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1 EXECUTIVE SUMMARY

Kouga Partnership Hospital, which comprises the 80-bed Humansdorp District Hospital and
30-bed Isivivana Private Hospital, is a co-location PPP situated in Humansdorp in the Cacadu
digrict of the Eastern Cape province. The Humansdorp hospital is a public sector district
hospital, delivering first level of referral, or level one, care to the population of approximately
100 000 people in the areas surrounding Humandorp.

The PPP process started in April 1999, when the ECDoH invited private health sector
providers to submit proposals for a partnership with the department to refurbish and upgrade
the buildings and equipment in the Humansdorp hospital. The ECDoH received four
proposals, and in June 2000, the evaluation committee identified and recommended Afrox as
the only compliant and thus preferred bidder. Unfamiliar with the process of procuring PPPs
and in the absence of guidelines, the tender board were reluctant to endorse the
recommendation, and the project faltered.

When the Treasury Regulations, which set out a framework for procuring PPPs, were
published in April 2001, the ECDoH brought the project to the attention of the PPP unit of
National Treasury, which, in turn, recommended that the project be revived.

In November 2001 a transaction advisor team was appointed and tasked with taking the
project through all the treasury approval steps to financia closure. Late in 2002, after
receiving TA:I, the ECDoH assembled a project team and negotiations with Afrox started. In
June 2003, after resolving a standoff over a R3 million difference between the cost of the
project and Afrox’s affordability threshold, TA:11l was granted. On 27 June 2003, the ECDoH
and Afrox signed an agreement that promised affordability, value-for-money and transfer of
risk.

Refurbishment of the Humansdorp Hospital and construction of Isivivana Private Hospital
started in November 2003, and a year later the private partner took occupation of the new
premises. Since November 2004, the private and public sector have worked together as the
Kouga Partnership Hospital.

The road together has, however, not been an easy one: construction has been delayed by
variation orders and late payments; complying with the BEE requirements of the agreement
has been difficult; there has been a clash of cultures; inconsistencies in service delivery; and
questions around the merit of providing an undifferentiated service to both public sector
patients and private, paying patients.

The private partner, while operationally profitable, is not yet seeing areturn on itsinvestment.
For the public sector, however, the project has delivered social benefit as health service
delivery in the areaimproved. In fact, the PPP has been a catalyst for some new devel opment,
such as an ART clinic, and has aerted the ECDoH to further possibilities for improving
health service delivery and local economic development in the future.

Although there has been non-compliance by both parties, and the public sector in particular,
this PPP has been held together by rare and strong bonds between the two partners, and a
determination to make it work. This bond has also led to a relaxation on the terms of the
agreement and afinal measurement has yet to be conducted.

Assuch, it isdifficulty to conclude that value-for-money, sustainability, and risk transfer have
taken place. Successful negotiation around the final measurement is critical to the success of
this PPP and will provide the answer.




2 PROJECT SUMMARY

Project description

Co-location PPP with a concession period of 20 years. Building
of a private hospital, refurbishing and upgrading the existing
provincial hospital, and supply of facilities management
services by the private operator. Shared services supplied by
both partners.

Objectives of the parties

Objectives of the Eastern Cape Department of Health (ECDoH):
To commit private sector resources to increase availability
and quality of hedlth care services in the public health
sector at an affordable cost
To increase equity and cooperation between the public and
private health care systems

Project Context

After several approaches by private health care providers to
establish a private hospital in the area, the ECDoH identified an
opportunity to establish a co-location PPP that would satisfy the
needs of both the private and public sectors. This was prior to
the promulgation of Regulation 16 of the PFMA.

Project deliverables

Revitalisation, refurbishment and upgrade of the existing
Hospital.

Establishment of Private Health Facility at existing
Hospital.

Shared use of medical facilities and services.

Facilities management services by concessionaire at
Hospital

Revenue sharing by concessionaire with ECDoH
Socio-economic benefits

Project location

H umansdorp, Eastern Cape

Sector

Health

Spher e of gover nment

Provincid

[ nstitution

K ouga Partnership Hospital

Accounting Officer

Mr Mike Fraser, Head of Department, ECDoH

Project Officer

Mr Eugene Jooste, General Manager-Supply
Chain Management (ECDoH)

Transaction Advisors

Ignis Project and Finance Solution (Financia)
Phatshoane Henney Inc (Legal)

Signatories

ECDoH:

Mr Mike Fraser (Head of Department)

Mr MB Gogwana (MEC:Health)

Edge to Edge (Pty) Ltd (the concessionaire):
Mr Xola Makapela

Metropol Hospitals:

Mr SP Taylor

MEC for Finance (Provincial Treasury):

Mr E Godongwana

MEC for Department of Roads, Transport and Public Works:
Ms GC Barry

Signature date

27 June 2003

Contract term

From sign-off of construction until midnight on the 21°
anniversary of the commencement date, with the option to
renew the contract for a minimum of six months and maximum
of 12 months.

Private Party

Life Healthcare Group

SPV Shareholders




First tier SPV

subcontractors

Empower ment profile | HDI Equity Ownership: 40%

(after 10 years) Monetary spend on Construction Works to HDI's and HDE's:
50%
Monetary spend on all Services during every Concession Y ear
to HDI, HDE, Women, SMME and local subcontractors: 60%

Lenders -

NPV of total capital R7 759 000 total capital investment

investment Private sector contribution: R13,010,055.00

Public sector contribution: R1 500 000

Financing plan

All funding is to be provided directly by the concessionaire and
no direct third party asset or project finance isto be used.

Debt: equity ratio

An implicit rate of 15% per annum nominal was assumed by the
concessionaire

NPV of unitary payments
or revenue receivable by
the Institution

Revenue receipts. R3 397 000.
Unitary charge: R1 158 000

Cost of transaction R500 000
advice

Projected annual R 1477700
contract management

cost

Timetable: inception to Inception

financial closure

Value-for-money
achieved

No public sector comparator

Jobsretained and lost

No jobslost

Other socio-economic
impacts

SMME creation and use of local |abour

2.1 Risk allocation
RISK
CATEGORY ALLOCATION | COMMENTS
Design risk — Asthe upgrade_ designs will be agreed with
; e ECDoH Metro-Star prior to commencement, the
Public Facilities . S
Department will accept the design risk
The concessionaire is fully responsible for
Design risk — Concessionaire design of the private facilities, subject to
Private Facilities approval by DPW for alterations to building
structure.
The concessionaire bears the risk of cost
Pricing risk Concessionaire overruns on both the public and private sector
facilities.
Following agreement on the design of the
Quantity i facilities, the quantities for both the public and
estimation risk Concessionarre private facilities are the risk of the
concessionaire.




RISK
CATEGORY

ALLOCATION

COMMENTS

Construction risk

Concessionaire/
Contractor

The concessionaire and the appointed sub-
contractors bear the construction risks for all
facilities.

Project
Completion/
Abandonment
Risk

ECDoH

The Department bears the risk that Metro-Star
failsto complete the project or abandons the
project prior to completion. Thisriskis
heightened by the fact that Metro-Star is an SPV
with no real substance.

Thisrisk has been largely mitigated by the
provision of construction bonds by the contractor
to the concessionaire and ceded to the Province
and the provision of alimited surety for 60% of
the estimated construction cost by M etr opol
Hospital (an amount approximately equal to the
cost of refurbishing the public facilities).

Exchange rate
risks
(if any)

Concessionaire

Full concessionaire risk, although thisrisk is
rated low due to limited responsibility for
maintaining medical equipment.

Timeous
availability risk

ECDoH

The Department bears the risk (primarily
penalties) of not making the facilities available to
the concessionaire on time.

Timeous
completion risk

Concessionaire

The concessionaire is responsible for timeous
completion of both the public and private
facilities. In the case of the former, penalties
apply, whilst the inability to generate revenueis
arisk of late completion of the private facilities.

Authority
Approvals risk

Concessionaire

The concessionaire is responsible for obtaining
al necessary approvals, including the right to
operate a hospital. Whilst the department will
provide assistance, the PPP does not guarantee
approval of licences.

Residual Vaue
Risk

ECDoH

Asthe concession isfor afixed period after
which the facilities revert back to the
Department, the ECDoH bears the residual value
risk, provided that the concessionaire will be
responsible for care and maintenance for the full
concession period.

Availability risk

Concessionaire

Where the concessionaire fails to make available
facilities to the Department party as required in
terms of the Service Level Agreement, the
concessionaire bears the associated risk. The
risks could be in the form of |oss of revenue
through areduced Unitary Charge or penalties or
both

Revenuerisk -
Volumes

Concessionaire

The concessionaire bears the revenue risk from
levels of occupancy and usage of the private
facilities. The Department carries no risk in this
regard although it may feel the effects of changes
in volumes through the variable fee and revenue
from the use of shared facilities.




RISK
CATEGORY

ALLOCATION

COMMENTS

Revenuerisk -
Pricing

Concessionaire

The concessionaire bears the revenue risk from
changesin prices of services. The department
carries no risk in this regard although it may be
affected by changesin prices viathe variable fee
and the revenue from shared facilities.

Operations and
Maintenance cost
for Concession
Period

Both

Other than an agreed Facilities Management fee,
the Department will not be responsible for non-
medical operations and maintenance expenses.
All facilities management and private medical
operational costs are the risk of the
concessionaire.

Technology Risk

Both

Both parties will bear the risk of changesin
technology, although thisrisk is relatively low
for the scope of the concession.

Environmenta
risks

Concessionaire/
Department

Both parties bear the risks relative to their
operations. The Department may perform
services for the concessionaire in which case the
risks are shared.

Inflation risk

Concessionaire/
Department

Both parties bear inflation risk as the Unitary
Charge to be paid by the Department will be
inflated by CPIXx.

Interest rate risks

Concessionaire

The concessionaireisfully liable for funding of
the project and the department’s Unitary Charge
is not affected by changesin interest charges.

Changesin
legislation

Concessionaire

Concessionaire bears full risk unless the changes
fall under the definition of any “Materia
Adverse Government Action’. In the latter case,
the Department will be liable for compensation.

Service Levels

Concessionaire/
Department

Both parties bear the risk of afailureto deliver in
terms of the service levels set in the SLA, with
the concessionaire and the Department being at
risk of paying penalties and/or losing portion
fees.

Medical risk

Concessionaire/
Department

Both parties responsible for medical practices
within area of responsibility. Risk also arisesfor
each party when its patients are being treated by
the other party. Thisrisk is mitigated for the
Department by the inclusion of Metropol
Hospital, an experienced hospital manager, as
the operator for Metro-Star. The risk for both
partiesis also reduced through compliance with
an agreed Nursing SLA.

Commercid
Failure by
Concessionaire

ECDoH

The Province bears the risk that the
concessionaire fails to ensure commercial
sustainability. Therisk inthisregard is reduced
through an experienced operator, limited gearing
from third parties and positive cash flows early
in the project life. In addition, the
concessionaire is not burdened by large fixed
fees payable to the Department, only paying fees
from excess profits.

Changein

ECDoH

The Department bears the risk that a change in




RISK
CATEGORY

ALLOCATION

COMMENTS

Shareholding

shareholding leaves M etr o-Star without an
experienced operator or BEE shareholder. The
risk is mitigated by the concessionaire being
unable to change its shareholding without
consent.

Force mgjeure

Shared

Each party responsible for their portion of
buildings provided that where concessionaire
only occupies a portion of a building, the
department is responsible for the entire building.

Source: Request for Treasury Approval I11 (TA:I11), June 2003.

2.2 Structure of the PPP

The initia structure of the PPP was an agreement between the ECDoH and Metropole
Hospitals. Metropole Hospitals consisted of Afrox Healthcare Ltd and a BEE partner Metro
Star Hospital. However, due to BEE partner’s falure to raise finance, the partnership

dissolved.

Currently the PPP is an agreement between Life Heathcare (formerly Afrox Heathcare Ltd)

and the ECDoH.

2.3 Project document list

Request for TA:11B with supporting documents
Treasury Approval 11B
Request for TA:111 with supporting documents
Treasury Approval il
Vauefor Money and Risk Transfer Report
Phase 1 Overview report
Request for Final Proposal
Concession agreement
Contract Management Plan
Transaction Advisor Project Close-out Report
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AO
Bid
Bidder

Concession Agreement

Concessionaire

DPW

ECDoH

Evaluation Committee
Equity Project

HDI

HDE

Hospital

Metropol

MSH
PFMA
PPP

PPP Unit

Project

Project Team

RFP
SLA

SMME
TA
Treasury Regulations

Works

Project definitions

The Accounting Officer of the ECDoH.
A proposal submitted in response to a RFP.
A party submitting a Bid to an RFP.

The PPP agreement entered into between the ECDoH and the
Concessionaire.

The private sector party who entered into the Concession Agreement
with the ECDoH for the Project, being Edge to Edge (Pty) Ltd as
described in more detail in paragraph 1.9.

The Eastern Cape Department of Transport, Roads and Public Works.
The Eastern Cape Department of Health.

The evaluation committee of the ECDoH identified in paragraph 5.2.
The project identified in paragraph 1.5.

Historically Disadvantaged Individua (as defined in the Concession
Agreement).

Historically Disadvantaged Enterprise (as defined in the Concession
Agreement).

The Humansdorp District Hospital.

Metropol Hospitals (Pty) Ltd as described in more detail in paragraph
1.9.

Management Sciences for Health.
Public Finance Management Act, 1999.
Public Private Partnership

The speciaized unit within National Treasury with responsibility for
PPPs.

The Project as defined in paragraphs 1.1 and 1.4.

The Project team of the ECDoH for the Project identified in paragraph
5.2.

Reqguest for Proposal

The Service Level Agreement for the provision of facilities
management services by the Concessionaire as contained in the
Concession Agreement.

Small, Medium and Micro Enterprise.
Transaction Advisors as identified in paragraphs 1.10 and 3.5.1.
The Treasury Regulations to the PFMA (as amended).

The construction activities to be performed by the Concessionairein
respect of the Hospital.




3 INTRODUCTION

Kouga Partnership Hospital, which comprises the Humansdorp District Hospital and Isivivana
Private Hospital, is a co-location PPP situated in Humansdorp in the Cacadu district of the
Eastern Cape province. The Humansdorp hospital is a public sector district hospital,
delivering first level of referral, or level one, care to the population of approximately 100 000
people in the areas surrounding Humandorp.*

Humansdorp lies 90km west of the city of Port Elizabeth and 12km inland from the coastline
and the popular coastal resort area stretching westward from Jeffery’s Bay through St Francis
Bay and Cape St Francis towards Oyster Bay.? This presents a dichotomy with respect to the
nature of the population in the area. The residents of the coastal resort area are predominantly
wealthy retirees and the area attracts at least 80 000 up-market visitors during peak holiday
seasons.’® In the magisterial district of Humansdorp and the surrounding inland areas,
however, poverty and unemployment isrife.*

The idea of a co-location PPP originated in 1995, when a private sector party approached
Johan Wiggil, who is currently the hospital manager at Humansdorp Hospital, expressing
interest in applying to the Eastern Cape Department of Health (ECDoH) for alicence to build
and operate a private hospital in Jeffery’s Bay. This was followed by numerous applications
and enquiries from prospective developers, individuals and hospital groups to erect a private
hospital in the Jeffreys Bay/Humansdorp area.”

In 1998, the Humansdorp Hospital was a 60-bed facility that included a casualty and
outpatients ward (OPD), a surgicad ward, a medical ward, a maternity ward, a paediatric unit,
one theatre and a sterilising unit (CSSD).° A needs analysis conducted by the Eastern Cape
Department of Public Works (DPW) in collaboration with the CSIR determined that the
facility was in need of upgrading and renovation,” as lack of available funds for cyclical and
preventative maintenance had led to deterioration of the buildings and equipment.®

Prior to the deterioration of the hospital, private patients had accounted for up to 70% of the
occupancy and had generated revenue in excess of R1.3 million per annum.® By 1998, private
patient occupancy had declined to 40% generating less than R560 000 in revenue.’® The
hospital recorded average bed occupancy of 94% — primarily free and state patients — and the
existing facility could not accommodate private beds. Private patients were being referred to
private hospitalsin Port Elizabeth and Uitenhage.™*

Unable to deliver a service acceptable to private patients, the ECDoH recognised the need for
private health care facilities in the area.™ The population of the area was growing rapidly,
putting further pressure on delivery of services to public patients.”* Refurbishment was
required, not only to deliver a quality service to the public patients, but also to attract medical
practitioners.'* Moreover, retention of the private patients who were being referred to private
providers could potentially increase the state’ s revenue.

