PRIMARY CARE SERVICES IN KINGSBURY AND SUDBURY

1. Introduction

This paper updates the tPCT Board on the current position on development of the Kingsbury Primary Care Centre and seeks approval to a revised capping level.

It also includes the Business case for Sudbury Primary Care Centre, which is being submitted to the SHA for approval, and outlines the funding arrangements for the two schemes.

2 .1 Kingsbury Primary Care Centre.

The Board received a report in May 2005 that set out the history and present situation on this development.  The report indicated the services that were to be incorporated into the development, the details of which were being passed through to LiftCo to prepare a formal proposal.  The Board also approved an affordability cap based on an estimated overall rental charge of £300m2 of £510,000.

In working up the proposal there have been some changes in design, size and costs, and this report sets out the implications of these for the Board.

The current position on design and development is that scheme drawings have been agreed and a planning application is in with Brent Council for determination.  This will be considered at the Planning Committee being held on 30th November 2005.  Work is progressing on more detailed room designs in anticipation of a positive decision on the application.  The planning application was submitted jointly with Network Housing Association, who are developing an extra care elderly housing scheme on the southern portion of the site.

The land required for the scheme has not yet been acquired from Network but the legal documents are well advanced with only one outstanding point needing to be resolved before completion of the sale.  This concerns the practicalities of site development with two building schemes being undertaken at the same time, probably by different builders but using the same access arrangements.  It is anticipated that a mutually acceptable solution will be confirmed in the next few weeks and this will enable the land transfer to then be completed.

The design of the Primary Care Centre to incorporate the required services resulted in a building of 1840m2 on three floors.

2.2 Financial Matters.

LiftCo made a proposal to the Strategic Partnering Board on 14th October 2005 in respect of this scheme at a not to exceed price of £591,500 per annum, which equated to £321m2.

Reasons for the increase over the estimated figure (not a LiftCo figure) given to the Board in May are a higher base building cost figure, inflation over time, building size, abnormal costs with this scheme relating to site constraints and its location and sensitivity, and a contingency factor reflecting risks to be borne by LiftCo.  In essence this is to be regarded as a “full figure” with the expectation that not all the risks will be realised and therefore the actual cost would be lower.

The SPB questioned the LiftCo representative at length over the cost level but was persuaded that to avoid any further delay to the scheme, which in itself would increase costs, it should accept this capping figure, subject to the agreement of Brent tPCT Board, and trust that LiftCo would work to reduce these costs.  However having come to that conclusion it then transpired that there were still some risks not included within the stated figure.  It was made clear that it was essential that the tPCT Board needed to be advised of a true “not to be exceeded” figure and therefore the outstanding risks were to be quantified by LiftCo and the full figure reported to this Board.

The risks identified and quantified in this now final “not to be exceeded” figure of £332m2 are:

· Site contamination

· Abnormal service diversion costs

· Legal/title issues on land transfer

· New Part L2 Building regulations

· Allowance for some increase in Bank Swap rate

· Design costs or delays arising from planning application

The Minute of the SPB meeting dealing with this issue is shown as Attachment 1.

At Stage 2 when LiftCo make their final proposal on rental they have to submit a Value for Money report to the SPB showing that the various costs in the financial model can be justified, and discussions are currently being undertaken to determine whether there is any scope for reducing costs on a Value for Money basis.

The financial consequence for Brent tPCT is that the affordability cap is now proposed at £610,880.  If this were to be the final financial model price then in terms of actual additional budgetary provision in 2007/8 this would be around £465,000 based on the estimated figures set out below:

· £610k minus pharmacy rental

· £590k minus existing Stag Lane premises costs and GP allowances

· £515k minus rent reduction on sale of Stag Lane to LiftCo

· £465k 

In order for this scheme to move forward Brent tPCT has to confirm that it will accept an affordability cap level of £610,880 and that if at Stage 2 an acceptable scheme is put forward within this figure it will sign up to a Lease Plus Agreement on the new premises.

