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The triple win

CXECUlve Summa

The global picture of public private partnerships (PPPs) in
healthcare is tipping on its head. Following more than

15 years of expansion and innovation in high-income health
systems, enabling in some markets the largest renewal of
healthcare infrastructure in their history, PPP appears to be

a declining force. At the same time, health systems in Asia,
Africa, Latin America and the Middle East are gearing up

for their own unprecedented expansions in access to care.
Universal health coverage (UHC) is an idea whose time has
come, and governments around the world are looking to how
private sector partners can contribute investment and skill to

help them achieve it.

For governments and citizens,

PPP offers one way of containing

the seemingly ‘bottomless pit" of
UHC's potential costs, by capping
commitments into the long term and
leveraging ultra-lean models of care
provision. For the private sector, UHC-
focused PPPs offer the opportunity
for large-scale projects in healthcare
markets experiencing levels of growth
not seen in the West for a generation.
The ultimate goal of both is a ‘triple win’
of countries getting:

1. for governments: maximum benefit
from limited public capital

2. for patients and the public: higher
quality health services at the same or
less cost

3. for private players: a sustainable
return on their investment and
expertise.

Yet the challenge of making this
relatively complex contracting
mechanism work in the most complex
of sectors is considerable. Countries
will need to learn the lessons of the
past where PPPs sometimes failed to
achieve the desired results, including:

— selecting the wrong kinds
of priorities and projects as
applications for PPP

— setting objectives that incentivize
an overly narrow focus on service
targets rather than high-value
healthcare

— choosing the wrong partners to
work with

— making erroneous or overly
restrictive assumptions about the
future

— failing to generate sufficient
competition and contestability.

Low- and middle-income countries
will not only be content with learning
from the past, however. They are also
showing that they have something to
teach mature health systems about
the possibilities and potential of PPP
for health system development. While
much of the initial focus of UHC PPPs
will be traditional hospital estate

and equipment deals, we will also
see innovation, with new forms and
applications of PPP springing up from
emerging economies, including:

— new public sector uses for PPP
in pursuit of UHC, including public
insurance functions and large-scale
primary care

— new private sector partners coming
to the fore, including telcos, training
institutes, life science firms and
multinational provider chains
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— new partnership forms, taking
forward the value- and population-
based models to reward health
outcomes rather than more narrow
activity-based or ‘estate’ outcomes.

The success or failure of PPP in helping
to achieve UHC will stand or fall on the
ability to combine the lessons of the
past with the creativity of the future. This
report concludes with six insights from
KPMG's most experienced global leaders
on what this means, practically, for
countries on the ‘health for all’ path:

1. sweat the small stuff — be obsessed
with the detail of the deal

2. active market management — don't
retreat into ‘tender mode’

3. scaling up capacity in the public
sector — the importance of a well-
resourced, specialized PPP unit

© 2017 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.

4. embrace, rather than resist, the

6.

politics of UHC

data systems you can trust—a PPP
can only be as good as the intelligence
on which it is built

from clarity of objectives to clarity of
requirements — goals, behaviors and
expectations are often implicit and
assumed, but a stable partnership
requires as much as possible to be
discussed and set out clearly.
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Source: Healthcare and PPP Market Assessment Survey of KPMG's Healthcare Deal Advisory Network
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The reality of how to achieve the United Nations commitment
(SDG 3.6) of universal health coverage by 2030 is beginning to
bite. Governments around the world, faced with the practical
and strategic challenges of this goal, are asking how it can be
achieved and who can help them.
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With 88 percent of the global population
consuming just 27 percent of its
healthcare resources, the challenge is
one of both investment and expertise.’
If every country without UHC were to
increase health spending per capita to
the average OECD level, by 2030 the
world would be spending US$27 trillion
extra on healthcare — a 400 percent
increase on total worldwide health
spending today.?

Clearly, this is wildly unrealistic. Instead,
countries are looking at how private
sector partners can help to not only build
up the necessary infrastructure for UHC,
but also develop innovative, ultra-efficient

models of service delivery that can make
the costs affordable over the long term.

As the snapshot in the next chapter
shows, opportunities for health sector
PPPs are expanding well beyond their
traditional base to far less mature
healthcare markets. Across Asia, in
particular, but also Latin America, the
Middle East and Africa, there is interest
and ambition to use PPP at almost every
stage of the UHC journey. Healthcare
may not have been among the first
sectors that these governments look to
for PPPs, but the next 15 years will see
them become a cornerstone of ‘health
for all’ strategies in many major markets.

Box 1: Drivers for using PPPs to

achieve UHC

For governments:

— PPPs can limit what many fear
to be UHC's ‘bottomless pit’ of
potential costs

— many governments wish to be
payers, but not providers of care

— PPPs limit the upfront investment
required by the state, enabling
flexibility for capital to be spread
across many more public projects

— PPPs can effectively shape
provider markets by influencing
future private investment,
aggregating existing capacity and
strengthening oversight.

For the private sector:

— healthcare remains among the
highest growing global sectors
with overall spending growing
10 percent per year in Asia and
the Gulf, 8 percent in Africa and 6
percent in Latin America

— successful private operators are
keen to expand across borders

— where previously health services
may have been provided by
NGOs, UHC initiatives are now
creating size and scale such
that for-profit organizations can
compete.

" Comparing countries spending >US$3,000 per capita on healthcare against those spending <US$3,000 (World Bank data).
2QECD average health spending of US$4,735 per capita. Forty-seven countries determined as having full UHC, using KPMG proprietary UHC

scoring methodology.
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The scope of PPPs in health

As chapter four outlines, what is meant
by PPP is evolving, but at its core every
PPP involves an exchange of risk and
responsibility. Through a web of typically
complex contracts and agreements,
PPPs essentially identify all the activities
and investment associated with a project
and allocate them to the partner best
suited to manage them over a term of,
typically, 15 to 30 years.