In 1998, the ECDoH began investigating PPPs as a possible solution.*®

4 INCEPTION AND PROCUREMENT: THE PPP PROCESS 1999 TO 2001

When the ECDoH began its investigations, and until the government promulgated the
Treasury Regulations to the PFMA and established the PPP Unit in Nationa Treasury in
2000, little was known about PPPs as an aternative public service delivery option in South
Africa. Consequently, the Humansdorp PPP, the first co-location PPP in the health sector, was
initiated in the absence of aframework, guidelines and experience.
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4.1 Project Initiation and Option Analysis

Prior to initiating the PPP process, the ECDoH formed an informal committee to consider the
options. One option was to grant a licence for a private hospital in Jeffery’s Bay or on
separate premises in Humansdorp and renovate and upgrade the Humansdorp hospital using
funding from the provincial health budget."” This option raised concern over duplication of
services, limited benefit for public sector patients given the budgetary constraints, the exodus
of staff to the private sector, and loss of private patients, and thus public sector revenue.'®

The committee also considered the option of a co-location PPP. While there was a risk of
resistance from organised labour and loss of private patient revenue, there were severa
arguments in favour of thisroute.

Firstly, as the Humandorp Hospital was not in a state of severe disrepair, budgetary
constraints compelled the ECDoH to seek an alternative to spending a substantial portion of
its budget on refurbishing the facility when other public health facilities, particularly in the
eastern parts of the province, were in far poorer condition. “This model came at atime where
we felt that we could leverage private sector capital to achieve our objectives and focus our
provincial budget elsewhere,” explains Eugene Jooste, a director in the ECDoH and project
officer for the Humansdorp PPP. “All you need is the fixed budget on an annual basis. Once
you have provided for it, it becomes a budget line item,” he adds.*

Secondly, the Humansdorp hospital was located on a large site with space for extensive
development.? As the public sector needed upgrading and the private sector needed a facility,
according to Mike Fraser, Head of Department, ECDoH and the accounting officer for the
Humansdorp PPP, it made sense to build a private hospital on the site. “We wanted to see
how we could put the two together and achieve synergy in the process,” said Fraser.

Synergy could be achieved through costed and uncosted benefits. The public sector would
benefit from access to private sector management styles, technologies and training, while the
private sector would reduce their costs by sharing facilities with the public sector. Once the
public sector had a well-maintained, upgraded facility similar to that of the private sector
partner, it would also be easier to attract and retain medical professionals within the public
sector. Furthermore, private practitioners would be attracted to the private facility and, as the
Humansdorp hospital was a district hospital offering very basic medical services, the public
sector could expand its range of services by offering these practitioners professional sessions
in the public hospital. %

A third argument in favour of a co-location PPP was that the public sector would have
immediate access to higher levels of care and more beds in the event of an emergency. This
meant that rather than stabilising patients and transporting them to Port Elizabeth, patients
could be treated in Humansdorp.?

After examining PPP case studies from the United Kingdom, the ECDoH resolved that a PPP
would serve the interests of all patients and both the public and private sectors,

4.2 Request for, and Evaluation of, Proposals

On 26 April 1999, the ECDoH placed an advertisement in the Eastern Cape Herald, calling
for proposals from private sector health developers for a partnership with the public sector. %
In the absence of PPP regulations, the request for proposals was closer to a request for
expressions of interest. “There was a lot of debate on what a PPP is and a long germination
period before we knew what we wanted,” explains Jooste.”®

In broad terms, the private sector party had to: build a private hospital on the premises of the
existing hospita without duplicating the facilities; contribute to renovation, upgrading and
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maintenance of the exigting facilities; increase the capacity of the state to generate additiona
revenue; and provide access by the state to private sector expertise.?’

The ECDoH received four proposals — from Afrox Healthcare, Netcare, Dries Bekker and the
Malesdla Hospital group — by the due date of 10 May 1999.® All parties were invited to
present their proposals to an ECDoH eval uation committee, comprising health representatives
from the region and the Nationa Department of Health (NDoH) and Management Sciences
for Health (MSH) on 21 May and 11 June 1999.%°

The evaluation committee rejected the proposals of Dries Bekker and the Malesela Hospital
Group, as neither of these proposals met the minimum requirements of the project. Afrox and
Netcare both proposed upgrades to the existing facility, building a private hospital on the
premises, and sharing facilities.*

The evaluation committee shortlisted the Afrox and Netcare proposals, but was unable to
identify a preferred bidder as neither the RFP specifications nor the proposals were specific.*
As aresult, the ECDoH formulated a wish list outlining more specifically what was required
of the private partner, and against which the proposals could be measured.*

While Wiggil compiled the draft wish list,®® the DPW supplied further input regarding
necessary upgrading of the hospital at a meeting held on the 17 November 1999.%

A week later, representatives of the ECDoH, the DPW and the National Heath Finance and
Planning Departments held a follow-up meeting with Afrox and Netcare, and in December,
after the ECDoH had granted the DPW permission for a private group to build a private
hospital and upgrade the public facilities at the Humandorp hospital, the ECDoH asked the
two interested parties to update their proposalsin accordance with the wish list. *

Thewish list identified severa key requirements:

- upgrading of the OPD/ casualty to an acceptable standard for both state and private
patients;
upgrading and expanding the existing theatre complex;
upgrading of the X-ray department to an acceptable standard for both state and private
patients;
upgrading and expanding the paediatric ward to a 20-bed unit;
replacing the entire plumbing system — all piping and drains — which was deemed
obsolete;
replacing the boilers with electrical geysers and converting the existing boiler room to a
store;
upgrading the access roads;
upgrading admissions for sharing by the public and private partners;
genera refurbishment of internal and exterior of buildings;
providing a 24-hour security service for the complex;
providing and maintaining computerised patient management, drugs, billing, stores, and
general management IT systems, compatible with the state systems;
upgrading and reorganising the nurses home to accommodate public and private sector
administration staff;
providing pathology laboratory services on site;
providing access to radiology services at or near the hospital;
alease period beneficial to the State;
a maintenance plan with a stipulated escal ating factor;
anegotiated level of private patients to be treated by the state to increase revenue; and
anegotiated level of state patients to receive specialist care from the private sector.

The estimated cost of the project was R9 million.*
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On 13 March 2000, Afrox and Netcare submitted their updated proposals.®” Whereas Afrox
had updated its proposal and provided a list of repairs and renovations, Netcare had deviated
from its original proposa and was now proposing a Private Finance Initiative (PFI). The
evaluation committee investigated the concept of a PFl and reviewed the Netcare proposal. As
the PFI did not comply with the ECDoH affordability requirements, and the proposal did not
include building a private facility or address reducing the shortage of beds in the region, the
committee asked Netcare to revert to its original proposal. Netcare declined to do so and in
June 2000, the evaluation committee identified Afrox as the only compliant bidder and thus
the preferred one.

The Humansdorp District Health Office compiled a detailed report of the process followed in
procuring a preferred bidder. As the Afrox bid was only valid until 31 July 2000, in an
attempt to expedite the progress of the project, the ECDoH submitted the report to the tender
board and requested that it be allowed to make a presentation be made to the board.*

Unfamiliar with the process of procuring PPPs and in the absence of guidelines, both the
provincial tender board and the ECDoH head of department were reluctant to endorse the
recommendation.*® Consequently, instead of proceeding with negotiations with the preferred
bidder, the project faltered.

5 REVIVAL OF THE PPP PROCESS: 2001

When the Treasury Regulations, which set out a framework for procuring PPPs, were
published on 9 April 2001, the ECDoH brought the project to the attention of the PPP Unit of
National Treasury for review. The PPP Unit recommended that the ECDoH revive the project
as the Afrox proposal demonstrated value for money.*

The PPP Unit also indicated that several issues, primarily relating to uncertainties in the
Afrox proposal and the absence of a draft project agreement, had to be resolved. The PPP
Unit recommended the appointment of a specialist transaction advisor to facilitate the
negotiation process and ensure compliance with the regul ations.*

In November 2001, the PPP Unit and Provincial Treasury approved the appointment of a
transaction advisor team consisting of Credit Agricole Indosuez, which contributed financial
expertise, and Naudes Attorneys for legal expertise.”®

Shortly after the appointment, both the financial and legal advisors left their respective firms,
taking the appointment with them to their new firms, Ignis Project and Finance Solutions
(Ignis) and Phatshoane Henney inc (PHi). These advisors then saw the project to financial
closure.”

The Equity Project, an NDoH initiative funded by the United States Agency for International
Development (USAID), provided funding for the transaction advisor appointment, conducted
a feasibility study, compiled a value-for-money report and provided support for the project.
“With this sort of project there are so many stakeholders that management, logistics and
professional input and support is important. The Equity Project also had a clinical speciaist
with a finance background. It was early days in PPPs, so this support was necessary,” Jooste
explains. ®

The transaction advisor team was tasked with taking the project through al the treasury
approval steps to financia closure.® (Annexure 1 shows the details of the transaction advisor
terms of reference.)
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51 Treasury Approval | (TA:I)

Phase A entailed areview of the project information and process to date, a legal review, and
the preparation of draft documents and position papers,*” and was completed by the end of
February 2002.% After review of the project documents, Ignis concluded, “the Afrox proposal
was clearly the preferred option and offers scope for a meaningful PPP with risk transfer”. *
The vaue-for-money assessment would need review once the scope of the project was
finalised, particularly with regard to additional costs and the potentia loss of revenue to the
private sector. Furthermore, additional income from concession fees had not yet been taken

into account.

Finally Ignis described the proposa as “very interlinked” and indicated that clear lines of
responsibility would have to be established between the ECDoH and Afrox.™

The legal review of fairness, equitability, transparency, competitiveness, cost-effectiveness
and preferential procurement process acknowledged that the procurement process had
occurred in an ingtitutional vacuum with regard to PPP arrangements. While the process had
not presented any significant risks, the review concluded that to ensure that the process fell
under the auspices of the PPP framework, “it is necessary that a thorough feasibility study of
the Afrox bid is conducted and specific financial and technical issues be clarified for Treasury
acceptance of the Project .

National Treasury granted TA:l on 26 September 2002, launching Phase B, the process of
negotiating the final concession agreement with Afrox.>

6 PROCUREMENT: NEGOTIATIONS START

Although the project had got off to a false start, enthusiasm for the Humansdorp hospital
project never waned. At provincia level, Fraser and Jooste drove the project, while Wiggil
remained keen and committed from the district.>

Once the project had been sanctioned by TA:I, the director general of the ECDoH summoned
the team that had initiated the Humansdorp PPP to Bisho, and set up a project team™ charged
with the responsibility of managing the project and entering into negotiations with Afrox. The
project team, led by Jooste, consisted of representatives from the hospital, the ECDoH, DPW,
Provincial Treasury, the PPP Unit, the Equity Project, MSH and the TA. *® “When we got the
call to meet in Bisho, | was expecting the normal informational meeting. But when the project
team was appointed, it was quite exciting,” says Wiggil.>’

Despite the long delays in the process — it had been three and a half years since the request for
proposals appeared in the Herald — the private sector also remained eager to pursue the
project. According to Steve Taylor, General Manager Coast, and Beau Barfknecht, Regiond
Hospital Manager Port Elizabeth, Life Hedthcare Group, Afrox (now Life Healthcare)
wanted its name attached to the first health PPP in the province and was willing to contribute
what was needed to get the project. “ At the outset we expected a lower return. It was school
fees for future PPPs,” says Taylor.

This enthusiasm was heightened by a shift in ECDoH thinking that had occurred prior to the
treasury regulations. Barfknecht describes the message that the private sector received. “If
you wanted alicence, you had to have a PPP,” he says.”

Fraser explains that before granting licenses for private health facilities, the ECDoH has to
consider the public sector need, as some provincial hospitals are underutilised and would be
further undermined by new, independent private sector facilities® With the regulations in
place, however, PPPs were an aternative that could prove beneficia to both the public and
private sectors.
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6.1 Negotiations: October 2002 to January 2003

In October 2002, the project team met with Afrox for the first time since 2000. The purpose
of the meeting was to update Afrox on the progress of the project, the public sector project
team, the proposed project timeframes and the project requirements. The Afrox team was
asked to update their proposal for purposes of negotiation.”

Over the following three months, the project team and Afrox met several times to negotiate
the outstanding issues. “We had different task teams. medical, administration, HR,
construction, technical, sales and public works and the private partner was involved.
Everyone in the public sector had a counterpart from the private sector. That was the
negotiating team in 2002,” Wiggil explains.®®

It was in these meetings that the question of facilities management, which was currently
provided by either the ECDoH or the Humansdorp hospital, arose.®* Under the proposed new
arrangement, optimal risk transfer would be achieved best if the private partner took full
responsibility for rehabilitation and maintenance of the facilities after construction. ® The
ECDoH accordingly contracted EC Harris, afirm of facilities management experts, to provide
specification for the management of: estates and maintenance; grounds and gardens; security;
cleaning; and waste.®®

In the course of negotiations further issues requiring resol ution emerged, including the private
partner’s ability to finance all the construction and upgrade requirements of the project.®” As
the ECDoH had not followed the RFP process in procuring Afrox as the preferred bidder, the
project team decided to use this process to resolve the outstanding issues and produce the
draft concession agreement. %

6.2 The RFP and Bid

As the negotiation process was already well underway, the primary aim of the RFP was to
address the issues relating to the uncertainties in the original proposal and the absence of a
draft project agreement.”” The RFP specified several key requirements.

Evaluation Criteria

The criteria for ng the proposal were broadly specified as being technical, operational,
financial, legal and socio-economic development.” The purpose of the RFP was to resolve
uncertainties, rather than select a preferred bidder. As such, the criteria served as basic
guidelines and were not assigned weightings.”

Broad criteria for assessing the proposal in terms of promotion of designated groups were set
out. These included at least 35% HDI ownership, either in the business of the private party or
through joint ventures. Contracting and sub-contracting to HDIs and Historically
Disadvantaged Enterprises (HDESs), and utilisation of local labour were also specified.

Uncertainties

The RFP addressed the uncertainties in construction and upgrade requirements and medical
services by specifying the revised requirements. For the construction and upgrade, the RFP
set out a comparison between the original wish list, the response received by Afrox in its
original proposal and the revised requirements as at 27 January 2003.

Facilities management had not been included in the origina wish list or proposal. The RFP
included draft specifications’ and sought a proposal on the provision of estate maintenance,
grounds and gardens, security, cleaning, and waste management services. "
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The RFP included a draft concession agreement for markup specifying a concession period of
15 years from the date of signature, but provided that the bidder may motivate for a different
concession period.” Finally, the RFP specified a submission date of 17 February 2003, or a
date agreed on between the two parties.”

The ECDoH issued the RFP to Afrox on 30 January 2003, without having obtained TA:IIA.
This was presumably done to speed up the process.

TA:IIA

Although the Transaction Advisor’'s close out report claims that TA:IIA was obtained in
February 2003, thisis not actually the case. In a letter dated 24 March 2003, the acting head
of the PPP Unit, Aijaz Ahmad, stated that TA:I1A could not be granted retrospectively, but
would have been granted had the request been made timeously. He gave his permission for
the project to proceed, thereby implicitly giving permission for the private party to bid on the
facilities management for the duration of the concession period.”

6.3 Negotiations: From thebid to TA:11B

Afrox submitted its bid on 24 February 2003, which the project team then evaluated and
negotiations started in March 2003. As Afrox was the only bidder, the ECDoH proceeded
with negotiations before obtaining TA:1IB. Presumably this was to speed up the process and
to resolve al the issues relating to the revised proposal and draft concession agreement before
applying for TA: 1IB.

