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NHS REVIEW: STOCKTAKING

You are holding a meeting on Thursday to take stock of what the

Review has now got to, and where it might be going.

20
from
the

I attach a note prepared by Mr Griffiths which sets out,
the Treasury's point of view, which of the conclusions of
Review so far can be regarded as beneficial and which not.

Overall, we have done quite well in fending off expensive bad

ideas
kind)

(save perhaps the concession we had to make on benefits in
, but we must suspend judgement as to how far we have

succeeded in ensuring that effective financial control is not
undermined.

The main themes of the Review as it has evolved are now:

a. improving accountability within hospitals by, for
example, better management and financial information
systems, improved VFM audit, medical audit and reforming
consultants' conditions, notably the merit award system;

b. freeing up the controls within the system by
introducing self-governing hospitals, delegating more
decisions to hospital level, and improving public/private
sector co-operation;
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C. making the system more responsive - hence the "package
for patients", GP budgets for elective surgery, and
performance funding.

4. We need to think about how some of these proposals will turn
out in practice. Some look on the complicated side, while others
still need a lot more work done on them before they can be
unveiled as part of the outcume of the Review. We must look at
the potential pitfalls, before we start getting into drafting a
White Paper.

Accountability within hospitals

5. This is making good progress. The resource management
initiative is being accelerated, and we are in touch to ensure
that DoH drive it through properly. We have agreement that the
Audit Commission will take over statutory audit of health
authorities and FPCs. So 1long as DoH come up with positive
proposals on medical audit and consultants, we have the makings
of an attractive package here.

Self-governing hospitals

6. This too is coming along quite well. There may be political
problems in pressing self-government in particular cases against
opposition from at least some local groups. But the proposals now
stand up reasonably well in procedural terms. The main problems
are likely to be about pay. Clearly, if self-government is to
have any meaning, the hospitals must have more freedom than at
present over terms and conditions. But the political and possibly
legal difficulties of taking some people out of national pay
bargaining systems and review bodies, but not others, should not
be underestimated.

7. Rather than treating the staff of self-governing hospitals
differently from the rest, we need to try and reform the pay
system more generally so that it offers employers the sort of
freedom that self-governing hospitals would expect in terms of,
eg geographical and performance-related pay. Abolition of the
review bodies would be the ideal, though probably an unattainable
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| one. Instead, we might look at the relationship between review

bodies and collective bargaining, particularly for nurses. We
shall be having an initial discussion about this with DoH
officials shortly.

Public/private sector co-operation

8. This 1is to be the subject of another DoH paper, on how to
encourage the private sector and, as the record of the last
meeting put it, blur the distinction between public and private.
In considering this, we must keep in mind the distinction you
made at an earlier stage between finance and supply. It is on the
supply of health services that we want to blur the public/private
distinction - eg by competitive tendering in clinical services.
We most certainly do not want to blur it on finance. We have
sought to maintain this distinction clearly and have resisted
schemes for health vouchers or "opting out of the NHS", which
involve new and expensive subsidies to those who pay for their
own private health care. This will be the essential point to bear
in mind when the DoH paper appears.

< B A specific instance in which it could arise is GP practice
budgets. If GPs are to be allowed to refer patients directly to
private hospitals, there is a danger of public finance
substituting for private finance - in effect a new subsidy for
private treatment. If your GP can refer you privately using
public funds, you do not need insurance, so the net private funds
going into health are reduced. This is quite different from a
district buying bulk from a private hospital in order to reduce
waiting 1lists: that is substituting private provision for public
provision, a completely different kettle of fish.

10. The DoH proposals for more private finance for capital
projects are also relevant here. The Chief Secretary will have
held his meeting with Mr Clarke earlier on Thursday.
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GPs and family practitioner committees

11. This however is a rather unclear tangle of three quite
distinct themes: GP budgets, management control of GPs, and cost
control.

12. The first is mainly about giving GPs new powers to try and
make the hospital system work better. It has little to do with
management of the FPS (so talk of "opting out" is misleading). It
is looking for a mechanism to get waiting lists down, either by
discouraging unnecessary referrals or by targeting resources on
those hospitals who deal with patients most expeditiously. The
link made with top-sliced performance budgets at the last meeting
is quite right: these two proposals, both aimed at waiting lists,
need to be knitted together in some way. Tackling waiting 1lists
must be a big objective for the Review. The proposals should be
designed with this clearly in view. But beware the point about

referrals to private hospitals (paragraph 9 above).

13. The minutes of the last meeting are muddled on the second
theme: management control. DoH have been asked to produce a paper
on how the capacity of FPCs to enforce their contracts with GPs
should be strengthened. But the minutes talk about this in terms
of those GPs who have not "opted out", completely ignoring the
fact that GPs with practice budgets will have an identical
relationship with their local FPC. It is through their contracts
with FPCs that GPs are remunerated and enabled to provide primary
health care. The practice budget proposal is simply an add-on. If
GPs with practice budgets are to come under some new remuneration
system - as the minutes seem to imply - then the issue needs to
be addressed explicitly and quickly. The present system is much
more complicated than simple capitation fees, which account for
less than half of GPs' remuneration. In my view, we do not want
to propose a new remuneration system for GPs with practice

| budgets. We want the stronger FPC management to apply to them as

well as to other GPs.
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14. The third - cost control - is the important one for the
Treasury. We have got proposals for drug budgets, cash 1limits

wrX &qﬁf(including DHA/FPC merger) and controlling GP numbers in play,
y f\ e — i ¥ e —— e ———— B
\ ‘\ "' ‘but are still some way from achieving any of them. Indeed the
v

proposal to allow GPs to retain underspends on practice budgets
will tend to ratchet FPS costs upwards: those who opt for
practice budgets will tend tu be those whose costs are below the
average on which the budgets will be based. We should keep it a
high priority to get something worthwhile in this area out of the

Review.