When successful, the result is a “triple
win" whereby:

— governments get a project or service
that is completed at lower cost and/
or higher quality than it would have
been able to achieve alone or with a
more basic service contract

— the public get access to healthcare
that they or the government would
not have been able to afford through
taxation or debt alone

— utilizing the high degree of
autonomy, private sector partners
can deliver fundamental service
changes for the long term, and
make a reasonable return on their
investment of time, expertise and
resources.

At the technical level, PPPs are a
collective term for the space in between
a simple service contract and full
privatization. It is often helpful to think

of them as a continuum between these
two poles, although in reality the specific
details of particular projects make them
hard to fit into such neat categorizations.
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10 The triple win
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Traditionally, PPPs in healthcare have
been mostly used to build and operate
hospitals — partly because of the

scale of upfront investment required,
and partly because of the complexity

of PPP deals means they are only
worthwhile for projects above a certain
size. In both emerging and mature
markets estate construction, expansion
and maintenance continue to be the
dominant areas for which PPPs are used,
in addition to equipment deals. However,
this is changing as a wider variety of
PPPs show potential in healthcare from
digital health to insurance administration

Degree of private sector responsibility

to medical training to scaling up primary
care (see chapter four). The UHC agenda
is likely to accelerate this pluralization for
two important reasons.

1. The nature of the UHC challenge
is prompting governments to think
about large-scale expansions of less
capital-intensive parts of the health
system (e.g. mass clinic expansions).
While individually these projects are
too small to warrant a PPPR collectively
they can be an attractive proposition.

2. The UHC agenda is prompting
healthcare leaders to think less
about narrow vertical programs
(e.g. vaccines) and more about
broad, comprehensive systems and
pathways of care. These are much
less easily captured in a simple
services contract, meaning that it
often makes sense to shift some risk
onto the provider through a PPP.
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E Box 2: The triple win in action: Hospital de Braga — a full-service hospital PPP in Portugal

A typical example of the kind of ‘triple win" many
governments hope to achieve through PPPs in healthcare
is Hospital De Braga in northern Portugal, which opened
in May 2011. This 700-bed greenfield development
replaced an existing facility (San Marcos hospital) and was
commissioned as part of a hospital renewal program that
included five new facilities being put up for PPPs across
Portugal between 2002 and 2007.

Serving as the main hospital for around 300,000 people

and referral centre for a population of up to a million, the
government'’s aim was to provide state-of-the-art secondary
care while minimizing its initial capital outlay. Crucially, it also
wanted to leverage the best of private sector management
expertise to reduce the overall cost through efficient
practices, hence this particular PPP was designed to include
not just the construction and maintenance of the facility, but
responsibility for clinical services as well.

The deal was structured into two distinct PPPs to allow
some separation of risk between the construction of the
new hospital ('InfraCo’) and the clinical services that it
provided (‘CliniCo’).

— The InfraCo operated under a 30-year contract to design,
build, finance and maintain the physical hospital site. This
required initial capital investment of around 120 million
euros for the 27-month-long build. The payment model
was a blend of fixed prices and performance-related
elements to ensure timely delivery and ongoing operation
of the hospital at its full capacity.

— The CliniCo operated under a shorter, 10-year contract
requiring around 40 million euros of capital expenditure.
This covered both clinical services and general facilities
management. The payment model was largely activity
based but with various caps (lower prices paid after
exceeding certain predefined demand forecasts) and
possible deductions for a range of service failures.

Outcomes for all parties involved have been very good.
The most recent value for money study into the project

by a prestigious university made a ‘conservative’ estimate
that it had saved 15-21 percent of the costs compared to
if the hospital had been run by a public body. Furthermore,
a recent report by the Court of Auditors found that the
operating cost per patient was the lowest of all hospitals in
Portugal’s National Health Service.

Fernando Faria, who worked on the deal for KPMG in
Portugal and is now one of the leaders of KPMG's global
PPP network, explains some of the reasons behind the
project’s success: “Much of the important work went into
understanding the local health economy — forecasting
how demand might change, the impact of changes to other
local services, where the greatest scope for efficiencies
lay. It was a huge task, but as a result, the local people are
receiving care that can compete on quality with the best
hospitals in Europe, while the government is saving tens of
millions of euros a year!”

Jose Luis Carvalho, Chief Executive of the Hospital, says
that they are making a contribution to the sustainability of
Portugal’s National Health Service: "All our stakeholders are
pleased because we are delivering the service with quality
at a very competitive price. \We're very proud of what has
been achieved because the population have seen a deep
improvement in both quality and quantity of provision.
Hospital de Braga has increased tremendously the number
of consultations and surgeries since 2009, and is now the
only hospital in the country to have accreditation for clinical
services, environment and health and safety at work”

Still, the project was not perfect. The 50-month-long
procurement process took almost double the amount of
time government had anticipated, and despite its success,
the use of PPPs in Portugal still causes public suspicion. In
2008, the Portuguese government announced that it would
no longer seek PPPs that included the provision of clinical
services. More recently, and despite criticism from the
Court of Auditors, budget constraints in the public sector
have led to the imposition of volume limitations on private
providers, significantly curtailing their profitability.
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Thailand:

— Widespread use of PPP in energy, telecoms and transport sectors,
but limited use for health service delivery so far.

— Legislation amended in 2015 to increase strategic use of PPPs,
including healthcare.