Roles played by partiesin the negotiations

Therole of the transaction advisor was to manage the negotiation process to meet the deadline
for signing the concession agreement, which was set for the end of June 2003.”" This entailed
serving as a link between Afrox and the ECDoH, collating information, updating negotiation
issue lists, and amending and continually updating the concession agreement as issues were
agreed.”® Furthermore, the transaction advisor provided specidist legal and financial
assistance and guidance to the ECDoH.” The Equity Project and MSH acted as observers,
provided financial assistance and expertise, and monitored the negotiation process.*

The evaluation and negotiation team — essentially the project team that had been assembled in
October 2002 — consisted of representatives from the ECDoH, the Hospital, the Eastern Cape
DPW, the PPP Unit in National Treasury and the Eastern Cape Treasury. The project team
elected a core group of negotiators to lead the negotiations, while the rest of the team
observed and advised the negotiators.®

The DPW contributed to the technical evaluation and finalisation, and provided specialist
technical input into the design, patient flow and construction requirements. The role of the
PPP Unit was to guard the value-for-money and affordability aspects of the project. Both the
PPP Unit and provincial treasury acted as observers to facilitate granting the necessary
National Treasury approvals and sign off on provincial financial commitments.®

Bid evaluation and issuesthat arose

The detailed list of requirements from the RFP formed the basis of the evaluation of the Afrox
bid.® As the scoring methodology did not apply, evaluation entailed a compliance check and
comparing the bid against the requirements as set out in the RFP. Although the bid was
compliant, the evaluation team identified several issues, which, in turn, formed the basis of
the negotiations.® Afrox accepted the draft concession agreement in principle. During the
course of negotiations, however, the agreement was amended to reflect the results of these
negotiations. (Annexure 2 details the issues arising from the bid. Annexure 3 shows the
contested features of the contract.)
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Negotiating: the private sector perspective

Strong Arm Tactics: Afrox representatives who were involved in the negotiations describe
the ECDoH negotiating style as strong-arm tactics. Says Taylor, “Eugene Jooste totally out-
negotiated us.”® Peter Whatley, financial manager for the Life Healthcare Group says, “We
felt that they wanted to get as much out as possible with as little input as possible.”*

As the project had been smmering for years and the needs of the public in the Humansdorp
area were not being met, Taylor believes that the ECDoH was under political pressure to
deliver an agreement.’” The political interest, however, also helped speed the process along.
Citing the involvement of William Dachs, head of the PPP Unit, who assisted the team in
working through the agreement, Whatley argues that things were done at high levels to make
sure the project happened. ®

“If we were negotiating today, there are things that, | am sure we would never have agreed
to,” says Elliot Khula, manager of the Isivivana Private Hospital.

Commitment to the project: There were several reasons, beyond requiring a private sector
presence in the area and wanting to be the first health PPP in the province, why Afrox pursued

and agreed to the concession agreement with “a gun against its head”.*

There had been a great deal of publicity on the proposed co-location project in 1999 and
2000, and prior to discussion on the financial implications, Afrox had presented ideas and
architectural diagrams of how it envisioned the hospital. Furthermore, after being named the
preferred bidder in 2000, Afrox had announced itsinvolvement to its shareholders. ®

Staying committed to the project was therefore not only a matter of saving face. The project
also made sense to the private partner as it was more cost effective than duplicating all the
servicesin a separate, 30-bed private hospital .**

Although Afrox had factored in lower occupancies and a lower growth rate than it had
originally forecast for the private facility, the return on its investment became a concern
during negotiations. “The return was below our normal hurdle threshold for investment, but
from a national perspective this project was something new and we took the view that it
would provide value on its own,” says Whatley.”

Including all stakeholders: The ECDoH saw the involvement of an HDI equity partner, who
was from the western region of the Eastern Cape and who would provide finance, as non-
negotiable. Afrox had such a partner as part of its negotiating team, but the HDI partner was
having difficulty raising the finance. As Barfknecht explains, “The negotiations became so
intense and frenetic. We weren't worried about their money, we just wanted to get the

negotiations over with”.%

Negotiating: the public sector perspective

Strong arm tactics: According to Wiggil, the public sector negotiation team was extremely
strong, asit included Dachs, Fraser and Jooste. “ They knew what we wanted and if the private
partner didn’t comply we would have stopped,” he says.**

Fraser, who was the accounting officer on the project, described this as critical to the success
of negotiations. “Unless you have a senior person there who has the guts and the authority to
take the decisions, you never finalise the negotiation. If decisions have to go back to head
office, and you have to arrange an appointment with a group of people, who raise a whole lot
of extraneous issues and don’t know anything about the project, you can't get an answer,” he
explains.
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Wiggil believed that before formal negotiations, Afrox was willing to give more than the
ECDoH was asking for, but as the project progressed and the process was formalised, Afrox
brought in a new team which started blocking some of the issues. “Compromises had to be
made. The facilities and the flow of the hospital could have been better, but we had to cut in
certain places,” Wiggil explains. *® He added that as the new team had not been involved in
the process from the start, they had not understood the background, and this had disrupted the
negotiation process.®

Including all stakeholders: Including al stakeholders in the negotiations is considered vital
to the success of negotiations. “The PPP Unit were the process managers, but the end users
were an integral part of the process right through,” says Fraser. ¥ Stakeholders included,
amongst others, all the affected government departments, local government and organised
labour. “1f you have one group that is not happy with the decisions, they walk off the project
and it isaproblem,” Jooste added.”

There was, however, an issue around the timing of inclusion of stakeholdersin the process. In
addition to the political risk of premature announcements, which could lead to a backlash
from the unions, the ECDoH was concerned that early inclusion of the unions in the
negotiations could lead to a delay in the process. “The project team decided just to keep them
informed but not to meet with them officially or to make them part of the negotiating team,”

says Wiggil.*

Negotiating: knowledge and capacity

Finally, it was uncharted territory for both the public and private sectors. The state looked to
the transaction advisor for the answers, but without the manuals and guidelines, the private
partner had no reference point. “We were flying by the seat of our pants, so we had to take the
best we could get at thetime,” says Barfknecht.'®

Williams concurred that the private partner was inexperienced and was just trying to do
something with government for the greater good. “ All of a sudden it was a PPP with penalties.
We do try to look after both parties for a sustainable deal. Sometimes the government can be
tough, which is not always good for the partnership,” he says. **

Nothing was certain and both parties were willing to take a chance.’® While Fraser describes
a steep learning curve and emphasises the importance of knowledge and capacity, Jooste
concludes, “Our transaction advisors were great. | don't think we would have been able to do

it without them” 1%

The standoff

While most of the gaps and obstacles to concluding the agreement were resolved without
undue difficulty, a R3 million difference between the cost of the construction and upgrade
requirements and the Afrox affordability threshold presented a magjor hurdie.’®* (Annexure 4
shows the resolutions to the obstacles or disagreements.)

Afrox calculated the cost of the construction and upgrade requirements at R15 million, but
were only willing to spend R12 million. The transaction advisor examined Afrox’s financial
model and considered it to be accurate.'®

The discrepancy had arisen as a result of incongruity on what each of the partners considered
important. The ECDoH was not negotiable on the interior of the hospital and that the private
and public sector hospitals had to look the same. As there was to be no government
contribution, the cost of construction and upgrade was seen as a private sector risk.'® For the
private sector, however, roads and paving were important. “The public sector doesn’t worry
too much about the impression. Most of their clients arrive on foot or in a taxi,” Williams
explains.®”
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The transaction advisor team did not have a technical component, and relied on the ECDoH to
provide the specifications.'® “Public works started saying ‘you can’t do this and you have to
do that’, and we started to bump heads,” says Whatley.'®®

Taylor explains why the private sector resisted. “ It was small steps. We were originally iniit at
R6 million and then it was R9 million and then it was R12 million. It moved and moved,” he
says."° To resolve the standoff, Afrox and the ECDoH each agreed to contribute R1.5 million
to close the gap.***

L essons L ear ned from Negotiations:

- The private partner must establish the credit-worthiness of al partnersin the consortium
up front, and make all partners contribute financially al the way through the process to
ensure commitment.

The negotiating team must have a member at a very senior level, who has the powers to
decide, otherwise the process reverts to the government bureaucracy.

Both parties need the knowledge about PPPs to enter into an equitable agreement.
Impartiality of the transaction advisor is essential for a sustainable partnership.
Transaction advisor required to contribute full range of skills, proper feasibility with
accurate costing, i.e. realistic expectations on both sides.

DPW must be involved from the outset, i.e. the RFP phase to ensure that specifications
and limitations on private sector innovation/ideas are clear.

Importance of the feasibility study

TA:lIB

Williams describes what followed as PPP lore. “ Eugene phoned to say that they had split the
difference and wanted to sign the next Friday. We needed TA:IIB to enter officia
negotiations and to print and sign documents,” he says.**?

On 11 June 2003, athough the costs of the facilities management had not yet been finalised,
but believing that the project had reached a point where negotiations could be concluded and
the concession agreement signed, the ECDoH applied for TA:11B.** Ahmad granted approval
on 12 June 2003 and noted that final value for money, staffing and affordability still had to be
resolved before granting of TA:III.

6.4 Negotiations: Finalise and submit for TA:111

In an intensive two-day negotiation session on 13 and 14 June 2003, the teams finalised most
of the outstanding issues. These were primarily the costs and staffing issues related to
facilities management. '* After concluding negotiations on 20 June, the ECDoH submitted
the draft concession agreement and application for TA:lll to Treasury for approval.™
Although there was no public sector comparator (PSC), the agreement met with the three
criteria of affordability, value-for-money and risk transfer.

Affordability

A condition of TA:I was that funds spent on the project should not exceed the funds received
from the PPP.™® Outflows of funds comprised the ECDoH capital contribution, the unitary
facilities management fees, and backlog maintenance.

Thetotal capital investment of the project isset outin Table 1.
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Tablel Total Capital Investment

Amount
Public Facilities refurbishment / upgrade R 7759 246.00
Private Facilities construction R 6 750 809.00
Subtotal R14 510 055.00
Less: ECDoH contribution R 1 500 000.00
Total Private Sector contribution® R13 010 055.00

! The concessionare was to provide all funding and no direct third party asset or project finance was to
be used. The concessionaire assumed a cost of capital rate of 15%."’

Source: Ignis Project & Finance Solutions, Transaction Advisor Project Close-out Report for the
Humansdorp Hospital Co-location Public Private Partnership Project, November 2003.

The total unitary charge for facilities management amounted to R1 477 700 and escalated
annually by the CPIX.™® This exceeded the current expenditure on facilities management by
R184 956. (Annexure 5 shows a comparison of the unitary charge and current
expenditure.)™

Furthermore, before handing the facilities over to the private partner for construction and
upgrade, the ECDoH was required to undertake maintenance estimated at R365 000.

These outflows were offset by the revenue stream from the private partner for use of shared
facilities. This revenue amounted to an estimated NPV of R3 397 million over the concession
period.’

The facilities management expense, while transferring risk to the private partner, caused the
expenses on the project to exceed the receipts. The Eastern Cape Treasury confirmed,
however, that there were sufficient funds in the facilities management and planning budget
and the hospital maintenance budget to meet the capital contribution and additional expenses.
If required, a portion of the repair & renovation project funds allocated to the province could
be used for the backlog maintenance.

Valuefor money

Vaue would be obtained in three ways through: the upgrade to the existing hospital; the
return of the private partner’s facilities to the ECDoH after the concession period of 20 years;
and the revenue stream from the concessionaire for the use of shared facilities.'

Table 2 shows that the net present value of the cash flows demonstrated val ue for money.'®

Table2 Summary of Net Benefits

Benefit Type R’000 R’000
Excluding Future Including Future

Revenue Revenue

Vaue of immediate upgrades” 7 759 7 759
NPV of Revenue receipts” - 3397
NPV of Value of future benefits’ 1073 1073
Total Benefit 8832 12 229
Less: NPV of future FM additional cost (1158) (1 158)
Less: ECDoH Contribution (1 500) (1 500)
Less: Cost of Backlog Maintenance (365) (365)
Less: NPV Loss of Revenue (50%)” (995) (995)
Net Present Value of Benefits 4814 8211
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! vaue of the upgrade to the hospital for current use by the public sector.

2 Revenue from the shared facilities. For current calculations, the net revenues and net costs for shared
use of medical services are assumed to be equal and no provision has been made for any sharein
profits.

* Value of the private hospital and shared areas used by the private hospital at end of the concession.

* Potential loss of revenue from private patients. For comparative purposes, it is assumed 50% of
revenue will be lost to the private operator rather than a 100% due to a remaining price differential and
the fact that the public hospital will be upgraded

Source: Request for Treasury Approval I11 (TA:I1), June 2003.

The transaction advisor’s close-out report observed that while the actual amount of the value
demonstrated was relatively small, the benefits at the hospital and within the region would
have a significant and meaningful impact on the delivery of medical services.® The request
for TA:1Il described non-quantifiable benefits such as training, systems, improved standards
and a better working environment.'*

Further potential benefits lay in higher revenues from maternity and improved billing and
collection,™® and the public sector would also share in excess returns in the private sector.'?’

Empower ment
Empowerment was another non-quantifiable benefit of the partnership. Table 3 shows the
structure for promoting Black Economic Empowerment (BEE).

Table3 Empowerment Structure

Commitment Years1l-5 | Years6-10 | Years11l-15 | Years16-end
HDI Equity Ownership 25% 35% 40% 40%
Monetary spend on 50%
Construction Works to
HDI'sand HDE's HDI/HDE

40% 50% 60% 60%
Monetary spend on all Dividedinto: | Divided into: Divided into: Divided into:
Serwces_durlng every 20% 25% 30% HDI/HDE | 30% HDI/HDE
(H3<[3)n|0 ?zn \\/(V%ar; te?] HDI/HDE HDI/HDE 15% Women | 15% Women

, ’ ’ 0, 0,
SMME and local 10% Women | 15% Women 15% 15%
subcontractors 10% 10% SMMFE/local SMME/local
SMMFE/local | SMMFE/locad

Employment Equity Annual Reporting to Provincial Government of compliance
and Skills Development supported by appropriate proof
Skillstransfer and Develop annual training and skills transfer programme with
devel opment Provincial Government

Source: Ignis Project & Finance Solutions, Transaction Advisor Project Close-out Report for the
Humansdorp Hospital Co-location Public Private Partnership Project, November 2003.

Emphasis was placed on loca empowerment, through both equity and the provision of
services to the PPP, to promote job creation in the Humansdorp area'® In addition to
committing to using local contractors and subcontractors, the private partner committed to
offering all ECDoH staff affected by the PPP the opportunity of voluntarily establishing their
own businesses.
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The concessionaire agreed to assist staff — through training, mentoring, supervision, skills
transfer and management support, and at its own cost — to establish and operate sustainable
businesses that would provide services to the PPP. Furthermore, the concessionaire
committed to entering into service agreements with these businesses for a minimum of three

years.'”

Risk transfer

The PPP agreement transferred significant risk to the private partner and recognised the
potential for failure of the PPP. The agreement made provision for a contingent liability in the
event of termination prior to expiration of the concession period.

It was, however, noted that entering into the agreement with an experienced partner with
sufficient resources mitigated this risk. Furthermore, the ECDoH had limited the services it
was to provide to the private partner, and had confirmed its ability to deliver the services in
compliance with the service level agreements (SLAs).**

Liability in the event of premature termination of the agreement is shown in Table 4.

Table4 Contingent Liabilities™

Authority Default or Voluntary

Concessionaire Default Authority Termination

Reasons for - Failureto finish construction by - Breach of material obligation
termination: Long Stop Date - Failure to make payment
Breach of materia obligation - Failureto provide medical
Insolvency, judgement or services
liquidation - Voluntary Termination.
Breach of health & safety
regul ations

Changein control or empowerment
Cession or subcontracting
Repeating default

Failure to make payment

Penalties exceed limitsin SLA
Failure to provide Performance

Bonds
- Warning notices
Payment Greater of project market value Greater of project market value
methodology | or amortised ECDoH construction or amortised value of the additional
value’ project facilities (ECDoH
construction and concessionaire
construction)
Amortised
valueinflated | No Yes
by CPIx
Initial
amortised R 9 000 000 R 15 000 000
value
Maximum
amortised | R9 000 000 R15917666 =
value (Assuming 6% inflation)
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Source: Request for Treasury Approval I11 (TA:I11), June 2003.