The Business Case for this scheme is being finalised and awaiting Board decision.  It will then be submitted to the SHA for approval.

As there was a time delay between SPB meeting and Brent tPCT Board, and LiftCo had said it could not continue working at risk, The Director of Primary Care Services and Director of Finance sought advice from LiftCo on the possibility of the PCT indemnifying the Company for costs that would arise if it’s technical team was to continue with the project.  These were estimated at £43,000 and after internal consultation a letter was sent to LiftCo from Brent tPCT advising that work should continue.  Liability only arises to pay these costs if the Board decides not to proceed with the scheme at the new capping level, otherwise they will be included in the normal way as part of the partnering costs rolled up into the final Lease Plus Charge.

2.3 Recommendation 
The tPCT Board is asked to note progress and give Stage 1 approval, including setting a capping level of £610,880 per annum in respect of a Lease Plus Charge on the Kingsbury Primary Care Centre, in order to proceed to the next phase of development.

3.1 Sudbury Primary Care Centre.

Attached to this report is the Business Case for Sudbury that has been submitted for approval to the SHA.

The capping level reported is that advised to the Brent tPCT Board in May 2005 of £666,000 with a small increase needed at Stage 1 to cover identified additional cost.  This took the capping level to £672,500.  The SHA have asked for a Board minute indicating agreement to the capping level in the Business Case. 

As indicated above, in the case of Kingsbury, and stated at para. 5.2 in the attached Business Case this effectively means for Brent tPCT an additional budgetary provision in 2007/8 of £518,500 per annum.

3.2 Recommendation 
The tPCT Board is asked to note progress and give Stage 1 approval, including setting a capping level of 672,500 per annum in respect of a Lease Plus Charge on the Sudbury Primary Care Centre.

4.1 Funding Arrangements

Each Lift scheme is funded by 90% Bank borrowing and 10% Equity contribution from the Participants, including the PCTs.

There is no legal requirement for the PCTs to make equity contributions but the Shareholders Agreement anticipates all participants taking an active part in funding arrangements.

Business Cases submitted to the SHA have indicated that on the initial schemes (basically where PCTs own the sites or have used DoH Enabling Funds to acquire the sites) the intent is that the equity contributions by the PCTs and the equipping of the buildings will be funded from the capital receipt realised upon transfer of land into LiftCo.

Equity contributions required in respect of Sudbury (£139k) and Kingsbury (£111k) amount in total to £250k.  Net receipts realised by Brent tPCT from land sales to LiftCo will be in the region of £1.5m.  It is not envisaged that either Hillingdon or Harrow PCTs will be able to fund any of the local Public Sector equity requirement.

Contributing equity in full by Brent tPCT on behalf of the local health economy will maintain the partnership basis established at the outset.  Initial financial return on this investment is beneficial and in the long term enables Brent tPCT to share significantly in the successful management of LiftCo.

4.2 Recommendation 
The tPCT Board is asked to consider if it will provide the 20% local health economy equity contributions on Sudbury and Kingsbury schemes (currently estimated at £250k total) from the net receipts arising on transfer of land for the two schemes into LiftCo.

Bashir Arif

Director of Primary Care Services

Mahendra Patel

Director of Finance


Geoff Easton

Project Director 

ATTACHMENT 1

	SPB05/04

4.1
	Former Roberts Court Site, Stage Lane, Kingsbury

It was agreed to have the previous meeting scheduled for 16th September 2005 reconvened to allow for more discussion between the LIFT Office and LIFTCo as there was a substantial gap on estimate LPA charge and the capping level was still to be determined. GE acknowledged that despite not having Stage 1 approval, LIFTCo submitted the planning application in order to keep the scheme moving. 



	4.2
	Various meetings have taken place between the LIFT Office, the PCT and LIFTCo in an attempt to reach an agreed capping figure. GE shared the proposal that went to the LIFTCo Board which included the scheme development and layouts. 