— Greatest potential for partnerships that can reduce the rate of health
spending growth through efficiencies or new models of care.

Myanmar:

— Current healthcare infrastructure is lacking, but the
increase in public spending necessary to attract
private sector partners has yet to happen.

— Government recently released a summary of its National
Plan 2017-2021, the main goal of which is to extend the
Basic Essential Package of Health Services (EPHS) to
the entire population by 2020 while increasing financial
protection.

— While full details of the National Plan are yet to emerge,
it will require substantial investments in supply-side
readiness at the township level and below. Government
acknowledges the need for partnerships — including
with forprofit providers and investors — to achieve this.

— In the medium term, opportunities in super specialty
hospitals, diagnostics and workforce PPPs.

India:

0

— Unprecedented rise in investment and
expansion of private healthcare sector,
mostly uncoordinated and underregulated.

— Trialing many different form of health PPPs, Indonesia:
from hospital building to full concessions, — Significant challenges to build up capacity of healthcare delivery
and many applications — from ambulances infrastructure to achieve government’'s UHC ambitions.

medicin insurance. _ . . .
to telemedicine to insurance — 2015 legislative shift to promote PPPs not just for economic

— The government is still working on improving infrastructure (roads, utilities, etc.) but healthcare too.
the quality of public providers, so privately
operated PPPs are actively attractive to
many patients. — Now piloting first major healthcare PPPs — new hospital wing

in Medan.

— Widespread use of joint ventures for medical equipment.
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China:

— Government has demonstrated considerable
competence in agreeing to large-scale PPPs
in many different sectors.

— Experimentation has been encouraged, with
a wide variety of PPP forms in healthcare.

— Still, healthcare deals make up only 1.7
percent of the value of total PPPs in China.

— Opportunities to build up further healthcare
capacity in primary and secondary care, as
well as management franchises to take over
running of existing services.

Rethinking public private partnerships for universal healthcare 13

Philippines:

— Appetite for healthcare PPPs has cooled in recent
years, with the current administration showing a
somewhat less strong interest in their use.

— Several recent hospital PPPs shelved after failing
to reach agreement between operators and
government over an acceptable sharing of risk.

— Future PPP opportunities mainly around roads,
energy, education, water, transportation and
infrastructure. One health project in the pipeline is
the relocation and modernization of the National
Center for Mental Health in Cavite, National Capital
Region (NCR).

— Track record of integrating private social clinics
under Philhealth to scale up maternity services.

Vietnam:

— Strong track record of PPPs in
transportation, energy and agriculture.

— Recent PPPs for two pediatric and two
general hospitals, as well as numerous
joint ventures for equipment and
technology. Some innovation in the use
of social franchising for reproductive
health services at commune level (‘Tinh
ChiEm’).

— Government actively targeting larger
scale (incl. whole hospital) health PPPs
to meet rising needs and population
growth, especially at the city level.

— Growth so far is sporadic, but likely to be
rapid if early pilot projects yield success.

Singapore:

— Despite mixed philosophy and
widespread use of private sector,
healthcare PPPs not widespread in
Singapore.

— Fertile discussions ongoing in many
areas to curb rising costs.

— Major opportunities in home care,
leasing private beds, procurement
and clinics.
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Jefining SUCess:
and Lncerstanding
fallre

While interest in healthcare PPPs in
emerging markets is rising fast, in many
high-income countries the picture is less
positive. Across Europe, in particular,
healthcare PPPs have never faced such
scrutiny. Some link this to a track record '
showing mixed success at delivering
on the promised ‘triple win’, but even |
in countries heralded internationally for |
their highly successful PPP hospitals —
such as Spain and Portugal — these

have been accompanied by considerable
unpopularity with some sections of the
public and politicians have often delayed
or abandoned plans for further high-profile
deals. Other systems, such as the English
NHS, have seen a drop in the number of
PPPs for ‘frontline’ projects like hospitals
but a surge in PPPs for less visible or
controversial services, such as radiology
and imaging.
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16 The triple win

A decade ago, the global picture was
almost the mirror opposite. PPPs were
responsible for a boom in healthcare
infrastructure renewal and expansion

of capacity across the West. Hundreds
of new hospitals and clinics were built
across Australia, Canada, France, Spain
and the UK at a scale that could never
have been afforded by their governments
alone. Emerging economies, on the
other hand, were by-and-large viewed

as 'untouchable’, with a host of legal,
political, economic and operational risks
compounding to make these markets far
too challenging for commercial partners
to have the confidence to invest.

Rapid growth and success in PPPs for

physical infrastructure such as roads,

airports and power has bolstered
| private sector confidence in emerging
economies as safer investments.
Now, as UHC climbs the public
agenda internationally, healthcare
PPP prospects are coming into focus.
Even so, caution should be exercised.
PPPs are a relatively complex way of
performing public functions, and when
used for healthcare — one of the most
complex industries — capturing the
full benefits is no easy task. Emerging
markets would therefore do well to
reflect on the lessons learned by more
mature health systems.

PPPs fail for a variety of reasons, but
most often it is a perceived imbalance in
the deal that leads to one party failing to
see its side of the ‘triple win” materialize.
Some of the most common mistakes
include the following.

— Overly narrow objectives: Failure
to take into account the full scope
of a particular service in the contract
can encourage ‘balloon squeezing’,
whereby the private partner is
incentivized to divert certain costs
(such as complex patients) onto
others in the system. Conversely, they
can find themselves responsible for
treatments they did not expect to have
to fund.
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— Wrong partner: PPPs are more
than just a means of raising private
capital — the delivery partner needs to
be able to significantly improve service
performance beyond what the public
sector would achieve. Without a truly
competent partner there is little value
in transferring risk — government
may as well take aloanand do it
themselves.