Unresolved issues

At the time of applying for TA:I1, there were still some unresolved issues."* A final decision
had not yet been made on the catering, as the cost quoted by Afrox was significantly higher
than the current cost to the ECDoH. An option under consideration was the creation of an
SMME by the existing catering staff.’*®

In addition, no final decision had yet been taken on whether the private partner would make
use of the ECDoH laundry service, which was to be centralised in Port Elizabeth towards the
end of 2003. Finaly, no final decision had been made on the pathology |aboratory, which the
private partner was to provide, but which would be operated by the National Health Services
Laboratory (NHLS).**

Contract management plan

The TA:IIl submission included a contract management plan. The main components of the
plan set out: the monitoring objectives; the structure of contract management; the roles, duties
and responsibilities of each of the structures; and a process for dispute resolution.'®

From the provincia side, the contract was to be managed by the ECDoH head of department
and the director of financial administration who would take on the role of compliance officer.
A construction management team, led by the DPW, was to monitor construction, while an
operational management team led by the ECDoH with representation at the hospital, would
monitor the operational aspects of the agreement.**

While the hospital management board was to play an oversight role, aliaison committee, with
representatives from both the ECDoH and the private partner, was responsible for monitoring
the day-to-day activities at the hospital.**’

A help desk, staffed by at least one representative employed by the state and one employed by
the private partner, would log all faults and complaints, and these would be reported in a
monthly, written report.

However, the plan was broad and did not adequately specify detailed contract management.**
The transaction advisor described the monitoring system as “largely self-regulatory and [ig]
based on exception reporting and periodic audits by the ECDoH of the concessionaire’'s

performance”.**°

TA:11l and a signed agreement

Five days after submitting the documents for approval, the ECDoH obtained TA:lll on
Wednesday 25 June 2003. On Friday, 27 June 2003 the signing ceremony took place at the
Humansdorp hospital .**°

The ECDoH terminated the services of the transaction advisor team as per their agreement, as
their work was completed. Unfortunately, this also meant the loss of a wealth of knowledge
specific to the project and to PPPs overall. As Williams observes, “ Depending on the project,
the advisors are probably the best repositories of information about the project. It is very
difficult to hand over three or four years of work and tacit knowledge.”***
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L essons L earned from Procurement

- Where facilities management services are to form part of the project scope, the TA team
should be required to include facilities management specialists, unless such technical
assistance can be provided by government. Facilities management however remains a
specialist area and insufficient expertise in this regard is usually found on the side of
government.'*
Negotiators should have sufficient mandate to take decisions regarding key negotiation
and commercial issues."*
Government’s empowerment requirements for PPP's should be standardised to ensure
similar treatment of PPP' sin PPP-type projects.*
An interactive negotiation process with an experienced and committed preferred bidder
can result in significant value-add to the project and create win-win situations for both
parties.'*
A short negotiation period can be achieved if firm milestone dates are given.'*
By the end of the project the transaction advisor probably knows more about the project
than anybody else and the information gets lost when the transaction advisor leaves. The
question should be asked about what happens to the advisors after the signing date.™*’
Changes to the negotiation team can be disruptive because of loss of tacit knowledge
acquired throughout the process from inception.
Both partners require access to high levels of expertise — technical, PPP, etc — to negotiate
a sustainable partnership.
A rigorous feasibility study, with detail of what is to be achieved and which sets clear
parameters, simplifies the procurement process and protects both partners and is a
prerequisite to ensuring a sustainabl e partnership.
Although it is lengthy, and perhaps tedious at times, the structure and stringent
requirements of the PPP process smplifies negotiations and protects all parties from
undue risk.

7 IMPLEMENTATION

Construction and refurbishment started in November 2003, and entailed upgrading the 60-
bed hospital to 80 beds, the building of two new theatres and new casuaty and high care
units, the tarring of roads, installing a bigger x-ray unit, and constructing the private hospita
wing.**® Throughout the process, the hospital remained operational. Areas were sealed off as
construction workers moved through. “We had workers walking through all the time and had
to cover the patients. We literally climbed over one another, but we still did our job,” says a
chief professional nurse.®® A year later, in November 2004, the private partner took
occupation of the new wing, Isivivana Private Hospital .

Kouga Partnership Hospital consists of two distinct areas: the Humansdorp hospital on the
northern side; and Isivivana on the southern side. The entrance is situated in the public
hospital and is shared by both partners. A large sign at reception informs patients that they
have the option of choosing to use either the public or private hospitals.

Private sector patients cross over the main corridor of the public hospital, move down a ramp
that connects the two hospitals, past the radiology department. The first indicator of transition
from public to private is the air-conditioning in Isivivana which doesn't exist in the
Humansdorp hospital. The finish of the buildings in the two hospitalsisidentical: rather than
the typica green or cream of public sector hospitals, the walls and floors of the Kouga
Partnership hospital are afresh blue.
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The 80-bed Humansdorp hospital does not have the budget to replace al its furniture, but the
wards are clean and the blankets match the blue interior. In Isivivana, the 30 beds have
duvets, and rather than the cream screens between the beds in the public hospital, the private
hospital has blue screens and curtains with yellow tie-backs. The difference in the physica
appearance of the two hospitaslies only in the aesthetics.

7.1 Construction

The problems with construction started when the tender closed at a price close to R22 million
rather than the projected figure of R15 million.** Originally, construction was scheduled for
completion within a year, but in March 2007, more than two years down the line, there were
still congtruction workers on site. Although both parties are currently operating the
partnership hospital according to the concession agreement, the 20-year concession period has
not yet commenced. The agreement only commences when construction has been measured
and siqgled off. Barfknecht predicts this will only happen in September 2007 due to the
delays.

Variation orders

The delays in construction have been caused by variation orders, partly at the request of the
private partner, but primarily for additions and changes to the public hospital requirements.
Some of these these variations arose from changes to the design, as certain aspects had not
been anticipated. Some were to save costs.”** An example is the interconnecting ramp. Rather
than raise the foundation of Isivivana to the level of the provincial hospital as originaly
planned, the ramp runs a an incline to the private wing, a compromise which saved
considerable costs. "

According to Wiggil, some of the additions and design changes occurred because there had
not been enough involvement or contribution of expertise from provincial level when the
project was conceived. “The wish list was my persona impression. | knew what we wanted,
in general, but not the detail of what was possible,” he explains. ***

There have aso been several additions to the original agreement.™ These include building an
AIDS clinic, a pharmacy, administrative offices and a conference centre™® The
improvements in the hospital attracted attention at provincia level, as a result of which the
hospital was earmarked as an ART rollout site.™® “It was an opportunity we used and pushed
through, otherwise it would never have got done,” says Wiggil .*®

Variation orders relating to latent defects caused further delays. The buildings, which were
built in the 1950s, were old, and the private partner had not detected latent defects — such asa
lack of damp course and problems with the roof trusses — until they became apparent during
construction. Wiggil believes that some of these issues should have been resolved when the
private partner conducted the due diligence. As the public sector is responsible for al costs
associated with the due diligence, he is concerned that the private partner may be trying to
aIIocatggsome of the additiona costs to @ue diligence’ costs, and thus payable by public
sector.

A further problem is that the variation orders did not follow the PPP Unit process. According
to Melvin Moschla, project advisor:contract management in the PPP Unit, variation orders
must follow a process similar to the PPP process. completion of a feasibility study and
adherence to a prescribed procurement procedures® This is important to ensure
affordability, value for money and transfer of risk. “I have heard this from contract managers:
there is a feeling that as soon as the contract is signed, it gets put in a drawer until thereis a
problem. And in the process, they land up renegotiating the contract,” says Moschla.*®*
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Contractorsleavethesite

At one point, the construction workers left the site because of non-payment, and additional
costs had to be incurred to secure their return. Taylor explains that the private partner allowed
variation orders, for which the public sector was responsible, to proceed. As the contract was
between the private partner and the building contractor, the private partner was expected to
pay for the additional work, but had been unable to pay the contractor because of delays in
payment by the state.’® “A contract is a contract and that is where it stays, no matter how
hard you get pushed. | have learned that lesson,” says Barfknecht.'®®

Monitoring by public works

As custodian of state assets, the DPW is responsible for monitoring any alterations to state
buildings. According to Kevin Cragg, clinic manager for Life Healthcare, in the early days of
the PPP, DPW was prescriptive and did not accept variation orders that had been agreed with
the ECDoH.’® As understanding of PPPs grew, however, the relationship improved
dramatically. Cragg points to the need for al government departments that are required to
sign off the PPP to be involved in the PPP process from the start. '®

M easurement at end of construction

There appear to be ambiguities regarding who should bear the costs of the additions, variation
orders and defects. The fact that the PPP process for variation orders was ignored in this
instance could have had an impact on the allocation of responsibility for costs.

According to Wiggil, the costs are currently approximately R42 million.’® He estimates that
R6 million is for the account of the private sector, while the rest is for the state. Part of the
additional costs relate to DPW specifications, and the fact that the two hospitals had to look
identical. ** He is, however, contesting the costs of some of the additional building works —
the pharmacy and ART clinic, for example, where the costs appear to be excessive. “The
original estimation was R1.5m for the clinic and the pharmacy. It is now close on R10 million
for thetwo,” he explains.'®

The process of measuring, negotiating and signing-off will be critica for the future of the
PPP. “The success lies in how we approach it. We must sit down, discuss it and come to a
conclusion in the spirit of the agreement,” says Wiggil. **°

Construction L essons L ear ned

- Involve and consult the necessary government departments, to access skills and ensure
compliance with requirements, from the outset and throughout every step of the process.
Follow the procedure for variation orders as they can have serious implicationsin terms
of affordability, quality and who is responsible.
Don't change or add onto the contract.
Mechanisms will have to be put in place for speedy approval of variation orders so that
both parties can benefit from using contractors who are already on site.

7.2 Relationship between the partners

According to Williams and Cyril Weimers of the Eastern Cape provincia treasury, a PPP is
like a marriage: you fight, debate, don’t see eye to eye, but must then resolve the problem.*”
“You are bound by the contract for the next 20 years and you have to make it work,” says
Weimers.'™

The experience gained in concluding and implementing the Humansdorp PPP, shows that
continuity of the role players is important for ironing out the obstacles along the way.
Endorsing this with the experience gained on other projects, Williams states, “Part of the
success has been that the people have stayed, and they have been there along time” .}
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There appears to be a required structure in the relationship to make co-locations work. At the
hospital level, the structure entails the two hospital managers — one from the private sector
and one from the public sector. Furthermore, each of these managers needs a champion within
his or her organisation to whom he or she can refer problems, and who is able to facilitate
quick decisions, make the PPP visible to the organisation, and drive the process.

This structure suggests that there are three important relationships with respect to the public
sector partner: between the hospital managers in the joint management committee (JMC);
between the public sector hospita manager and government departments; and between the
private sector partner and the government departments.

Thejoint management committee

All parties described this committee, and the relationship between the two hospital managers,
as critical to the success of the PPP.}® The IMC also represents the ‘entity of the PPP' — the
Kouga Partnership Hospital — that liaises with the private and public sector, much like a third

party.

The IMC must have authority to make certain decisions, because the provincial departments
and the private principal are both removed from the hospitals' daily operations.*” Without the
capacity to make certain decisions, bureaucracy can jeopardise operations, which can lead to
penalties for non-delivery.

According to Jooste, the relationship between the partners and particularly the hospital
managers must be strong. “If there is no understanding of each others shortcomings and
failures, you can invoke penalties every day. But if there is the understanding that both parties
are here to deliver a service and make the process work, then that won’t happen. Up till now,
that has been the relationship. We haven’t had too many serious issues that we could not
resolve,” he says. "

However, it is a forma relationship. “We minute al our meetings and we document
everything, because you will always have people who want it to succeed and others who don't
want it to succeed,” says Whatley.'”

Public sector manager and gover nment departments

Critical to the success of the co-location PPP is that the public sector hospital manager has
access to the decision makers in government. Wiggil cites the examples of expediting
payments and creating posts as maor stumbling blocks. While he would like to see
devolution of some decision-making and budget down to the PPP level, without the continued
support of both Fraser and Jooste, he believes the success of the PPP would be severely
hampered.*”’

As the interface between the PPP and the government departments, the hospital manager must
exhibit certain qualities, as Elliot Khula, the Isivivana hospital manager describes, “The
person who is at the coalface in a PPP is critical — you have to choose that person properly. |
think Johan [Wiggil] should take a lot of credit for this PPP being successful. He has coped
amazingly, but he should have been allowed to take the decisions.” *"® The hospital manager
must have a good understanding of private sector needs, such as profitability and quick
decision-making, but must also be politically astute.

At times this has required bending the rules, but as Jooste explains, the PFMA issimilar to the
Companies Act. “I don't think the PFMA limits you — it allows you to manage, but you do
need to do certain things. In the public sector, because people want to control every aspect,
they sometimes make it very difficult for people to manage, asthey have set other criteria that
bedevil the whole process,” he says.'”
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Private sector and public sector departments

The private sector must remain aware that the political space has many complications.'® A
changein political leadership can change the relationship with the private sector, and even the
relati onships within the public sector.™® This can be aggravated by alack of understanding of
PPPs and of private sector needs, at all levels within the public sector.’®

Senior management buy-in of the PPP is critical, as is having a someone at a senior level to
drive the process from inception throughout implementation and for the duration of the
project term. “Eugene [Jooste] and Mike [Fraser] see the bigger picture and they want it to
happen. They are our biggest supportersin terms of what we want to achieve,” says Wiggil.**

Partner Relationship L essons L ear ned

- A PPPislike amarriage: stay committed and resolve the problems.
Thejoint management committee is important and must have the capacity to make
decisions, and the partners must have an understanding of one another’s needsin aformal
relationship.
The interaction between the PPP and the government departmentsis a huge stumbling
block in making the PPP work.
The hospital manager must have specific skills to liaise with the public sector on behalf of
the PPP.
The hospital manager must aso have the courage and knowledge to bend the rules, within
the parameters of the PFMA.
Changesin the political structures jeopardise the relationship with the private partner; and
Public sector senior management buy-in of the concept of PPPsisimportant both to drive,
and facilitate the needs of PPPs.

7.3 PPP | nterface with Government Departments

L ate payments

The Humansdorp PPP has difficulty getting payment from government. Part of the problem of
late payments is that the procurement system does not have a code for payments to a PPP.
There are two distinct streams for payments to the private partner. The first is a unitary charge
for facilities management, which is offset against the charge for shared services provided by
the state. The other is for ad hoc medica services provided by the private partner.'®
Payments of the latter are often delayed as they are not a standard item on the payment
system.”® As proof of delivering the service is required, Khula proposes that all services
should be delivered to the state at a unitary fee to simplify the process.'*

Government under standing of PPPsin gover nment

According to Wiggil, little or no understanding of PPPs higher up in the government structure
exacerbates the problem of late payment as there is no understanding of budget obligations in
terms of the contract.'®” Gloria Nchukana, Cacadu District Manager in the ECDoH agrees and
notes, “We should be able to manage the bureaucracy once there are systems for PPPs in
place and they are agreed to. People are still battling to understand”.*®

Wiggil argues for developing intrinsic knowledge of PPPs at provincial level, and that PPPs
should be dealt with in a different way from normal procurement.’®® He supports the
establishment of provincial PPP Units “that understand what we are doing and endorse and
support the processes”. '

Provincial PPP Unit

National Treasury is currently setting up provincial PPP Units in a move to delegate certain
responsibilities under regulation 16 to the provinces.™ The purpose is to shorten the cycle
and promote deal flow, but not necessarily to facilitate contract management or public sector
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compliance with the contract. Williams, Taylor and Barfknecht are not optimistic that this
will be successful, as they believe the unit will not have much influence. Barfknecht claims
they have done it before and it was not successful. “They will play more or less the same role
as national treasury: providing guidelines, but not really expertise as to how PPPs are
managed,” adds Wiggil .

PPP Interface with Government L essons L earned

- Limited knowledge of PPPsin the department and how to deal with transactions relating
to PPPs, and not much sympathy for the needs of the PPP. This knowledge and
understanding must be propagated throughout the departments.
Where possible the private partner must negotiate unitary charges, as variable and ad hoc
charges create delays in payment. Thisis because unitary charges become line items on
the budget and payment goes through without complications.

74 Monitoring the Contract

Clarity of the agreement and contract management plan

Both Wiggil and Khula raise concern over the clarity of the contract and difficulties which
arise in applying the contract to the letter. “Elliot [Khula] and | sometimes interpret things
very differently. Some things are so technical or vague that you cannot apply them because no
one knows what they mean. The contract itself must be very clear on what you want to
achieve,” says Wiggil .**®

Khula argues that at times the two parties have to discuss the intention of the contract. “You
see what the document says, but it is impossible to carry some things through, because they
cannot be done operationally,” he says'® When problems occur, and cannot be easily
resolved, these have to be referred to higher authorities in the public sector and private
organisation. Thisis particularly true for the issues that were still unresolved at the signing of
the agreement.