	4.3
	GE explained it is his role as Executive Director to the SPB to comment on LIFTCo’s proposal and referred to paragraph 4 of his report where he gives his comments on the proposal figure of £321m² with exclusions. He gave the background to the discussions stating his two issues of concern, firstly the base upon which VfM considerations are being calculated and secondly the timescales upon which the scheme is moving. It is accepted that the scheme will not complete at December 2005 as anticipated and is expected to go to the next Quarter, March 2006. 



	4.4
	GE’s recommendations and reasons to the Board are set out in paragraph 5 of his report where he advises the SPB to move towards LIFTCo’s proposal figure of £321m² with the controls of paragraph 5.5. GE suggested that in the spirit of partnership it is sensible to discuss issues of VfM before formal Stage 2 reports are issued and that there be a more equitable sharing of risk. 



	4.5
	The Chair invited LB to comment. LB believes there are a number of inaccuracies in GE’s proposal. He wrote to TR stating his concerns and went on to share the key points. LIFTCo has always maintained that the affordability cap for non-sample schemes were set on inaccurate figures and is now setting a realistic expectation of LIFTCo figures at Stage 1. LB’s main concern is the comparison of the Kingsbury and Sudbury schemes put forward in GE’s report. 



	4.6
	Taking the Sudbury scheme settled cap figure of £299m² LB set out several additional costs arising on Kingsbury relative to building, timing and land costs, producing through this approach a figure supporting the proposal of £321m².



	4.7
	LB believes the purpose of Stage 1 process should be to reflect the Tenants Requirements, giving figures full of risks and contingency regardless of who holds those risks. It is for LIFTCo to mitigate those risks and value engineer the scheme. In his view the VfM criteria should be benchmarking based on PfH benchmark.




	4.8
	Board members raised with LB alternative suggestions to a capping level of £321m² with all the exclusions listed on paragraph 5.5 but these were all regarded as unacceptable. Members queried the value of a “not to be exceeded” capping level with so many exclusions as clearly the final figure could well exceed the stated cap of £321m². LB undertook to advise Members of the additional costs of all the exclusions. 



	4.9
	Members were reluctant to approve the LIFTCo proposals as it was so uncertain as to its potential final effect. On the other hand Members did not want to see further delay on the scheme, all the risk of this being borne by the PCT, as LB maintained LIFTCo would not be held to a Financial Close date prior to Stage 2 approval. Members queried where the incentive was to ensure LIFTCo and/or its supply chain delivered on key dates. 



	4.10
	BA advised that he had anticipated taking to his Board a proposal of around £321m² as a true ‘capped’ figure with no exclusions and advised that an ‘uncapped’ figure would not be acceptable to the PCT Board. LB undertook to advise on the additional costs of all the exclusions, so that BA could take the revised cost to his Board.

	4.11
	SPB agreed to follow this line as there was no other agreed alternative. Having been advised by LB that a single condition requiring LIFTCo to accept the risks inherent in committing to a Financial Close on or before 31st March 2006 would prove unacceptable and may involve reporting back with subsequent delays, the Board reluctantly agreed to the figure of £321m² and all the exclusions in paragraph 3.3 of the report, subject to this being accepted by Brent tPCT Board. This agreement was also to be subject to a formal note in this particular minute indicating what the SPB expected of LIFTCo as a result of this decision, and that this would be the subject of a performance review in due course. 



	4.12
	Recommendations approved by SPB

1.
Subject to the agreement of Brent tPCT Board, the SPB approves the Proposal for Kingsbury Primary Care Centre as submitted by LIFTCo. 

2. 
In giving this approval the SPB states that it expects LIFTCo:

(a)
To use its best endeavours to ensure Financial Close on this scheme on or before 31st March 2006. 

(b)
To use its best endeavours to keep the final LPA charge below the figure of £321m². 

(c)
In pursuit of (b) to commence work immediately with the Project Director on coming to a conclusion on ‘Value for Money’ for this scheme and Sudbury scheme well in advance of formal Stage 2 submission. 

It will want to see evidence of actions taken in relation to the above that will demonstrate the stated objectives.