— Incorrect projections: An inherent
weakness in PPPs is their inflexibility.
Contracts are typically agreed for
terms of 15-30 years, yet health needs
and healthcare treatments can change
considerably during this time, making
detailed future planning and stress
testing a critical task.

— Inappropriate allocation of risk:
The transfer, or acceptance, of
inappropriate risks can have a
material impact on the viability
of the outcomes. Key risks such
as clinical demand, ability to
modify arrangements and service
performance regimes need to be

Rethinking public private partnerships for universal healthcare 17

carefully considered. Without this,
the commercial viability can fail and
the behavior of the parties can lead to
adverse outcomes.

— Lack of competition: In many

markets, there are just a handful of
private sector operators capable of
taking on the management of a large
public healthcare service. This can

lead to a lack of competition, which
prevents government from getting

the best deal possible. The careful
establishment and nurturing of a viable
and competitive market is critical.

— Strategic selection: It is said of

some healthcare systems that they
have ‘privatized profits and socialized
losses'. It is often a mistake to
approve private sector participation
only in services that are easier to
operate profitably, leaving public
sector providers to run only the most
complex and costly elements.

Even if all of these mistakes are avoided,
PPPs, like any complex public project,

carry risk. There is no doubt that some
of these are greater in many of the
markets pursuing UHC compared to
mature health systems like WWestern
Europe — in particular, poor-quality
data, weak regulatory structures and
gaps in the workforce. Yet as Anuschka
Coovadia, KPMG'’s Head of Health for
Africa, explains, some risks are reduced:
“One threat to PPP success that is
significantly reduced in low- and middle-
income countries’ health systems is

the risk of oversupply. In hindsight, we
can see that some healthcare PPPs in
high-income countries were too large
and didn't match the level of demand
they expected. In African markets,
undersupply is so acute it is much less
likely that a project will become a 'white
elephant’ due to overcapacity. Similarly,
popular resistance to private sector
involvement — a frequent concern in
mature, publicly funded systems — may
be less of an issue in countries where
trust in government to deliver quality
health services is low.”

Box 3: Cautionary tale of an aborted PPP: Latrobe Regional Hospital in Victoria, Australia

The Australian health service has benefited from many
highly successful PPPs over the last 20 years, but has also
seen some failures.® Opened in 1998, the Latrobe Regional
Hospital in the State of Victoria was one of the first such
projects in the nation’s history — an AU$56 million deal to
design, build, finance, operate and maintain a new 250-
bed teaching hospital. The contract was meant to last for
20 years with an option to extend for a further five, but just

2 years into its operation the hospital was transferred back
to into public ownership due to severe losses on the part

of the private sector partner. There were several reasons
behind this damaging and costly failure: incorrect projections
about the patient case mix and staffing levels required,
assumptions about future tax exemptions that did not turn
out to be available, and inexperience on the part of the
delivery partner in running public projects of this scale.

3 A submission on the future directions for Public Private Partnerships, Infrastructure Partnerships Australia (2013).
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As more and more governments
look seriously at PPP as a means of
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and quality of healthcare, there

will undoubtedly be many

projects that follow the traditional
applications seen in high-income
health systems — namely, hospital
building. With low- and middle-
income countries averaging half the
number of hospital beds per capita
in high-income countries, there is no
shortage of work needed here.

However, there are signs that
PPPs’ contribution to UHC will
not only be in ‘me too’ projects
to build, maintain and operate
hospitals. Conversations with
public and private sector partners
across Asia reveal an appetite to
think innovatively about where
else and how else the “triple win’
can be applied to developing
health systems.
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Three trends in particular are emerging:
rethinking the kinds of public uses for
PPPs, rethinking the types of private
sector organizations involved, and
rethinking the nature of the partnerships
negotiated.

Rethinking ‘public’

Expanding hospital capacity is a central
component of many countries" UHC
strategies, but by itself this will not set
these systems on a sustainable path

to UHC. Governments must develop
stronger systems of primary and
community care, resilient supply chains,
[T infrastructure and telecare, and much
more, as well as the health workforce
capable of delivering care services to the
very last mile.

Already, the public uses of PPP in
healthcare are being expanded as they
are taken up in emerging economies,
from secondary care to many of the
other key gaps that prevent countries
reaching UHC, including:

Public insurance/payer functions: A
number of countries have used private
insurers to operate all or part of their
national health insurance agencies.

— Inrolling out and operating India’s
largest public health insurance
scheme, the Rashtriya Swasthya
Bima Yojana (RSBY), the government
made private insurers and other
third-party administrators (TPAs)
responsible for enrolment, claims
management, licensing providers
and some of the insurance risk. While
different in each state, RSBY mostly
covers families below the poverty
line (around 120 million enrolled
persons as of 2016). Private insurers

4http://www.rsby.gov.infhow_works.aspx.
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andTPAs are typically paid per
family they enroll and must cover a
minimum benefit package defined
by the state.* Recently, many states
have been significantly expanding
these PPPs to bring enhanced RSBY
coverage to a greater proportion of
the population. Meghalaya state,
for example, partnered with the
insurance giant ICICI Lombard to
expand RSBY to all its 3 million
citizens, as well as making the
benefit package almost six times

as generous (from up to US$550
per family per year, to US$3,000).
The Modi administration is currently
planning to evolve RSBY into a
National Health Protection Scheme.
Private insurers are likely to continue
having a major role in these plans,
although it is hoped there will be
greater incentives around effective
rather than notional coverage — a
recognized issue with the RSBY
partnerships.®

Since 2012, several Chinese

cities have been piloting the use

of private insurers to manage all
claims under the largest state
insurance program (National Rural
Cooperative Medical Scheme). The
intention is to demonstrate whether
the private insurers — China Life,
China Pacific Insurance and PICC
Health Insurance — are more
efficient and can therefore bring the
administration cost of the scheme
down.

