
Interest rate on debt 4.3%| 8.3%| 52%| 4.5%| 4.8%| *1.9%
Debt/equity ratio 0.5 0.2 0.4 0.6 0.8 7.0
Profit for the financial year | 3,907| 3,116| 2,513| 1,224 313| 1,391
Return on equity 8.8%| 7.7%| 6.8%| 3.5%| 1.0%| 13.0%

Source: Ribera Salud S.A. Notes to the Financitie&tents, various years
* The contract started during 2003. However we dbhave sufficient detailed information to
accurately adjust for this in our calculation.
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Table 5 Comparison of staff ratios between the Al and Elda hospitals

YEAR 2008 Alzira Elda
Population 250,000 230,000
Number of 300 352
beds
Total number| 21,945 17,783
of
admissions
Per Per Per Per
bed| admission bed| admission
Doctors 317 1.05 0.0144 499 1.41 0.0280
Other 654 2.18 0.0298 919 2.61 0.0516
medical staff
Non-medical 205 0.0093 382 1.08 0.0215
staff 0.68
Total staff 1,176| 3.92 0.0536| 1,800|5.11 0.1012
ratio

Sources: Performance Report Department of HealEidzH (2008)
Annual Report Department of Health of La Ribg&a08)



Figure 1 The Spanish Healthcare System

Autonomous Regions
|

Health Area Health Area Health Area
Specialist Specialist Specialist
care centre / Hospitals care centre / Hospitals  are centre/Hospitals
I | I
Health Zone Health Zone Health Zone

C PHC PHC PHC PHC

Primary Health PH
Centre

Residents are allocated to a PHC — there is n@elaiPHC but residents can choose
their GP within the PHC.

Residents only can attend a specialist medicateéthey are referred by the GP. In
Spain, the responsibility for healthcare falls ba autonomous regions. There are two
different systems in operation. In the first onesidents are allocated to a hospital
according to their residence through their PHC, thety can attend any hospital in
their health area (or even in other areas, e.theilf are on holiday or they are living
temporarily in another city) if they need to use tiospital’'s emergency services. In
the second one, residents are able to choose oispital they attend. This is the
case for the Alzira health zone, for example, ddesg that lives in the Alzira
Hospital's health zone and needs specialist hdgp&atment can decide to either be
treated in the Alzira hospital or to be referredaty other public hospital in the
Valencia region.
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Figure 2 Structure of Ribera Salud Unién Temporal & Empresas (RSUTE)

La Caixa Suez Group
Caixa Carlét)
A\ 4 \ 4
BANCAJA CAM AGBAR Group?
\ 4 A A 4 A 4
RIBERA SALUD Construction ADESLAS Insuranc
S.A.—45% companies — 4% Company S.A. - 51%

A 4

A 4

A

RIBERA SALUD
UTE

A 4

LA RIBERA HOSPITAL,
ALZIRA ©

(1) It merged with Bancaja in 2001.

(2) It has reduced its participation in Adeslas,
but it continues being the main shareholder.
(3) For RSUTE I this was extended to also
include Healthcare Services for Area 10
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Figure 3 Structure of Spanish regional savings bar&k governing bodies

GENERAL
ASSEMBLY

A

BOARD OF
DIRECTORS

Note: The General Assembly is responsible for the gpvidbank’'s supreme
governance and decisions. This body is made up ofimber of members that
represent the social interests and stakeholdetseafavings bank’s region of activity.
In relation to the savings banks connected to RSUR& percentages of stakeholder
representation are as follows:

STAKEHOLDER GROUP BANCAJA (%) | CAM (%) | LA CAIXA
Depositors 33 36.1 36.3
The Autonomous Government 25 25.0 --
Local councils 25 23.9 21.2
Employees 12 13.3 12.5
Founding and community-interest institutions 5 1.7 30.0
TOTAL 100 100 100
Sources:
Bancaja: . { Formatted: Italian (Italy)

http://informesanuales.bancaja.es/ing/informesfnto anual_apartado.aspx?id=10& ( Field Code Changed

idtipo=1&ida=100&idsuba=2005&IDnoPagina=317&anyof®Jaccessed 28/02/11] *{ Formatted: Italian (Italy)

CAM: https://www.cam.es/EN/inversores/CorporateGoveredtaginas/Asamblea- - { Formatted: Italian (Italy)
General.aspfaccessed 10/02/11]
La Caixahttp://portal.lacaixa.es/infocorporativa/gobierngmrativo_en.html. | Field Code Changed

- I

[accessed 10/02/11]

Amongst other duties, the General Assembly is nesipte for defining the general
strategy of the savings bank’s action plan; apprgvimanaging and executing its
annual budget; and approving, where applicable,ntia@agement of the Board of
Directors, the Annual Report, Balance Sheet andnm Statement as well as the
allocation of any surplus for the proper purpodeh® savings bank.

42



Figure 4 Patient and cash flows in relation to théerms of the second contract
(RSUTE 11 2003 onwards)

Alzira Health Area

(3) Alzira must pay 100%
of cost of care for residents who choog

»
»

or are sent from Alzira Hospital to
an alternative Hospital

Other
Hospitals

Alzira
Hospital

(1) Allocated to Alzira (2) Residents choose or
are referred to alternative

hospital

Residents

(3) Residents allocated to ‘other’ Hospitals
choose Alzira - Cash Flow Stream from VDoH

Other
hospitals

Alzira
Hospital

(1)Residents allocated
to ‘other’ Hospitals

(2)Residents

allocated to Alzira

Residents

The full cost payment from ‘other’ hospitals to Adzis capped to reduce Alzira's
incentive to take out of area patients. Discouht2d6% and 25% apply when out of
area patients exceed 20% and 40% of budget capitadspectively.
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