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     Abano Healthcare is staring down the barrel of completely losing its Wellington medical laboratory business, dramatically demonstrating the perils of depending on government contracts, particularly in the health sector.

     Its Wellington Pathology, or Medlab, which has been doing community pathology work for 70 years, and joint-venture partner Valley Diagnostic Laboratories, a subsidiary of Australian-listed Sonic Healthcare, are currently only second choice to continue providing those services.

     Instead, the Capital & Coast and Hutt Valley District Health Boards, (DHBs) which fund the services, are considering taking over that work themselves in partnership with South Island-based New Zealand Diagnostic Group.

     If they proceed with those plans, Abano’s pathology business is kaput, a business it paid $7.6 million for in late 2001 (it bought subsidiary Nelson Diagnostic Laboratories at the same time for a combined $10.5 million cost).  Abano could also lose the Nelson business because its contract is also up for review. 

     The impact on Abano’s share price has been dramatic: the shares were trading about $1.55 before Abano notified the market of the possible loss of its contract and the shares promptly sank to a $1.13 low. 

     It isn’t the first time a public company has taken a major hit from losing a public health contract. Back in late 2001, Wakefield Health lost its contract with the Capital & Coast DHB to provide cardiac surgery.

     In preparing for its float earlier in 2001, Wakefield’s board had assumed it would keep its contract, basing that belief on a view that the public hospital system was unable to meet the demands of an ageing and well-informed population.

     The following year, Wakefield’s board was reprimanded by the Securities Commission for producing a “misleading” prospectus. It was later vindicated in May 2004 when the DHB was forced to admit it couldn’t cope with the demand for surgery and that it would again be sub-contracting cardiac surgery to Wakefield, although on a much smaller scale than previously.

      Understandably, Wakefield was wary of suffering a repeat performance.

      Abano managing director Alan Clarke is convinced that the same underlying ideology, of wanting to take all medical work into the public sector, is operating with the pathology services contract.

     When the current government came to power, there were over 650 health contracts let to the private sector and that has been reduced to less than 100, Clarke says.

     Perhaps with hindsight, he might have seen it coming, but the company had received assurances that encumbent providers had a right to expect their contracts would be renewed, he says. Even the company’s plans to merge Medlab with Valley Diagnostic were at the urging of the DHBs which wanted to see a rationalisation of pathology services.  

     Clarke estimates that if the DHBs go ahead with taking the pathology services in-house, between 100 and 150 jobs will be lost in the Wellington region.

     “These aren’t low-skilled, manual jobs. These are highly skilled people, scientists and technicians and even pathologists. At the moment in New Zealand, we can’t find enough of these precious, precious people,” he says.  “A lot of these people are saying enough’s enough, we’re going to Australia.”

     Clarke is also convinced that at some stage the public health system will have to reverse current policy and seek assistance from the private sector because it simply won’t be able to cope -- Wakefield's experience tend to suggest he's right. 

     For the state to take on all the risks of providing health services “is one big gamble and a gamble that I believe with actuarial certainty will go splat.” 

     As for the rest of Abano’s operations, since it sold its Eldercare resthome operations in May last year, Clarke says the only other DHB contracts it has are for a minor part of its rehabilitation services. While a lot of the work its various divisions do is for ACC, it is “a more rational client,” behaving more like an insurance company than an arm of government.