The Ghanaian and Kenyan
governments are currently
partnering with the private sector to
enumerate and enroll poor and rural

households into the National Health
Insurance programs to expand
financial protection.

Primary and community care: Primary
healthcare has historically been one

of the toughest services to engage
private sector providers in delivering —
especially in rural areas. This is changing,
however, with clinic chains and
telemedicine providers approving primary
care PPPs in China, India, Brazil, Russia,
Romania, South Africa and Singapore in
recent years. Brazil's famously primary
care-led system has been one of the
most enthusiastic markets to experiment
with these models. As with many
countries, PPPs began with hospitals,
such as the 250 bed Hospital do
Suburbio in Bahia Province that opened
in 2010 — the project achieved an
affordable, high-quality service that was,
as a result of this, swamped by very high
demand.® This revealed the lesson that
improving hospitals in isolation was not a
sustainable strategy. Several primary care
deals have subsequently been signed
across the country. The Alliar group are
working with Bahia state and others to
establish 'hub and spoke’ diagnostic
imaging and laboratory testing clinics
across Brazil. The network professes

an '‘obsession’ with efficiencies through
scale, and is pioneering the use of
remote scanners and an MRI ‘Command
Center’ to bring diagnostics into areas
where there are no radiologists, as well
as reducing the costs of delivery.” In
2016, the neighboring state of Minas
Gerais, the city of Belo Horizante

agreed a 20-year concession deal to
build, remodel, operate and maintain

77 primary care clinics, covering around
a million people on low and middle
incomes.®

5Falling sick, paying the price; Sundararaman T &, Muraleedharan VR, Economic and Policy Weekly L:33 (2015).

8 Public private partnership stories: Hospital do Suburbio Brazil, International Finance Corporation (2013).

7 Detecting diseases with personalized radiology: Alliar, International Finance Corporation (2016).

8 Public private partnership stories: Belo Horizonte Primary Care, International Finance Corporation (2017).
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Rethinking ‘private’

Related to these much broader asks
from governments, the types of private
players that are operating in the PPP
space are also expanding. While hospital
operators have traditionally dominated in
these deals, new providers — including
organizations from non-health sectors —
are increasingly looking to break into the
rapidly expanding healthcare market.
Examples of these include:

ﬂ Telcos:

Universal health coverage requires
reach into every community in a
country, in addition to behavioral data
and a means of collecting funds.
Governments are good at many of
these things but increasingly so too are
cell phone providers, dozens of which
have been making investments in the
health sector in recent years. One such
example is Telenor, who in June 2016

launched its first health product with a
microinsurance coverage — Tonic — in
Bangladesh. Utilizing its position as the
country’s largest telco through its partner
Grameen Phone (55 million members),
within 9 months Tonic had more than

5 million subscribers. The product
entitles members to discounts of up to
30 percent at the more than 80 hospitals
and 50 labs signed up to Tonic, as well
as a 24/7 doctorled healthline, wellness
coaching and Bangladesh's first fully
portable health record. Dr. Niti Pall,
Medical Director to KPMG's Global
Health Practice, who helped develop
Tonic, says governments have much

to gain from partnering with telcos and
other technology partners: “While Tonic
was developed as a standalone product
with a fairly limited scope of benefits,

to make it work we had to essentially
recreate an almost complete health
system based around the mobile phone.
[t's clear to see how these and other
systems could easily be used to provide
a universal, public service.

Training colleges:

A shortage of qualified health workers
is one of the most common barriers
to countries being able to expand
coverage and achieve UHC. Private
institutions offer governments the
possibility of rapidly increasing
training capacity, while they in turn
can offer for-profit medical schools
the necessary access to large public
teaching hospitals. One of the
longest-standing partnerships of this
kind is the Melaka-Manipal Medical
College (MMMC), a PPP between

the state government of Mekala in
Malaysia and Manipal Academy of
Higher Education (MAHE) in India.

For decades, thousands of Malaysian
doctors were trained in India at MAHE
but this came to an abrupt end in
1993 when the Indian government
introduced a policy preventing foreign
medical students from training there.
This created a shortage of opportunities

I II\ Figure 3: Turning healthcare investment on its head: Total healthcare spending (US$) by region and average growth
- rates for last 5 years
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for Malaysian medical students, leading
to the MMMC joint venture. MMMC's
medical degree takes 5 years, with
the first half spent in India and the
second in Malaysia, with trained faculty
from MAHE. The state government
grants MMMC the use of two public
hospitals and two medical centers,
plus some teaching staff on a part-
time basis. MAHE, in turn, manages
and operates the program. Over 300
medical students graduate MMMC
each year, in addition to the school
providing continuing medical education
and training to various other health
worker cadres. Newer medical training
PPPs are also emerging — several of
which are also in India, such as the
Shillong Medical College partnership,
a 99-year concession for a 500-bed
training hospital that will produce 100
doctors per year from 2020 onwards.®
Elsewhere in the world, Saudi Arabia
has had a number of long-standing
international partnerships with
educational institutions, for example
since 2011 King's College Hospital in
London has been a major provider of
nurse training for one of its largest
hospitals — King Fahad Medical City.