The PPP Unit acknowledges that contract management is a problem and that the contract
management plan for this particular PPP is vague. “The contract management plan was
supposed to identify outcomes and assign resources to achieve those outcomes. If a person is
responsible for certain things, he must be measured against those things and have some level
of accountability,” says Moschla'®

Public and private are both transgressor s

In the case of this PPP, the government is non-compliant by paying late. At the same time,
Wiggil finds that the private partner is also relaxing its compliance, and there is little he can
do about it, because the private partner is tolerating the ECDoH non-compliance.'*

Dedicated contract management

“Y ou must monitor what you agreed on, otherwise both partners will lose,” says Wiggil. *” A
dedicated team is required for contract management. This team must be involved right from
the start of the project and must include people from the hospital who will eventually be part
of the IMC.*® As Fraser explains, ”Y ou lose institutional memory because people change.” **°

No single person has the skills to monitor all aspects of the contract.*® “We should have done
proper planning in terms of monitoring the contract. Johan [Wiggil] is not dedicated to
monitoring as he looks at a number of projects, so there is no way that he can do justice to the
monitoring. Eugene [Jooste] is situated at head office, so he does not always see the issues.
Before an agreement is signed, the department must undertake to appoint or identify someone
to look at certain aspects of the project, so that there is someone who can take ownership and
responsibility,” says Moschla® Contract management is therefore the task of a team
comprising all the relevant skills. %
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M onltorlng the Contract L essons L earned.
The feasibility study isimportant for drawing up an implementable contract, which
should be interpreted in the spirit rather than the letter of the agreement.
Ambiguity in the contract (and SLAS) leads to different interpretations. These can then be
difficult to resolve.
Unresolved issuesrelating to TA:1l1 can create problems in the implementation process.
The contract management must be specific in identifying outcomes and holding people
accountable for contract performance.
Both parties must respect and abide by the contract. In doing so the other party will be
forced to follow.
Planning of contract management starts at inception of the project. A dedicated team
which knows the process must be responsible for its implementation. Institutional
memory is easily lost.
Monitoring must happen on location and by a skilled team.

75 Change M anagement

Employee buy-in

Organised labour often sees PPPs as privatisation in disguise,® and the representative union
in Humansdorp is no exception. “That is one of the biggest challenges of PPPs. You put
yourself in the path of disputes,” says Nchukana.*

Although the unions were kept informed while the PPP negotiations took place, according to
Fraser their chief concern was about how their members jobs would be affected.”® Petrus
Kees, the shop steward for HOSPERSA, argues that as the workers were most affected by
changes, they should have been included in the negotiations.”®® Wiggil said that once assured
that there would be no job losses, the unions were placated, but “they were adamant at the
bargaining council that for future PPPs they should be involved from the beginning” .’

As there is a perception that private sector participation threatens jobs, Khula argues that the
change management process should begin at the start of the PPP process, well before the
contract is signed.”®

Staff were offered four options: early retirement for those who qualified; assistance in setting
up SMMEs in their areas of expertise; work for the private sector; and redeployment within
the hospital or to other hospitalsin the area.

A few staff members chose early retirement, but then some declined to take the offer as they
considered the settlement amount unacceptable. There was great resistance to SMME
creation, though some employees did show an interest. According to Kees, employees did not
want to move across to the private sector, as they were not guaranteed a comparable wage
package.

Nchukana sees this resistance to the two private sector options as extremely important in
considering the options for accommodating public sector staff in PPPs. “It needs a mindshift.
They are still dependent on government and think government is the only work option,” she
explains.®®

Redeployment of staff

The ECDoH redeployed dl staff who had not taken the options of early retirement, SMME
creation, or transfer to the private sector. Morae is low amongst some of the redeployed staff,
as they are unhappy about their new positions, and feel that jobs were created for them “just
to keep them busy”.#° One employee cites his case as an example of how the redeployed staff
feel about losing their former functions and being trained for new roles in the hospital.
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Formerly employed in maintenance, he now has an assistant position in radiology. “1 want to
work with my hands. | am accustomed to maintenance. This is big adjustment for me,” he

SayS 211

Change M anagement L essons L ear ned

- Change management must start upfront and must include skills devel opment.
Change management is not only related to acceptance of the change, but also to
conditioning the public servants to private sector thinking
The feasibility study should examine the capacity of the employees for change. The lower
the skillslevels, the less likely that employees will be open to new ideas, no matter how
well intended

7.6 Shared Services: public service delivery capacity

Clash of cultures

It is not only the public sector approach to work that differs from the private sector, but aso
its awareness of the motive of profitability and how that affects private sector processes,
accountability and priorities. According to Linda Blignaut, the nursing manager of Isivivana,
public sector nurses are not as disciplined as those in the private sector, and services are
sometimes interrupted when nursing staff do not turn up for work.?? This has created
problemsin delivering the shared services, particularly in casualty.

The difference in culture aso has an impact on exploring possibilities for improving service
delivery. According to Khula, initiatives by the private partner to assist the public partner in
delivering quality and cost-effective services, such as more efficient utilisation of the theatres,
have been thwarted by public sector staff resistance. “Johan [Wiggil] bought into the idea, but
the staff wouldn’t agree,” he explains.®

Inconsistenciesin service delivery

The maternity ward has historically been excellent, and continues to deliver a good service to
the private sector. Private patients are attended to by their private doctors, prepared in
Isivivana, and then taken to the public sector labour ward for delivery. Both the mother and
baby remain in the public sector maternity ward and nursery for about an hour after the
delivery, and are then taken back to the private hospital. “The medico-legal responsibility
transfers to them [the public sector] while they are doing the delivery and comes back to us
when we take the patient back. But there is always one of our sisters on duty,” says
Barfknecht.”*

However, the origina intention was to share the state’'s paediatric ward, but the service
delivered did not meet the standard required by private patients. “From the first patient we
had, we realised we couldn’t do that,” Barfknecht adds.**®

The public and private hospitals share the theatre recovery room and scrub area successfully
and the staff from the two hospitals work well together.*® The private partner provides the
high care facility to the public partner at UPFS® (uniform patient fee structure) rates.”’
However, casualty and radiology have both been problematic, and have had a significant
impact on the private sector profitability.

The requirement of undifferentiated services (see below) has had an unintended consequence
in the casualty department. As all patients have to be treated equaly, private patients have to
join the queue and wait their turn. According to Khula, the state nurses fed it is their
responsibility to look after the state’ s patients and often ignore private patients. 2 “1f you are

& UPFS rates are the standard rates set down for delivery in public sector hospitals. These rates are lower than the
rates charged by the private sector.
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paying then you want better treatment. Y ou don’t want to be shouted at or to wait in aqueue,”
Blignaut stresses.”™®

Khula adds, “By the time the patient gets his turn, he could have been to PE and back. This
has a negative effect on the private hospita.””® While the private partner anticipated very
busy peak holiday periods, this has not happened, as private patients do not want to use the
Humansdorp hospital casualty.”* “Often patients only have contact with the casualty of a
hospital and they assume that the rest of the hospita is like that, whether private or public,”
explains Khula.®?

The agreement specifies that the state will supply radiology services. At the outset, the
existing equipment was outdated and the state agreed to replace it. However, it took two years
before the state replaced the equipment, causing deep frustration and lost opportunities for the
private partner, as radiology is a critical diagnostic service”® In addition, the clash in
cultures is evident in this department. “On our side, if a doctor gives an instruction the staff
do it quickly. On their side the staff won't treat it as urgent,” explains Khula?** Furthermore,
the staff are not prepared to take x-rays during lunch hours and cannot be traced, or will not
comein, after hours.

Another shared service delivered by the state is the sterilising unit. Blignaut explains the
private partner’s concern over the qualifications of the person in charge of the unit. “We
wanted a certificate to show that the person is qualified, but until now we have not seen one.
And that influences our audits,” she says.*®

The catering service has a so been problematic, partly because it was one of unresolved issues
when the agreement was signed. The private sector’'s quote was higher than the public
sector’s cost and catering remained with the public partner until a transformation initiated by
Bisho increased the number of staff, and therefore the costs in hospital kitchens, making the
private sector’s offer viable.”” An attempt to create an SMME using public sector staff was
unsuccessful, and the private partner was forced to outsource catering. “It was a disaster and
we have now taken it over,” says Blignaut.”®

Staff shortages

As in al hospitals in South Africa, nursing staff vacancies is a major issue. Humansdorp
hospital has an average vacancy rate of 50%: 100% vacancy for theatre sisters, 45% for staff
nurses.® Wiggil believes his staff are overloaded, which not only affects service delivery, but
also attendance at work.”® As a result, wards have had to be closed down and even those that
are being utilised are understaffed.

According to the agreement, the partners may not actively recruit one another’'s staff. “It
makes no sense for the private sector to compete against the public sector, because you are
competing for very scarce resources. The minute you go into a co-location you must have
agreements regarding the staff,” says Fraser.*! There has, however, been a movement of staff
between the two hospitals.

Although remuneration is more or less the same,*? the private sector offers better working
conditions in terms of the environment and flexibility of hours worked.” Public sector nurses
hear about positions by word of mouth and some have moved across to the private sector. In
some instances they have returned to the security of the public sector. “We have found that
nurses have left us as they say we work too hard here,” says Taylor.?**

The difficulty in creating and funding posts has also proved to be a challenge for Wiggil. An
example is reception: as the public sector could not get funding for the posts, the private
partner provided all services at afee to the public partner.® Part of the problem is the lack of
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understanding at provincial level; as PPPs should cost the province less, there is reluctance to
make more funds available.

Wiggil explains that in this respect, the public sector isin breach of contract, as funding posts
had been negotiated when the decision was taken to increase the hospital from 60 to 80 beds.
“Health services must be rendered by both parties to an acceptable standard. An acceptable
standard is to have posts filled. It was promised before we signed the contract and we
specificaly identified how we would comply,” he says.>® According to Nchukana, filling
vacancies is a provincial imperative, and Humansdorp hospital has been prioritised for budget
alocation. “If province does not give me budget for appointments then my hands are tied,”
she says.”

Even with vacant posts and the budget to fill them, Wiggil is having difficulty attracting staff
and is restricted by the prescribed recruitment procedures. “We recently advertised about 45
nursing posts and | received 5 applications,” he says.”® He believes that there are possibilities
for aleviating the problem, such as more creative advertising to reach the seasonal visitors to
the area. “You need to make contact with those people because they may want to come and
live here. We need to sell the area,” he adds.”

In addition to a recruitment strategy, the hospital needs a retention strategy to ensure the
success of the PPP in the long term. Nchukana suggests assisting nurses with accommodation
and making K ouga Partnership Hospital a satellite training campus for a nursing institution.?*
“Nurses are leaving because accommodation is very expensive in this area. We want to meet
them half way,” she says.®*

For the nurses, a retention strategy is simple. “In previous years, we used to work eight hours
per month overtime on night duty and they paid us for that. Then suddenly the government
stopped paying. And everybody liked that bit of extra money,”says a chief professional
nurse.**

Undifferentiated services

In terms of the agreement, the customer should not be able to differentiate between the public
and private hospitals: not only should the hospitals ook the same, but where the public and
private hospitals share services, patients should also receive the same level of service.

While the physical appearance of the Humansdorp hospital is on a par with —if not better than
— many of the country’s private hospitals, there are differences in the levels of service
delivered.*® Weimers, who is responsible for monitoring the contract, says there are minor
differences that are not compliant with the output specification. In an impromptu inspection of
the hospital he noticed the difference in the bed linen and found that the public hospital was
not as clean as the private hospital. However, he adds, “What impressed me is the seamless
integration between public and private.”%*

Although the doctors who do sessionsin the public and private hospitals are the same as those
doing sessions in the private hospital ** the differences appear to lie in the levels of service
offered by public and private sector staff, or as a result of budgetary constraints. The food is
an example: while the food is the same, the menus are different, and private patients receive a
choice and more items in their meals.®® “Their patients pay for their food and ours don't.
They are profit driven and we are trying to contain expenses,” Wiggil explains.®*

Asit isnot easily apparent that the two hospitals deliver different levels of service, Isivivana
competes with Humansdorp hospital for the private patients. “ The medical aids are swamping
us to have their patients admitted to this side of the partnership because of the lower rates. We
have had to say no because we don’t want to undermine our partner,” Wiggil explains. At an
operational level, however, the choice is left to the patient.
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According to the agreement, all casualty patients are treated as state patients until they need to
be admitted to a hospital .>®® A large sign at reception informs patients — essentially those who
can afford it — of their choice: Isivivana or a private bed in Humansdorp hospital. As private
beds in Humansdorp hospital are charged at the UPFS rate, patients often choose this cheaper
option.**® This is particularly true for maternity patients, as a chief professional nurse
explains, “The ladies go to the private doctor in town, but rather than pay awholelot to liein
the private side, they stay here and we look after them”.?® Khula, however, believes that
through the agreement Isivivana has been ostracized from taking control of patients whom he
believes rightfully belong in the private hospital .

Service, or an outcome?

The difficulties encountered in the shared services have led the private partner to seek
dternative solutions. Isivivana has devised a contingency plan for dealing with service
delivery in casuaty. Where possible — as the private hospital does not have al the expensive
equipment that is required in a casualty department — private patients are admitted to the
private hospital and treated by a doctor on call .

Barfknecht notes that little can be done about the other shared services, as sharing is part of
the concession agreement. Yet there have been some indirect benefits — at least for the
public sector. “I never understood why the state needs a private partner to uplift services, but |
now understand. If we were not here getting the service from the state, that x-ray problem
would have remained. We forced it,” says Khula.®** Barfknecht aso views the problems in a
positive light. “For me one of the nicest outcomes has been that we have shown some public
servants why the private sector can be successful,” he explains.?*®

There is a strong sense that PPPs should look at outcomes and not purely service delivery
amongst the private partner staff members. Both Khula and Blignaut believe that the private
partner should deliver all the services. “In that way you can arrange it so that the state patient
is tended to without being discriminated against, but you also provide the service that the
private patients are expecting,” says K hula?®

Taylor questions the merit of a co-location PPP if there is not equity on both sides. While the
private partner would like to deliver hotel services, “in terms of health care outcomes it
should be the same” he explains®’ Taylor and Barfknecht believe it would benefit the
private partner, cost the state less and raise the standard of health care if the private partner
delivered the services. The public side is running a 100% occupancy with a severe staff
shortage, while the private side is running at 35% occupancy and has low staff turnover.”®
Not only does the private sector attract staff more easily, but if it provided the services,
Isivivana could appoint more full time staff >

Shared Services L essons L earned

- Allocating full facilities management to the private sector should be given consideration
in co-location PPPs. Public sector staff cannot deliver a service that private patients
expect and are willing to pay for.
Public sector staff need training to accommaodate serving the private sector.
Undifferentiated service and facilities put the partnersin competition with one another in
a co-location PPP, to the detriment of the more expensive private partner.
Focus on outcomes of medical services delivered and less on the customer experience.

7.7 Black Economic Empower ment

Fraser sees PPPs as one of the most important tools for empowerment, because in such
partnerships, the public sector can stipulate how empowerment takes place. “For example,
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during the construction phase we stipulate how much of the material and labour must be
sourced locally. In the concession agreement we stipulate what the BEE component of the
private sector consortium must be and how it must escalate over a period of time. So you are
actually forcing transformation together with a lot of loca economic empowerment and
development,” he explains.®® In the case of Kouga Partnership Hospital, empowerment has
presented a number of challenges for the private sector.