{&

Investors:

O

Following the slowdown of healthcare
spending growth in North America and
Europe since the global financial crisis,
healthcare investors are increasingly
looking to the emerging economies
(Asia and Latin America in particular)
for growth opportunities (see Figure 3).
While many are placing bets on private
facilities for wealthy patients, the
boldest are seeking to capitalize on
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the bottom and middle of the pyramid.
The Abraaj Group's Global Healthcare
Fund is one of the pioneers of this
new frontier — it has commitments

of US$1 billion to invest in innovative
healthcare services across Sub-Saharan
Africa and South Asia. Their strategy

is founded on leveraging economies

of scale by creating a global platform
for delivering high-quality, low-cost
healthcare — both through expanding
existing services and starting others
from scratch. The Abraaj Group

has invested in over 27 healthcare
businesses to date, including in Egypt,
Kenya, Nigeria, Tunisia and Pakistan.
Most recently, they acquired CARE
Hospitals, India’s fifth largest healthcare
provider, and Islamabad Diagnostics
Center, a leading provider of affordable
diagnostics in Pakistan. The Group’s
ultimate aim is, through scale, to
significantly increase the capital,
expertise and clinical capacity available
to providers in low- and middle-income
countries, providing affordable services
for low- and middle-income families
and become a potentially vital delivery
partner to governments that wish to
expand coverage.

Rethinking ‘partnerships’

The distinction between ‘public’ and
‘private’ health services is blurring.
With a number of ‘public’ health
outcomes being delivered by ‘private’
(or not-forprofit) organizations, there
is a strong trend to creating innovative
partnerships.

An important trend among Western
PPP models that is likely to carry
forward into emerging markets is the
shift towards whole population models

of care. Rather than shifting risk for
one set of services in the healthcare
system (e.g. primary care clinics or
secondary care) these integrated PPPs
give a private partner responsibility for
all the healthcare needs of an area,
and reward success not by activity

but health outcomes. The advantages
of these models are that they give

the private provider the maximum
freedom to find the most efficient way
of treating patients, and remove the
incentive to increase (or decrease)
volumes into any one particular part of
the system they control.

Such ‘value-based’ PPPs are not
unique to healthcare — private sector
operators of employment support
contracts in the UK, US, Ireland and
Saudi Arabia now routinely have the
sustainable employment rates of their
job seekers factored into how much
they are paid by government, for
example. As Dr. Niti Pall, KPMG's Global
Medical Director, explains, this model
is proving increasingly popular in the
health sector: “More and more PPPs
are including payment structures based
on clinical improvement and population
health, rather than simply the number
of patients through the doors. While
these value-based contracts can be
highly complex and technical, if you get
them right they create a fundamentally
different kind of relationship with the
private sector. No longer is their job

to deliver narrow efficiencies within

a particular service — instead they
need to think really innovatively about
redesigning entire pathways of care. It
takes a very particular kind of partner
to be up for that challenge, but the
experience of Spain and others shows
considerable rewards for success.”

9 Public private partnership stories: Shilldong Medical College India, International Finance Corporation (2013).

© 2017 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.



The triple win

E Box 4: The Manises model: A whole-population PPP to improve health in Spain

Perhaps the most famous population-based PPP story
comes from the Valencia region in Spain, which has had
multiple successes in the use of the private sector to
operate large portions of the health system. The region
has been using population-based healthcare PPPs since
1999, when its now famous Alzira model was formed.™
The fourth of these projects, Manises, was the first to
cover virtually the entire healthcare ecosystem for an
urban area — including primary, secondary, tertiary and
long-term care.

Signed in 2006, the PPP was awarded to a consortium
led by Bupa Sanitas to cover a population of around
193,000 people, though they have subsequently also
taken a 50 percent stake in a neighboring PPP hospital
(Torrejon) that covers an additional 136,000 people.

As the diagram below shows, the model covers two
hospitals, 20 primary care centers, as well as two
specialized care centers and a long-term care facility.
Sanitas were responsible for constructing the Manises
facility (which opened in 2009) and for delivering virtually
all the health needs of the population in their catchment
area. They are paid for each person in their registered
population, regardless of how many treatments are
delivered, with this figure adjusted based on an annual
assessment of quality indicators (from readmissions, to
management of risk factors, rates of incidents like hip
fracture). This means that money follows the patient,
with deductions if their patients go to outside providers
and a 15 percent lower fee for any patients outside their
registered population that seek care with them.

The model creates a strong incentive to provide high-
quality care in the most efficient way possible, a goal
that the model’s outcomes suggest has happened.
Compared to other public systems in Spain, waiting
times for surgery are around two thirds lower (38 days
vs. 120), accident and emergency department waiting
times have fallen by over a third (149 minutes vs. 224),
mortality is around 34 percent lower, and there are

42 percent fewer complications. Patient satisfaction is
also measurably higher.

For government, the model has led to significant
savings and protection from the risks that have

been affecting the rest of the public system through
a period of austerity. Patients are receiving better
quality care and access, as well as a greater focus

on prevention. From Sanitas’ perspective, costs of
care have been brought down significantly but not yet
sufficiently to make the returns they were expecting.
Inaki Erefo, CEO of Sanitas, comments that “we

are incredibly proud of the integration of care that
has been achieved in Manises by having a single
private operator responsible for the whole pathway
of care. It has allowed us to do things like integrated
electronic records that follow the patient, and invest
heavily in health promotion. Even so, 8 years into the
contract there are still areas where we feel the ‘rules
of the game’ are unclear and that lack of certainty
has at times been a barrier to our long-term plans and
profitability.”

As with Hospital de Braga in Portugal (see page 11), the
model’s success has not dispelled public skepticism
about the use of PPP in healthcare, and in recent years
some Spanish regions have pulled back from plans to
adopt this model themselves. One major challenge that
these population-based models faced was whether

the perpatient payment should be increased in line
with new, very expensive treatments being added to
the national benefit package. For example, there was
disagreement between the government and private
operators when the Hepatitis C vaccine was introduced
(at a cost of around 80,000 euros per patient) as to
whether this was part of their existing contract or
required additional funds. This reinforces the importance
of a rigorous approach to future-proofing contracts with
clear processes to cope with unforeseen changes in
population needs or healthcare services.™
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Map of the Manises model

Manises Hospital (acute care)

— 219 single rooms

— 11 large multipurpose operating theatres
— 24 post-surgery recovery rooms

— 32 outpatient examination rooms

— 6 pre-delivery labour rooms

— 2 delivery rooms

— B3 outpatient consultation rooms

— 10 intensive care rooms

— 34 dialysis units

I EEEENEN ==

Pri[nary health centers Specialist center in Aldaia
(primary care) (specialist care)
— 20 centers — 20 outpatient consultation room

Population
of Manises

Specialist center in Mislata (specialist care)
— 21 outpatient consultation rooms

Mislata Hospital (long-term care)
— 21 beds

0 Case study: Public private healthcare partnership in Valencia Spain, Reform (2012).
" The Manises Integrated healthcare model, Bupa Sanitas (2014)
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On the journey to making PPP
projects a success, much attention
gets drawn towards which model

is best. Of course, selecting an
appropriate contractual and funding
mechanism is important, but the
search for a specific structure that
will guarantee better outcomes is
illusory. Though fashions have seen
many PPP forms rise and fall, no
model is perfect. Rather, success is
dependent on the skill with which any
one model is adapted to reflect local
circumstances.
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We asked six of the most experienced
leaders in KPMG's global PPP network
for their top success factors that really
make the difference in unlocking the
“triple win’ for health.

1. Sweat the small stuff (Allan Yeo,
Principal Advisor for Healthcare in
KPMG Singapore, and healthcare
strategy lead for Asia-Pacific)

Given that PPP deals typically have to
last between 15 and 30 years, fanatical
attention to detail is required over all the
small particulars that could change during
this time. As Allan Yeo, who previously
ran several PPP hospitals in Asia explains,
“Very few organizations are used to
thinking on a multi-decade timescale, but
when you do the list of possibilities and
contingencies is vast — from new drugs
and treatments, to population change,
healthcare inflation, workforce capacity
and all the potential areas where quality
can slip. You would be amazed how many
PPP hospitals are receiving double their
anticipated demand just a few years into
their contract — a common sign that
assumptions weren't properly tested.”

Factoring these considerations reliably
into any deal requires a huge amount
of groundwork and research, as well as
absolute clarity from all parties about
who is responsible for what. While
mundane, some of the most important
enablers of success are having proper
phased checkpoints: enough time

to develop bids, for a proper value-
formoney analysis and for sufficient
dialogue and debate between all the
different parties.

2. Active market management (Matt
Custance, Partner, KPMG UK)

Tendering processes and systematic
procurement are an essential part of
ensuring value for money and getting
the benefits of competition. However,
governments are often prone to ‘retreat
into isolation’ once the process to tender
for a PPP has been decided on.
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“That places far too much responsibility
on the market,” says Matthew Custance,
a Partner in KPMG UK and one of the
leaders of KPMG's global healthcare PPP
network. “What results from a passive
approach is that no one really knows
what government is looking for and the
winner is the company that ‘guesses
best’. That's not a reliable way of finding
the best partner.”

Instead, he recommends an active
engagement strategy from the start:
“Through supporting dozens of these
projects we've learned that you need to
bridge the divide — dedicated time with
investors, donors, debt markets, private
operators and government to really get
to the bottom of what problem the public
sector is trying to solve and what kind of
solution could work.”

Relationship building is also an important
part of finding private sector partners
that share the same values as the public
sector. Even the most watertight of
contracts still needs trust and mutual
understanding to function well.

3. Scaling up PPP capacity in the
public sector (James Stewart,
Chairman, KPMG Global Infrastructure
Practice)

Even with the best technical assistance,
governments need to develop strong
internal capabilities if PPPs are to
become a meaningful force in the drive
towards universal health coverage.
Many governments now looking at
PPPs in health have had several years

of applying them in other sectors, but

it is easy to tell the difference between
those that have curated and cultivated
that experience and those that haven',
according to James Stewart, Chairman
of KPMG's Global Infrastructure Practice.
"A number of countries have prioritized
the development of a dedicated, well-
resourced PPP unit to support projects
in whichever part of government they
are needed. Those countries have
tended to have a much better success
rate, both in getting PPPs approved and
getting value out of them.” PPP units are
typically responsible for a whole range of
functions, including:
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— making recommendations on what
projects may be suitable for PPPs, and
the appropriate delivery model

— establishing the legal framework and
guidance under which PPPs may take
place

— managing procurement alongside the
relevant Ministry

— coordinating engagement with the
supply-side market

— investing equity in projects.

Many countries have housed their PPP
unit within an existing government
ministry, for example Singapore, Brazil
and Mexico, but a few have set up
separate publicly-owned agencies
(Portugal, and British Columbia in Canada)
and in some cases the unit itself is a PPP
(e.g. Partnerschaften in Germany). “The
key," says James, “is whether those
units are given the time and resources to
invest in and retain a team strong enough
to negotiate effectively with the private
sector, and whether their mandate has
the right balance between regulation,
innovation and project support.”’