Private partner equity

At the time of negotiation and signing of the contract, Life Healthcare had great confidence in
their BEE partner. “They were professiona guys who came in good faith,” says Taylor.?
The BEE partners attended all the negotiations and signed the agreement, but as time elapsed,
Life Hedthcare realised that their partner was not able to raise the necessary finance and the
partnership was dissolved.?*

Apart from not complying with the BEE requirements of the agreement, Life Healthcare has
had to finance the full private component. “It was unfortunate, but we were bankrolling the
whole operation when we should have only been in for 60%. And there is the interest bill. We
have had some healthy tax losses,” says Whatley.”®®

Subsequently, in an empowerment deal, which included Mvelaphanda, Life Hedlthcare has
reached the required BEE equity levels for the next six years.”* Life Healthcare would prefer
to have alocal BEE partner, and has been approached by some local groups. A partner could
help finance the private contribution and make the PPP profitable for Life Healthcare. “But,”
adds Whatley, “it becomes more and more difficult to get an investor if you are not

performing as forecast” %

Employing local labour

This aspect of empowerment has been extremely successful from the public sector
perspective. The construction company not only used local labour, but aso employed severd
women on the construction site.”®® “The same company went on to build the ARV clinic, the
digtrict offices and the pharmacy, so there has been sustainability. Now they will be making
their names available to other projects, and will probably get work elsewhere,” Fraser
illustrates. %’

From a private sector perspective, it has been less successful. While the unemployment rate in
the area is high, the skills levels are very low. There is also a culture of high absenteeism in
the area. This has caused delays and the contractor has been forced to bring in replacement
workers.”®®

Creation of SMMEs

At the start, the private partner was enthusiastic about assisting hospital staff to create new
SMMEs. Unfortunately, the staff resisted, preferring to work for the state, and those who were
keen, did not have the skillsto take up the opportunity.

An example is the catering, where the private partner brought in a company to provide the
service and transfer skills. The proviso was that it was a temporary arrangement, and that
once the staff were able to do it themselves the company would withdraw and the SMME
would take over. “Kitchen staff worked in the kitchen, but did not know how to cook or run
the kitchen,” says Whatley.® This did not work, partly because it is a difficult process to
manage.”” Finally, at the beginning of 2007, the private partner outsourced catering.

Although reluctant to take this route, the private sector had no choice. “If you deliver you
don’t meet the requirements of the contract and if you don’'t deliver you don't meet the
requirements,” Whatley observes.?*

35



The affected staff have a different interpretation of what happened. Kees argues that there
was uncertainty about the training that the staff would receive and concern about the future if
the business did not succeed. “It should have been introduced gradually. You can’t just tell
someone to start a business, and then if they are not successful you don’'t have an aternative
for them,” he says.?"

Khula notes that the trade unions and the state should have been more involved in
encouraging workers to participate in SMME creation from the outset, particularly because of
the culture in the area. “In Johannesburg or Cape Town they would have grabbed the
opportunity, but here in the Eastern Cape they rely on the public sector,” he adds.*”® Both
Nchukana and Moschla agree that the state should have been more involved. “Thisis a risk
factor that should have been identified at the outset as BEE is binding in the contract,” says
Moschla.*™

BEE Lessons L earned

- The private partner needs to determine the feasibility of BEE commitments.
The public sector and trade unions must be involved in encouraging SMME creation
amongst public sector workers.
“If you deliver you don’t meet the requirements of the contract and if you don’'t deliver
you don’t meet the requirements.”

7.8 Private sector profitability

Cost of capital

Despite low occupancy, Isivivana is making a profit on its operations. It is not, however,
profitable enough to cover the cost of capital or the cost of writing off the building over the
concession period.?”® Whatley explains that because it was keen to enter into the agreement,
Life Healthcare had dropped its required return to well below its normal rate. When its BEE
partner was unable to provide finance and Life Healthcare had to provide all the finance,
profitability changed dramaticaly. “If we had only put in R12 million, we would be very

happy,” says Taylor.?’®

The biggest problem, according to Whatley, is the low occupancy rate.?”” Nchukana argues
that the private partner overestimated their market. “It is mostly retired people who don’t
mind travelling to PE to see their family doctors,” she explains.””® The private partner staff
agree and cite three additional factors that are impeding the projected increase in occupancy:
pubI;c9 perception; lack of speciadists; and a general practitioner (GP) ‘mafia protecting their
turf.

Public perception: Combining the two hospitals into one entity has made creating awareness
of a private hospital difficult. All signage in the town points to the Kouga Partnership
Hospital and the agreement states that marketing must be done jointly. The shared entrance
and reception area, and access to Isivivana through the Humansdorp Hospital, aggravate the
problem. This was considered initially, but it was decided that separate entrances would
defeat the purpose of a PPP.*

While the public partner has allowed Khula to market Isivivana independently to boost
occupancy rates, this has not been as successful as expected.?®' People in the area are aware of
the improved hospital, but don’t realise that the private hospital is a separate, and fully private
facility. “It will eventually get through viaword of mouth,” says Blignaut.?

Lack of specialists: The private partner had hoped to attract specidists to the hospital
because of the improved facilities. “We worked on doctors from PE doing sessions here, but
they have not done as many as we would have liked,” Whatley explains.”®® He ascribes this to
aresistance to working in adifferent environment with different staff and the 40-minute drive
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to the patient. “Ideally you would want them to be out here, living in St Francis Bay,” he
adds.®

Dr De Souza, the public sector gynaecologist, believes that while GPs can deliver a good
service, “specialists give something extra”?® The PPP is slowly starting to attract some
specialist services that cannot be performed by GPs — such as the eye-clinic — and Whatley
hopes these will have a positive impact on future revenues.?®

Resistance from the local GPs: Historically, the local GPs have had a monopoly on service
provision, as the inadequate facilities at the old hospital inhibited a flow of speciaistsinto the
area. The GPs provided some specialist services — such as obstetrics, gynaecology,
paediatrics, and anaesthetics — and referred patients who needed higher levels of care to their
network of colleaguesin PE.

Prior to concluding the agreement, both the public and private partners had surveyed the local
doctors. ®" The responses were extremely positive and the doctors agreed to support the PPP,
but, in practice, the response has not been as enthusiastic. “ That iswhat it is all about. We are
creating a facility for the doctors, full access to a private hospital. Some use it, but many just
don’t support it,” says Wiggil %

Specialists who come to Humansdorp to work in the public sector hospital while establishing
private practices are bypassed, as the local doctors are still providing specialist care to their
patients or referring them to PE. As a result, the specialists do not stay in the area. Khula
describes a catch-22 situation: bringing specialists in alienates the local doctors, while not
bringing them in means that patients go directly to PE and bypass Isivivana® De Souza sums

up the problem: “The GPs here provide a fantastic service, but there is exploitation”.*®

Cost of serving state patients

All cross-services provided between the two partners are charged at UPFS rates. “Which
means that we are getting good service, basically at cost,” says Fraser.®' The private sector
aso benefits asit pays UPFS but charges out at the private rate.

According to Khula, however, the arrangement is not as beneficia as it appears. Fees
generated from serving a public sector patient can be as low as 80% of the private sector fee,
depending on the service®? “What possibly went through our minds when we were
negotiating was that this place is going to be pumping and we won't have place for the public
patients,” says Khula.

In terms of the agreement, the public sector can appropriate the private sector wards and
theatre in the event of any major trauma, such as a bus accident. As alevel 1 hospital, staff
can only stabilise patients before transferring them to PE. “With access to the private sector
facilities and the level of technology and expertise that they have, we can now treat the patient
where they are,” Fraser explains.®® Although there is an opportunity cost for the private
sector in serving state patients when it could be serving private patients at a higher rate, Jooste
believes thisis not problematic. “ They are never 100% full, so they can recover the costs on
the empty beds,” he says.?®

Williams cautions against direct comparisons between the public and private cost of
delivering a service. The public sector often appears cheaper, because it does not have the
stringent requirements of the private sector. “ There should be a common spec,” he adds. >

Spirit of the agreement: Taylor and Barfknecht acknowledge that because of the speed of
the negotiations and the pressure to close, they accepted prejudicial conditions. “We should
have stayed firm on two things: our BEE partner and the radiology department,” says
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Taylor.*" He adds that two valuable lessons that they have learned are to provide for enough
time to review the agreement and to develop afall back plan.”®

Jooste argues that the state is willing to review the agreement if there are fundamental flaws
falling outside the parameters of normal business risk. “I will look at it if you have major
issues of viability. We do listen — 20 years is along time. But if you have made a mistake in
your demand estimate, that is the risk of business,” he adds.”**

Private Sector Profitability L essons L ear ned
The private partner must be able to differentiate themselves in the marketplace to ensure
sustainability
A thorough, impartial feasibility study — to protect both the public and private partners —
must be conducted to establish whether the community will support the PPP.
Eagerness to enter into the first PPP agreement in the province comes at a cost.

8 STAKEHOLDER FEEDBACK

Meetings and interviews were conducted with 35 people involved with, and affected by, the
Kouga Partnership Hospital, to extract the views and experiences of stakeholdersin the PPP.
Annexur e 6 shows the list of interviewees.

8.1 Social Benefit and Impact on the Community

The Kouga Partnership Hospital PPP has made a significant impact on heath service delivery
in the Humansdorp area and has been extremely positively received by the community. Prior
to the PPP, the physical infrastructure was in disrepair, services were limited, and the
community was reluctant to use the hospital.

“The hospital was very dirty, it had been vandalised and the standards were low” —
MonicaMajola, chairperson of the K ouga Partnership Hospital board®®

“The hospital was terrible and we could not do anything else financialy” — elderly patient
in the queuein OPD ¥*

“Die kwaliteit was nie goed nie, en hulle het die mense ook nie goed bedien nie. Mense
moes PE toe gaan na die staatshospitale wat baie sleg was’ — minister from a local
church?

“The service was good, but the facilities were bad. The treatment my husband got was the
best they could give” — private patient in Isivivana™

“Die pasiente het 'n totale weerstand ontwikkel teen die hospitaal — behalwe die
armlastige mense wat geen ander keuse gehad het nie. Al het ons die hospitaal gehad,
was daar vir praktiese doeleindes geen hospitaal. Ons het opgehou opereer” —local GPin

private practice **

“It was readlly very basic care. There was a sense of not being able to do too much and
redirecting cases to PE” — De Souza®”®

Impact on Patients

Subsequent to the improvements, the community is confident in the service offered by the
public sector hospital, which is now fully utilised. The maternity ward often overflows,
despite the 16 additional beds™® and Caesarian sections have increased from two to three per
week to up to six per day.*” Stakeholders are satisfied with the cleanliness and service levels
overall.
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“Once a month | go to the hospital to do an inspection, asking the patients how they are
being treated — everyone is giving good comments’ — Monica Mg ola, chairperson of the
K ouga Partnership Hospital board®®

“People went to private doctors rather than going to hospital. They come to the hospital
now because of the services’ — patient in the queuein OPD 3*

“Dit is baie geriefliker. Ek het geen klagtes oor die diens nie’” — mother of a patient who
had just returned from treatment in PE **°

“It is better now. It is more comfortable” — patient in the maternity ward ***

“Our neighbour who used the public side said that it was fantastic’ — private patient in
Isivivana **?

One of the most significant benefits is that patients — in particular the poorer patients who
don’t have their own transport — no longer have to travel to PE for consultations and fairly
simple procedures. Because of the improved facilities, the hospital now has a physician, a
gynaecologist and the outreach programme from PE, which brings specialists down for
services such as the eye-clinic.?

“The impact has been on their travel costs: they would go through at 7am and if they were
not seen by 4pm they had to sleep there — just for a routine consultation” — Humansdorp
Hospital pharmacist™

“We do our Caesarean sections here. In the past they mostly had to go to PE, and that was
terrible for them because they had to go out of their family circle” — public sector chief
professional nurse *°

“Toe die hospitaal opgegradeer is het omtrent drie-kwart van die gevalle wat normaalweg
PE toe sou gegaan het, hier kom & —minister from alocal church *°

“It is a big improvement — better than going to Livingstone” — elderly patient in the queue
in OPD

“1 have afriend who has just come out of the provincial section. He had an operation done
in Uitenhage, which is terrible. But here, gosh what a differencel” — private patient in
Isivivana '

“Hulle wil nie PE toe gaan nie want hulle kry goeie diens hier” — public sector senior
assistant nurse 3%

“Van hulle gaan nog PE toe. Maar baie mense is tevrede. Ons bly in ons eie area” —
redeployed employee®™®

Amongst private patients, |sivivana elicits positive comments:

“The people who have been here and experienced it — their comments on the comment
cards are very, very positive” - Blignaut >

“Everyone is so friendly. The hospita is beautifully done. The staff have been around us
al thetime” — private patient in Isivivana **

as does Humansdorp Hospital and the PPP overall:

“Jy betaal R1 000 daar onder om te |1é en R500 by die staat. Hoekom moet ek my medies
laat uitgaan op R1000 n dag? Dis onnodig” — redeployed employee®®

“Dis netjies, skoon, goeie diens. Saatspasiente en privaat. Altwee kry dieselfde goeie
diens. Daar isnieeintlik 'n verskil nie” —minister from alocal church®*

“Now it is wonderful, absolutely fantastic. We are actualy very privileged to have the
hospital done over.” — private patient in Isivivana, referring to the Kouga Partnership
Hospital**
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Impact on nursing staff
The nursing staff take pride in the new facilities and their task has been made easier because
of upgrading of equipment. According to Dr Opperman, alocal GP who uses the hospita, the
staff are trying their best, but the staff shortage is undermining the benefit of the improved
working environment.*

“They feel professional about themselves and they benefit from it personaly” — minister
fromalocal church”®’

“The people say the hospital is looking nice. That makes you feel good about your work”
— public sector chief professional nurse®™

“Die suurstof silinders moes ons self stoot en dit was baie swaar. Daar was baie goedjies
wat baie ongerieflik was vir ons. Nou is dit baie beter — die suurstof apparaat is in die
mure” — public sector senior assistant nurse®®

“We work very hard here, but | am happy. We have more things than some of the city
hospitals have” — public sector chief professional nurse®™

“1 never get bad comments. Only from the nurses who are struggling because of the staff
shortages’ — Monica Majola, chairperson of the K ouga Partnership Hospital board***

“Jy moet 5 mense se werk doen. Ek sal sé dat as daar meer personedl kan kom sal dit baie
lekker wees om hier te werk” — public sector chief professional nurse®

Impact on doctors
The improved facilities have attracted some specialists who previously were not willing to
work under the conditions at the hospital.

“1 think we have some of the finest doctors in this area — and they are able to do some of
the smaller operations now that there are better conditions’ — private patient in
Isivivana®®

“They would not have put foot in that old hospital. It was literally a high-risk
environment” — Fraser®™*

“Ons opereer weer, en ons het die hulp van 'n chirurg. Ek self verwys nou baie min weg
van my af” —local GPin private practice®™

“The PPP attracted specialists that might not have considered working at a normal
government hospital — Humansdorp Hospital pharmacist *°

Impact on the community

Members of the community are relieved to have good medical facilities in the area and
perceive the service to have improved despite the staff shortages. In addition to assisting the
poor through easy access, the new facilities are a comfort for retirees. The area attracts many
international visitors, and the Humansdorp community now feels a sense of pride in what it
has to offer.

“1 think it is a relief for the community to know that we have a decent hospital and we
don't have to go al the way to PE. | just took a bad turn and this is so convenient” —
private patient in Isivivana®’

“1 live in the location. The people feel better about the hospital” — patient in the maternity
Ward338

“Baie mense praat en hulle s2 dit is lekker hier” — patient in the maternity ward **

“The people think it is a good hospital and they are happy about the hospital” — patient in
the maternity ward*®
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“The pharmacist at St Francis Bay said we have redly turned around the medical care in
the area. We get glowing reports from the residents of St Francis who hear it from their
domestic staff. We get patients here who have been sent back, badly cared for, by the PE
hospitals” — De Souza™

“Vandat dit opgegradeer is het ek nog nooit gehoor van 'n klagte. Die mense praat met
lof oor hoe die verpleegsters versorg” —minister from alocal church®?

“People say it is fantastic. It's clean, new bedding, its tidier, nurses seem to be better
trained. It is also probably because they are working in a better environment” — elderly
patient in the queue in OPD **

“Also people feed more confident about getting value for money just because of the
improved appearance of the hospital — even though the staffing is the same” —
Humansdorp Hospital pharmacist ***

“Die mense wat hier kom bly neem kennis van die hospitaal. Dit is n trekpleister” —
minister from alocal church®®

“Vir afgetrede mense is die hospitaal belangrik. Daar is definitief vertroue in goee
doktersen 'n goeie hospitaal” —local GPin private practice®®

“Die mense wat aftree op Jeffrey’ s Bay en S Francistree met groter gemak af” — minister
from alocal church®’

“In this area you get people from abroad. It is realy a good initiative. The community
feels very proud of this hospital — Monica Mgola, chairperson of the Kouga Partnership
Hospital board®®

“The community is very positive about the facility as a whole — particularly the older
people who can't drive to the city” — Blignaut®*

Relief for PE hospitals

A consequence of the improved and wider range of services is that there are fewer referrals
from Humansdorp to the tertiary level hospitalsin PE, which are overcrowded.* The hospital
is referring approximately 50 patients to hospitals in PE per week, whereas before it was
referring as many as 500.%*

Higher expectations
As better services become the norm, expectations have started to rise and a call from the
community is for awider range of specidists, and therapists.>*

“The whole Kouga region will benefit from this hospital. People go to George because PE
istoo far, but Humansdorp will be closer. And the private care unit will develop more and
people will benefit. If expansion happens, the people will use it” — minister from a local
church®?

“More specialists will be a great benefit. Thisis a very big community if you include the
neighbouring municipalities. Kougais a big area and the Koukamma area is also big. This
hospital supports these two municipalities’ — Monica Magjola, chairperson of the Kouga
Partnership Hospital board**

“Al wat ongerieflik is is as Jy sekere dokters wil sien dan moet jy baai toe gaan. Ek
wonder of dit nie moontlik is dat daai dokters vir sekere tye hiernatoe kom — mother of a
patient who had just returned from treatment in PE >

“They must get more specialists and more staff” — patient in the maternity war

“If they could bring in more specidists it would be wonderful” — private patient in
Isivivana®’

d 356

Staff want nursing accommodation®® higher salaries .** Doctors expect a wider range of
specialiststo offer acomprehensive service, and enough of the right staff:
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“When we advertise for nurses we don't get applications because there is no
accommodation. We are looking at ways to accommodate the nurses who come from
outside the area’” — Monica Mgola, chairperson of the Kouga Partnership Hospital
board®®

“When it comes to good medical care it will only be good if there is a specidist in every
sphere of medicine here” —local paediatrician in private practice®

“The hospita is not the problem. It is who is running the show. Who are the doctors and
who are the specialists?’ —local paediatrician in private practice*

“Asjy die ding aan die gang wil kry moet jy kundige mense hé. Dit help nie om mense te
hé wat nie die show kan run nie” —loca GP in private practice®*

“l came here to find that the medical staff were very low level — newly qualified and
inexperienced, or foreign doctors — and a terrific shortage of nurses. Things were done ad
hoc, there was a lot of chaos and alot of work done by the nurses’ — De Souza®*

“Bisho must get enough nurses and doctors there. If you look at the chaps working in

casualty, they are ‘gedaan’. Thereis no end to it” —local paediatrician in private practice
365

Catalyst for new development

The hospital has aready proved to be a catalyst for new developments, as the upgraded
facilities caught the eye of provincia authorities. The AIDS clinic, with the supporting
infrastructure, which was earmarked as an ART rollout site, is an example. The area has one
of thgﬁhighest HIV/AIDS prevalence rates in the province and an exceptionaly high mortality
rate.

“It caused alot of attention and excitement around the project — from the premier down.
They are interested to seeit grow and develop and where it can go” — Jooste.*”

“You need to have avery good dispensary system and they have it here. And if they need
someone to be admitted, they can use the hospital” — Counsellor Virginia Benjamin®®

However, as the hospital has only been operational for two years, it is not yet evident whether
there has been local development that flows directly from the benefits of the PPP. ** The
construction process and the outsourcing of services such as the laundry and catering, have
however, created jobs indirectly.*”® The failure of SMME creation as part of the BEE drive
has been a disappointment for al the stakeholders, but there is optimism that this will
improve.

“[Theloca community] think it is a very difficult thing to form a company, and they are
scared. If a company takes them on board and transfers the skills, then after a few years
they will know how to do the things. That would help here” —MonicaMagjola, chairperson
of the Kouga Partnership Hospital board*"*

“There are the very rich and the very poor and very few in the middle. And what is
heartbreaking is that people have accepted that it should be like that,” — Counsellor
Virginia Benjamin®"

“My long-term vision is that once you learn a maintenance skill in that environment and
are well trained, there are many clinics and schools in that area that need maintenance
desperately. So the spin-off could be far greater than it would appear, just in sustainable
job creation” - Fraser®”
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8.2 Future possibilities - a new basket of services

Fraser's optimism may not be unfounded. Humansdorp is the nucleus of an area that is
experiencing rapid growth, with people flocking in from more destitute areas in search of
work on the fruit farms and on the fishing boats, in addition to the influx of retirees®* By
responding to the increasing demand, the PPP can generate further opportunities for improved
health service provision and local economic devel opment.

Jooste explains that doctors retiring in the area are bringing in speciaised skills. Access to
these professionals puts the ECDoH under pressure to reconsider the basket of services
offered.®”® “They have retired, but still want to work. They don’t want money. They just want
to make a contribution and cover their travel costs,” Wiggil adds>”® This creates the
opportunity for training, mentoring and providing arange of specialist services.

Training

Benjamin is adamant that an effective way of addressing the staff shortage and unemployment
problem is by training people from the community, who speak the local languages, as nurses.
Furthermore, there is enough space on the grounds for a training centre and nurses home.*”’
The matric pass rate at the schools in the area is high, and many matriculants are unemployed
and can be trained as assistant or staff nurses.*”

Mentoring

De Souza, who was formerly at the Wits Medical School, sees a mix of energetic young
doctors who can endure the workload, and retirees who don’t want to be called out at night,
but are willing to mentor and get involved. “With this pristine facility, plus a bit of academic
input, you can offer a service’ he says.*”

Specialist services

The improvement in services since De Souza arrived makes a strong case for expanding the
specialist services. Wiggil describes a skilled anaesthetist in St Francis Bay who has headed
departments al over the world. “He can make an impact training doctors here in the Eastern
Cape’;éohe says, adding, “and you need cooperation and insight from the department to do
that”.

“We are not trying to create a specialist hospital here. The facility will determine the level of
care we can offer. We don’'t have an ICU or certain kinds of specialised equipment,” says
Wiggil.**" De Souza agrees and adds that an ICU requires a high staff complement, and would
not be viable.

An integrated approach

Benjamin asserts that a far more integrated approach is required for dealing with community
issues as health is not being addressed in its totality.® This includes consultation with all
stakeholders — which includes the community and all relevant loca and provincid
government departments — from the start of such projects, and in decisions relating to the
closure of hospitals and transformation of health service provision.®® She cites the integration
between the SAPS, the hospital and trauma counselling for rape clinics as an example of what
could be added to the basket of services.®*

To achieve this basket of services, the province must address several problems. For Benjamin
it means acknowledging the growing population density in the area and updating the health
plan accordingly.®® For Kouga Partnership Hospital, it means flexibility in terms of alowing
a hybrid Level 1/Level 2, and possibly some Level 3, facility.® “At the end of the day
practicality and common sense must rule. There is no sense in referring patients to PE when
thereis skill there that can operatein afacility that isfirst class,” Jooste adds.®
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It also meant creating posts for new doctors that the hospital attracts, and paying doctors who
provide services, on time. Several specialists had shown an interest in working at the
refurbished hospital, but had lost interest, as appointments took too long. **® “You must make
the appointment official, as there are medico-legal risksinvolved,” Wiggil explains.

Doctors who delivered services to the public sector were not paid on time. In December,
during the peak season, Opperman’ s partnership withdrew its services, as an amount of R126
000 had been outstanding for some time.**® Others had waited several years for payment, and
stopped their association with the hospital *® “It is critical to the PPP but in a more subtle
way. If the doctors are not here, nothing can happen, and we have to send patientsto PE —and
we undermine the private partner,” Wiggil says.*"

Nchukana concedes that many of these problems need review.** The ECDoH recognises that
Humansdorp Hospital is becoming a hybrid of Level 1 and Level 2 services and she is
investigating the referral system, so that the hospital is developed into a referral hospita for
certain services. “We can develop it with more clinics and rather than taking patients to PE,
we can take the specialists to Humansdorp. It would be part of the partnership and will
increase the income of the hospital because they would serve the private hospital t00.>*

8.3 The future of Kouga Partner ship Hospital PPP

When asked whether the improvement in service delivery at Humansdorp Hospital would
have been as successful without a private partner, the response was emphatic. “I doubt it,”
says a local paediatrician in private practice. ** Totally not. It was a total shambles,” says a
local GP in private practice.**® Hospital board members stress the role of the private sector
hospital in encouraging public sector improvement. “Things from Bisho come very slowly”,
says Benjamin.*® “The private side is lifting the standard on the public side. It has brought
competition, and we must be close to them, not lower,” says Majola.®”

However, the PPP cannot, as yet, be declared a success, as the final measurement has not
taken place. In addition to the ambiguity relating to responsibility for the variation orders,
implementation of an IT system for the hospital remains unresolved. The system originally on
offer istoo expensive and could jeopardize the privacy of the records of the partners.®

Both partners have at times been in breach of contract, although the public sector has been
responsible for the most non-compliance. “ They know that we can pull out and get R9 million
right now, and negotiate a further amount” says Taylor.**® Wiggil concurs that the private
partner is entitled to dissolve the partnership and that it will cost the state close on R15
million.*® Neither partner, however, intends that this should happen.

“We have gone through the worst, and | think the encouraging sign from our side is that we
have seen growth year on year since we started in 2004. So it shows me that we may not be
realising the returns we wanted by thistime, but we are on our way there. We must now make
sure that we get there,” says Khula.**

“We are all committed to talk about the issues, resolve them and find common ground, within
the spirit of the agreement. That is the positive attitude everyone has,” Wiggil adds.*”

9 IMPLICATIONS FOR FUTURE PPPS

9.1 Replicability
The co-location model has already been replicated in the Free State and Limpopo, and is
being used in the procurement process for co-location PPPs in Grahamstown and Port Alfred.
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The two Eastern Cape PPPs are taking it a step further: the private partner will be responsible
for maintaining and replacing all equipment.*®

The Grahamstown and Port Alfred PPPs are not partnerships with Life Healthcare, and the
two parties voice different reasons for this. Jooste believes that the PPP did not have the
support of Life Healthcare' s top management.*® According to Taylor, Life Healthcare had the
institutional knowledge and was keen to do the PPP.*®

Life Healthcare calculated the cost at between R85 million and R100 million —well above the
R50 million affordability level and asked for permission to submit a non-compliant bid.*®
The company was given permission, and two weeks, to submit a non-compliant bid, but were
unable to get all the necessary approvals at such short notice. Accordingly, it withdrew.

“We were very surprised to hear that a R120 million bid had been awarded,” says Taylor.*’
“If you are looking for the best price on a R120 million deal, if there are only two bidders and
one drops out, you should stop. They should have gone back to the market as a R120 million
project. At R120 million there would be more interest,” he adds.**®

9.2 Life Healthcar€e swishlist

Humansdorp has been a valuable experience for the private partner. Going forward, however,
they are more interested in facilities management and a management contract to deliver
clinical services to the state.*® “Government would see itself as a procurer of services rather
than a provider. We would run the hospital for the state and they would pay us afixed rate per
patient,” says Taylor.*

Khula argues that this is a way to pass both infrastructure and clinical service delivery risk
onto the private partner. “Our company’ s core competency is running hospitals. | would never
again let my return on investment depend on the number of patients | have,” he adds.***

Considerationsfor Health Sector PPPs

PPPs — and particularly full maintenance and clinical service delivery contracts — alow
government to demand delivery, rather than being at the receiving end of demands for
delivery, whileit retains and maintains its assets.

In the Eastern Cape, Jooste estimates, refurbishing the hospitals will cost R30 billion and if
the public sector undertakes the job itself, it could take up to 30 years to complete. An
infrastructure budget of R700 million per annum means that by the time one refurbishment is
completed, the rest of the infrastructure will have falen into decay.*? “I find it difficult to
find negatives. The only thing that | would like to see is that these things happen on a greater
scale” says Jooste.*®

9.3 Size

Co-location PPPs are best suited to smaller hospitals and communities as the community
takes ownership of the facility,** and it is easier for the partners to develop and maintain a
strong relationship. “Right model, right time, right size population, right size hospital. It isa
small project and the province is getting the best deal out of the PPP,” states Taylor.*"®

94 Win-win

Although PPPs assure the private partner of guaranteed payment, there is a flip side. “The
margins are dim and you have a 20 year contract,” says Barfknecht.”® It is therefore
important that both partners are willing to review the deal on a continuous basis in the interest
of sustainability, and the public sector should avoid a one-size-fits-all approach. “They must
be careful not to kill the golden goose,” says Whatley.*"’
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95 Rethinking health service delivery

Lessons learned from Kouga Partnership Hospital indicate that health service delivery must
be approached with flexibility, depending on the needs of the community rather than imposed
structures. This would require an open-mindedness towards hybrids of the levels of
healthcaise, as well as rethinking outsourcing clinical services which up till now has been “a
no-no”.

9.6 PPP deal flow

Williams recommends that the PPP unit becomes a marketer and enabler of PPPs, and |ess of
aregulator.*® The unit should also have a budget to supplement PPP projects, in the event of
shortfalls, as the provinces have several priorities and need to spend money uniformly.*?
“The unit has promoted PPPs for along time, yet there are not alot of them coming through,”
says Williams.*

Taylor is relieved that the Humansdorp PPP was not subjected to the onerous conditions of
later PPPs. “ The transaction advisor and legal fees are so enormous now, that it has become a
problem for moving forward with PPPs,” he says.**

“If you look at the amount of infrastructure that has been delivered in this country in the time
that PPPs have been in place, then one is inclined to say that PPPs have delivered a lat, in
spite of the challenges,” Moschla concludes.”?

10 CONCLUSIONSAND RECOMMENDATIONS

Although Kouga Partnership Hospital is small, both in terms of its size and the financial
implications, it represents a microcosm of the challenges and successes in a partnership
between the public and private sectors. This is particularly true because of the close
association of the partners through sharing services. As such, the lessons learned in
Humansdorp are valuable for future PPPs.

This section draws together the conclusions and recommendations of those who have been
involved in this PPP, as well as those of the Wits team that have worked on this case study. It
seeks to answer the questions: is the PPP at Humansdorp delivering value for money? What
should be done to ensure that it operates effectively into the future? And what can be learned
from the PPP experience at Humansdorp to inform other PPPsin the future?

101 Valuefor Money

In financial terms, it is not possible to assess whether the PPP is delivering affordability or
value for money at this stage, as measurement and sign-off of the project have not yet been
finalised. As there is some debate regarding who carries the liability for the variation orders,
affordability and value for money may well be affected by the fina measurement.

However, assessment of the comments from interviewees in the provincia department, the
manager at the hospital, and the private partner, confirms that the agreement favours the
public partner significantly above the private partner. It could thus be argued that the ECDoH
could not have delivered a comparable service for the money it hasinvested or the expenses it
has incurred in terms of the unitary fee. In the interim, calculations show that in the first year,
the hospital saved 13% of its budget. This saving is not easily apparent as a result of changes
in policy and procedures that have affected the recording of expenditure. In the absence of a
PSC, however, no definite conclusions can be drawn.
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When assessed on the softer issues such as the impact on the community, whether through the
experiences of patients, families, staff or residents in the area, the impact of the refurbishment
of the hospital has been significant. Accessibility to good health care in the district is not only
a comfort to the residents, but has aso improved the quality of life for the least privileged in
the area who formerly had to travel long distances at great expense and discomfort for
anything more than basic medical attention.

BEE, however, has not gone according to the intentions of the agreement and the private
partner. Employees had neither the skills nor the inclination to take up the opportunities
offered to them. This is attributed to the prevailing work ethic and low skills' levels in the
community surrounding Humansdorp.

10.2 Sustainability

The most valuable lessons learned are derived from the overrun of the contract and delayed
measurement of the PPP, the first being the importance of the feasibility study when entering
into a PPP agreement. As this PPP was conceived prior to regulation 16, and retrospectively
attempted to comply with the regulations, procurement was not grounded on feasibility, but
rather on a wish list. Problems associated with the lack of adequate expert input and
specification of requirements emerged in the implementation stage, and at a cost to both
partners.

The manner in which problems are resolved in this PPP highlights the importance of the
relationship between the partners, both at the hospital and between the principa organisations.
As Kouga Partnership Hospital is a co-location PPP, the public and private partners are
intrinsically bound on a daily basis through facilities management and shared services, and
the nature of the relationship between the partners at operational level can easily jeopardise
the PPP. The relationship as it stands at present is, however, a success factor. So too is the
commitment between the principal organisations, the ECDoH and Life Healthcare Group, to
make the PPP work.