4. Embrace, rather than resist, the
politics of PPP (Fernando Faria, Partner,
KPMG in Brazil)

PPPs, especially healthcare PPPs,

are inherently political. Some public
skepticism and political resistance are
unavoidable, and rightly so given the
scale of commitment being made by
government and the importance of local
health services to communities.

"Europe, Asia, Africa, the Americas —
wherever there have been healthcare
PPPs there has been controversy —
especially when they involve clinical
services,” explains Fernando Faria of
KPMG in Brazil. “Even in countries where
PPPs have been highly successful,
people will always ask questions about
these deals and in some cases, this

has led to governments turning down
demonstrable win-wins. Ultimately, it
comes down to ambition — do you take
the easy route and only consider low-risk,
low-reward options or — assuming the
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right partners exist — do you keep an
open mind and try to do something really
transformative.”

“Strong political will is necessary, but
insufficient to overcome this,” Fernando
says, “you have to pre-empt and deal
with opposition constructively. These
deals take years to arrange and often last
for decades, so the broader their support
the more future-proof they will be.”

Ensuring that the PPP process is as
transparent as possible is one way to
diffuse opposition. This is an area where
many countries have a long way to

go according to KPMG's recent study
Through the Looking Glass, which
measured stark differences in the
transparency of procurement processes
across different regions of the world.™
Asian economies scored particularly low
on this measure. “Remember also that
transparency doesn't end when the deal
is signed,” warns Fernando, “ongoing
monitoring and evaluation reports are
also important — not just for the project
they are about, but to strengthen the
case for future use of PPPs as part

of UHC!"

5. Data systems you can trust (Dr. Niti
Pall, Medical Director, KPMG Global
Healthcare Practice)

"A PPP can only be as strong as the

data that's put into it," says Dr. Niti Pall,
Medical Director of KPMG's Global
Healthcare Practice, who has been
responsible for healthcare PPPs in China,
India, the UK, Poland and Saudi Arabia.
"If a health system’s intelligence is
unreliable, the chances of a 'triple win’
are seriously reduced — at least one
party is going to find out they made a
bad deal because the assumptions of the
arrangement turned out not to be true!”

There are many tests of a PPP deal,
including: is the service quality good
enough? Is it meeting demand as
expected? s it good value for money?
“It's not just about healthcare data
either” adds Niti, “at KPMG we are

increasingly using ‘real economy’
approaches to look at the value for
money that PPP deals generate —

these look beyond a narrow health lens
to consider the impact on the local
economy, employment, environment and
other aspects of development.”

All these require reliable data collection
systems to give a trustworthy picture,”
says Niti, “and improving these is an
often overlooked but necessary condition
of success”

6. From clarity of objectives to clarity
of requirements (Adrian Box, Partner,
KPMG Australia)

Many public health providers do what
they do because it is what they have
learned and/or it is what they think is
right. However, these requirements
are rarely written down, nor are they
consistent. Furthermore, there is
commonly a challenge in being able to
answer the question of “why — what
drives you to do this?”

When looking to contract (or partner)
with a private provider for the provision of
services, it is critical to fully understand
the desired objectives, an ability to clearly
articulate these as requirements and a
detailed understanding of the factors that
may drive behaviors of all parties.

As Adrian Box, one of the leaders of
KPMG's global PPP network, explains:
“"Without this clarity, a number of

issues can arise. From the service
purchaser'’s perspective, an inability

to clearly articulate the objectives and
reguirements is likely to lead to a lack of
confidence and trust in private delivery. It
may also lead to a commercial framework
that inadvertently drives outcomes that
do not meet the objectives and therefore
creates dissatisfaction or service failure.
From a service provider's perspective,

it is critical that they understand the
objectives to tailor a solution to and
critical that the framework supports
positive behaviors and outcomes.”

2Through the looking glass: A practical path to improving healthcare through transparency, KPMG

International (2017).
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HOW KPMG Can nelp

Whatever the stage of PPP progress — strategic planning or
project implementation, traditional hospital build or innovative

new model — KPMG has the skills and experience to help make

the “triple win’ a reality.

Our global network for healthcare PPP
helps public and private players alike
through the entire lifecycle of healthcare
partnerships, including:

— developing a coherent strategy —
setting the right vision, goals and
priorities for the healthcare sector
as a whole, and articulating these to
key stakeholder groups

— shaping and evaluating specific
opportunities — selecting and
preparing the right partners and
specific projects to take forward,
drawing on our vast global health
network

— designing partnership models —
creating the target operating models
and share of risk/reward, as well
as developing the values and trust

that will future-proof any agreement
and deliver services that are more
efficient and benefit the whole
population

executing deals — negotiating
partnerships terms and contracts,
assessing and modeling bids and
securing a final agreement that
works for all parties

implementing PPPs — establishing
the partnership, including support
for transition to new arrangements
and integration of existing services
and organizations

evaluating and governing ongoing
performance — monitoring real
change against the agreed plan

and seeking alignment in any areas
of disparity.

KPMG has recently established a
Center for Universal Health Coverage
(kpmg.com/uhc) as a dedicated hub
for member firm clients to find advice
and support for achieving ‘health

for all'. Leveraging the knowledge
and skills of KPMG's 4,500 health
professionals across 50 countries, the
center helps governments, institutions
and private organizations design

and operationalize large-scale UHC
programs — from introducing national
health insurance, to expanding
supply-side capacity, to reforming
governance, redesigning financing
flows, and much more.

Working together, our global expertise
in PPP and UHC make KPMG the clear
choice partner for health systems that
wish to find whole-system solutions to
the challenge of achieving ‘health for all'.
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