The relationship between the PPP as an entity and the bureaucracy of provincia departments
is a present a risk to the sustainability of the PPP. This is ascribed to the lack of
understanding of the concept and processes related to PPPs throughout the provincid
structures; and a lack of appreciation of the consequences of public sector non-delivery in
terms of the agreement and the impact such non-delivery has on the viability of the private
partner.

10.3 Transfer of risk

A significant transfer of risk — the transfer of some of the facilities maintenance services to
the private partner — occurred late in the negotiation process. Subsequently it has become
evident that the public sector partner has not delivered the services that it retained adequately
and has had to transfer them to the private partner for delivery. The public sector has also not
delivered according to the agreement on medical services, such as radiology. This means that
the public sector is not complying with the agreement, thus incurring the risk of penalties, and
aso that the viability of the private hospital, and thus the partnership, is at risk.

This potential risk leads to evaluation of the model of this particular co-location PPP, and
recommendations that arise from what has been learned. While the size of the hospital and the
community are deemed contributors to the success of the partnership, the interdependence of
the partners, or more explicitly, the private partner’s reliance on the public sector partner for
delivery of critical services has caused problems from the outset of operations. While skills
shortages may condone the lack of delivery, critical services should be alocated to the partner
that can deliver them most effectively — at least in the short term. In this case, it is private
partner.
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104 Best Practice Highlights and Recommendations

In summary therefore, this PPP clearly displays some best practice highlights. At the same
time, some of its problems give rise to recommendations for better PPP practice.

Fi rstly, the best practice highlights from this PPP:
ensure that the process is driven by committed decision-makers;
ensure that the knowledge inherent in the project team is preserved for implementation;
and
acknowledge that the relationships between the PPP entity, the public partner organisation
and the private partner organisation are critical to the success of the PPP.

Secondly, our best practice recommendations:
involve experts to avoid making unnecessary mistakes;
employ competent transaction advisors with relevant expertise and a commitment to
ensuring a sustainable partnership;
negotiate for a sustainable, win-win partnership that will produce the best outcomes;
ensure that the agreement is clear, well-structured and sound,;
ensure that there is a sound partnership management plan in place;
ensure that the feasibility study considers the community and its capacity to exploit BEE
opportunities that may arise from the PPP;
ensure that there is a dedicated contract management team close to the operations of the
PPP;
understand that administrations come and go over the duration of the PPP, and build this
into the management plan for the PPP; and
understand that the members of the project team come and go over the duration of the
PPP, and build knowledge transfer into the project management plan.
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11 ANNEXURESTO THE CASE STUDY

Annexurel Transaction Advisor Terms of Reference

The transaction advisor’ s key tasks comprised two phases:

Phase A
Review of all relevant project information to become familiar with:
the ECDoH and Hospital needs with regard to the project;
the entire advertisement, proposal, evaluation and selection procedure followed to date of
appointment;
the contents of the preferred bidder proposal and subsequent revisions;
the current operation of the Hospital;
the financial elements of the operation of the Hospital (including budgets and expenditure
records);
the feasibility study prepared by the Equity Project;
the legal review of the process,
the views of the PPP Unit on the project;
the views of the provincial treasury on the project; and
other relevant information.

During this review process the transaction advisor was required to liaise closely with the
ECDoH, visit the hospital and the ECDoH as often as necessary and ensure that sufficient
information was extracted for the needs of the Project.

The DPW would assist in revising the list of requirements for revitalising the hospital and set
al design and construction standards to be met by the private sector in the PPP. The DPW
would also be responsible for assisting the ECDoH in monitoring during construction.

The ECDoH would provide al medical expertise required by the transaction advisor for
completing the tasks.

Conduct of a detailed legal analysis of the Project, which entailed the following:
notwithstanding the ECDoH legal review, the transaction advisor had to derive comfort
regarding the process followed in the Project to date and that the Project falls within the
legal framework for the procurement of such a PPP;
assisting the ECDoH in creating a patient choice code of conduct for both parties;
assisting the ECDoH in creating a staff retention code of conduct for both parties;
assisting the ECDoH in creating a service level agreement (“SLA”) to serve both parties.
The ECDoH would be responsible for creating the technical elements of the SLA;
formulating a proposal for the treatment of PPP revenues within the framework created by
the provincial treasury; and
formulating a policy on al legal issues arising from the sharing of facilities including
medico-legal liability.

Phase A Fee (inclusive of Value Added Tax): R100,000.00

Phase B
Define the parameters within which the negotiations must proceed in order to reach
contractual close. These parameters would establish the ECDoH’ s position on, amongst
others:

contract duration;

arisk profile that includes arisk identification system and a quantification of risk;
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the fixed and marginal costs of operating and maintaining the shared facilities at the
Hospital and the cost of providing all services necessary to the operation of the private
hospital;

the necessary elements of a payment mechanism,

deviations from the financial proposal submitted by the preferred bidder;

deviations from the risk profile of the preferred bidder bid,;

insurances required from the preferred bidder;

the negotiation process and timetable;

the negotiation team; and

contract monitoring and enforcement;

The transaction advisor was to draft a Concession Agreement to the satisfaction of the
ECDoH and the PPP Unit encapsulating the above requirements.

During the negotiation stage, the transaction advisor was required to:
assist the ECDoH in its negotiation with preferred bidder by generating financial project
datafor the ECDoH and reviewing and commenting on financial datafrom the preferred
bidder;
advising the ECDoH on key contractual issues,
advising on the contractual arrangements of the preferred bidder which may include
reviewing of shareholder agreements, construction contracts, operation and maintenance
contracts; and
generating versions of the draft concession agreement at appropriate stages that reflect the
negotiations culminating in afinal version of the agreement.

The transaction advisor was required to prepare a short report to be submitted by the ECDoH
to the Provincial and National Treasuries setting out how the PPP contract ensures value for

money within affordability constraints and how appropriate risks are transferred. This report
required approva by both Treasuries before financial closure.

The transaction advisor was required to assist in ensuring that all conditions precedent to the
signing of the contract were fulfilled.

The transaction advisor was required to attend ECDoH liaison meetings and briefing sessions
during the project procurement period.

Phase B Fee (inclusive of Vaue Added Tax): R400,000.00

Source: Ignis Project & Finance Solutions, Transaction Advisor Project Close-out Report for the
Humansdorp Hospital Co-location Public Private Partnership Project, November 2003.
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Annexure2 Issuesarising from the Afrox bid, February 2003.

Issues that required resol ution for the project to be concluded were:

A shortage of +/- R3 million between the construction and upgrade requirements of the
ECDoH and the affordability level of Afrox for the Project.

Afrox required, in addition to the facilities management services required by the ECDoH,
theinclusion of catering services as part of the facilities management servicesto be
provided by the concessionaire to both public and private sectors at the Hospital.

Aspects of the proposed design were not fully acceptable to the ECDoH and required
revision, particularly with regard to placement of key medical areas, ward size and patient
flows throughout the hospital.

Due diligence by the concessionaire on the existing facilities to discover latent defectsto
be remedied by the ECDoH before the risk and maintenance obligations therein pass to
the concessionaire.

Inclusion of medical and non-medical equipment as part of the maintenance requirements
of the concessionaire required finalisation.

Shared medical services, standards of service and tariffs for the provision of medical
services and consumabl es required finalisation.

The basis of sharing by the ECDoH in any excess revenue generated by the
concessionaire.

The basis on which utility services would be shared between the parties required
finalisation.

The provision and value of any parent guarantee provided by Metropol in support of the
concessionaire’ s obligations.

The socio-economic requirements of the bidder required more detailed commitmentsto
be developed and built into an empowerment plan for the project.

Source: Ignis Project & Finance Solutions, Transaction Advisor Project Close-out Report for the
Humansdorp Hospital Co-location Public Private Partnership Project, November 2003.
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Annexure3 Contested features of the contract

Additionsto the draft concession agreement related primarily to the devel opment of aspects
of the agreement not included in the draft concession cgreement and which were finalised
during the course of negotiations. These aspects included:

Theinclusion of the provisioning of facilities management services by the concessionaire
as part of the agreements and the development of an SLA in terms of which the
concessionaire would be required to provide the facilities management services and be
monitored in such provision.

The development of a payment mechanism for the project in terms of which the ECDoH
would pay the concessionaire monthly service payments for the provisioning of the
facilities management services. Performance and availability failures on the side of the
concessionaire in the provisioning of the services would result in payment deductions
from the monthly service payments to the concessionaire.

The devel opment of an empowerment plan for the project in terms of which the
concessionaire is required to meet specific socio-economic targets (see paragraph 1.21
above), failing which the concessionaire would be penalised through deductions from the
monthly service payments.

The finalisation of the construction aspects of the project, including the finalisation of
design drawings, the construction programme, completion dates, phasing of construction,
the development of a scheduled list of upgrades and materials and finishes and the
finalisation of due diligence itemsin respect of the existing facilities.

The development of financial provisions regulating the sharing by the ECDoH in excess
revenue generated by the concessionaire from the project.

The finalisation of small outstanding items in respect of the draft Concession Agreement.

Source: Ignis Project & Finance Solutions, Transaction Advisor Project Close-out Report for the
Humansdorp Hospital Co-location Public Private Partnership Project, November 2003.
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Annexure4 Resolutionsto theissuesarising from the Afrox bid

Theissues, as set out in Annexur e 3, were resolved as follows:

The ECDoH and Afrox agreed to split the difference of R3 million down the middle with
the ECDoH and Afrox each contributing R1.5 million to close the gap. The ECDoH
contribution would be payable to Afrox on completion of construction at the Hospital
The parties agreed to exclude catering services from the project, and that they would
jointly pursue the best catering solution guided by the principles that there would be
continued use of the existing kitchen and staff and the cost to the ECDoH should not
exceed its current cost. Options to be examined would include the concessionaire
providing a catering consultant and the creation of a catering SMME by the existing staff.
DPW in collaboration with the ECDoH and Afrox revisited the design and layout of the
Hospital and finalised the design to the satisfaction of the ECDoH.

Afrox conducted a due diligence of the existing facilities identifying aspects of the
facilitiesin respect of which it could not take the risk and responsibility for maintenance.
Theresults of the due diligence were approved by the ECDoH and it agreed to conduct
the necessary remedial work on the identified aspects prior to the commencement of
construction by the concessionaire.

The parties agreed that the ECDoH would maintain all medical equipment and small non-
medical equipment. The concessionaire would be responsible for the maintenance of al
major non-medical equipment. A list of exclusions from the maintenance obligations of
the concessionaire was included as part of the Concession Agreement.

The parties agreed the basis for the provisioning of medical services, the availability of
such medical services, the standards of nursing care where applicable, and the basis for
determining the tariffs for any sharing of medical services.

The parties agreed to the payment by the concessionaire of variable concession fees to the
ECDoH (the calculation of which is regulated by the Concession Agreement) as part of a
sharing of excess revenue by the concessionaire with the ECDoH.

The parties agreed that the utility charges payable by the ECDoH for the Hospital would
be pro-rated on the basis of the ratio of public beds to total hospital beds (at signature of
the Concession Agreements this was 80 public beds : 110 total hospital beds).

The parties agreed that Metropol would provide alimited surety in favour of the ECDoH
for the construction obligations of the concessionaire, which limited surety would
terminate on compl etion of the construction Works.

A detailed empowerment plan was devel oped with clear socio-economic objectives and
requirements with which the concessionaire was required to comply, failing which
penalty points would be incurred leading to deductions from monthly service payments
payable to the concessionaire by the ECDoH.

Source: Ignis Project & Finance Solutions, Transaction Advisor Project Close-out Report for the
Humansdorp Hospital Co-location Public Private Partnership Project, November 2003.
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Annexure5 Comparison of the unitary charge and current expenditure.

. Unitary Charge Current' FM Value or
Service Rand pa. Expenditure (Excess) Note
Rand p.a. Rand p.a.
Estates & Maintenance 520,871 244,557 (276,314) 1
Gardens & Grounds 300,960 663,381 362,421 2
Cleaning & Domestic 152,034 167,166 15,132 3
Security 345,830 196,992 (148,838) 4
Waste Management 158,004 20,648 (137,356) 5
Iﬂogﬁaggﬂg;iﬁéo y 1,477,700 1,292,744 (184,956) 6

Note 1:

Note 2:

Note3:

Note 4:

Note 5:

Note 6:

The Department’ s intention supported by the Department of Public Works, isto spend
more on maintenance of buildings, particularly on planned preventative maintenance.
Based on anorm of 3% of replacement cost estimated at R40m, expenditure on
maintenance should be R1.2m.

The saving in expenditure on grounds and gardens results from both real savings through
outsourcing and sharing of the cost between the Department and Metro-Star

Cleaning and domestic shows amarginal saving but will be at a much higher service level
with clear performance targets and monitoring mechanism.

The charge shown for security is the higher of two estimates provided by Metro-Star.

The reason for adopting the higher quote at this stage is due to Metro-Star’ s wish to
assess the credentials of the alternative service provider. If the credentials of this
alternative provider are accepted, the cost will reduce by R163 200. For current
assessment purposes the higher amount is used.

The treatment of waste material is currently being handled by a service provider that is
not licensed for the nature of waste being treated. This has been necessitated by alack of
suitable service provider. New regulations regarding treatment of hazardous items are
currently being enforced and the Department would have to comply. Theincreasein
expenditure would have been experienced by the Department in any event, whether or not
a PPP was to be undertaken. Anincrease in the budget for thisitem was therefore
necessary.

Whilst the proposed Unitary Charge, inclusive of VAT, is about 14% higher than current
expenditure (3% higher if the lower security quote is accepted), it obtains value through a
higher level of service (including planned preventative maintenance and better waste
management) as well as through transferring risk. The risks transferred include price risk
above CPIx, monitoring and enforcement of standards, labour relations issues and lack of
skill. The impact of lack of proper maintenance is demonstrated by the R365 000 in
backlog maintenance that is required prior to handing the facility to the concessionaire —
thisrisk is avoided through the PPP.

The Department confirmsit is able to afford the small increase in facilities management
expenditure. Theincrease in maintenance and waste management were cost increases the
Department would have had to incur. Asthe Service Fee will only commencein the third or
fourth quarter of 2004, thiswill be included in the 2004/05 Department budget of R5.8

billion.

Source: Request for Treasury Approval I11 (TA:I1), June 2003.
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Annexure6 List of Interviewees

National Treasury PPP Unit

Kgatedi Kobe Senior Project Advisor: Financial Analysis

Melvin Moschla Project Advisor/Contract Management

Eastern Cape provincial government

Mike Fraser Head of Department, ECDoH

Eugene Jooste Genera Manager-Supply Chain Management, ECDoH
Gloria Nchukana Cacadu District Manager, Eastern Cape Department of Health
Dominic Qhaki Eastern Cape provincial treasury

Cyril Weimers Eastern Cape provincial treasury

Life Healthcare

Steve Taylor Genera Manager Coast

Beau Barfknecht Regional Hospital Manager Port Elizabeth

Peter Whatley Financial manager, Port Elizabeth region

Kevin Cragg Clinic manager, Port Elizabeth

Hospital Managers

Johan Wiggil Humansdorp Hospital

Elliot Khula Isivivana Private Hospital

Transaction advisor

Trevor Williams

| Ignis Project and Finance Solutions

Humansdorp local government and Kouga Partnership Hospital board

Counsdlor  Virginia | Represents the Humansdorp CBD and a member of the Kouga

Benjamin Partnership Hospital board

MonicaMagjola Chairperson of the Kouga Partnership Hospital board, and a member
of the Humansdorp Ward 6 committee

Humansdorp Hospital

Dr De Souza Gynaecol ogist

Medica staff Chief Professional Nurse Maternity ward

Medical staff Assistant nurse Maternity ward

Petrus Kees HOSPERSA shop steward

Support staff Assistant Radiology

Support staff Laundry

Patients 8 (female, African, Coloured and White)

Isivivana Private Hospital

Linda Blignaut Nursing manager

Patients 1 (female, White)

Community

Paediatrician Private practice, Jeffery’ s Bay

Genera Practitioner Private practice, Humansdorp

Member of public Minister of alocal church
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