15. We should be looking for an acceptable result on all three
of these, to form a coherent package. We should not accept GP
budgets without better cost control and management of the FPS
generally.

Funding

16. The Department have a remit to produce a paper for the next
meeting, including the "abolition" of RAWP and its replacement by
a capitation-based system. We need to be clear what this means.
There will need to be some system for allocating resources
according to population, adjusted for differences in age
structure and morbidity (ie how sick the local population are).
In practice this will be 1little different from the present
calculation of RAWP targets, the formula for which is not all
that complicated. In a fully-fledged system of buyers and
providers, these allocations would go to the buyers who would use
them to purchase appropriate health services. But, initially at
least, the two roles will continue to be closely intertwined in
health authorities. So the money going to health authorities
would be very much like allocations according to RAWP targets
(with the possible exception that it would allocate to district
rather than regional level, which would require a more finely-
tuned formula). In other words, the effect would be to speed up
the process of moving to RAWP targets, since it would be done at
once rather than over a period of years. It will be interesting
to see how DoH address this in their forthcoming paper, but they
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might make a bid to buy out regions who are at present below
target. We should not let them get away with the impression that
RAWP is being "abolished" in return.

17. The changes so far proposed will make the system more
complicated than it is now. It is now a fairly simple top-down
process through regions and districts to hospitals. The new
system, in contrast, would fund hospitals by a combination of at
least three different methods ("core", *contract" and
"performance"), have different arrangements for financing
district-managed and self-governing hospitals respectively, and
partially fund some services through GP practice budgets. It is
hoped to simplify the treatment of one aspect of the present
arrangements - cross-boundary flows - but even here it may not be
possible to get rid of the present adjustment entirely (eg for

"core" services).

18. Still on the theme of complexity, the objective was once to
slim down, if not abolish, regional health authorities. The net
effect of the proposals so far, however, is to beef them up
considerably. No proposals are yet on the table which would take
functions away from regions sufficient to compensate for the
following additions so far proposed to their terms of reference:

- overseeing the transition of hospitals to self-
governing status

- some controls over acquisition and disposal of assets
by self-governing hospitals, a responsibility which
now resides primarily with districts.

- oversight of FPCs, whether or not merged with
districts

- allocation of budgets for elective surgery etc to GP
practices who so opt

- running the performance-based element of hospital/
district funding
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- responsibility for the propoSed new system of capital
charges

- approving voluntary capital raising schemes which will
attract pound-for-pound public funding.

19. Greater complexity is not in itself an argument against
changye. If we are to break up the present monolithic
arrangements, and introduce new incentives to improve performance
and efficiency, a more complicated funding system is inevitable.
We were aware of this when we proposed the idea vf performance
funding, reasoning that the new incentives would have benefits
outweighing the administrative costs. A stronger role for
regions 1is also inevitable, since the alternative is to
centralise these functions into the Department of Health and the
NHS Management Board. But the Group should be aware of the extent
to which the proposals complicate rather than simplify, and
therefore seek assurances about the capacity of the people in
charge to absorb and manage these changes. You will wish
therefore to ask Mr Clarke whether he thinks that the regions, in
particular, have strong enough managements to tackle the changes
which he has proposed. We shall feed this thought in to DoH
officials, who are preparing a paper on the reconstitution of
regional and district health authorities for the next meeting.

Direct effects on patients

20. Finally, we must not lose sight of this. Insofar as the
other proposals will improve the efficiency and effectiveness of
the NHS, patients can be expected to benefit in the longer term.
But the White Paper will need to contain some convincing ideas
for tackling the worst waiting list black spots and for getting
hospitals to raise the non-clinical treatment of patients from
its present unacceptable standard. Mr Clarke is to put a paper
on this to the next meeting.

R B SAUNDERS
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ANNEX A
NHS REVIEW: STOCKTAKING

Treasury Objectives

1. Better value for money in the NHS through reforms to improve
efficiency and enhance services to patients without a significant
increase in public expenditure.

2. Ensure maintenance and, where necessary, development of
effective public expenditure control over NHS.

3. Introduce more of a price mechanism into the NHS eg

- more patient charges L h3h$4 b %ﬁm';ﬁﬂi%J d 15
hovl exivan #o A ;

. t : . fl

- internal markets C/() Y %{ ALV Lo J ‘

Achievements

sl
1. Acceptance of principle of introducing performance-related
financing eg creation of funding mechanism more attuned to

' rewarding performance and use of top-slicing of resources to help
efficient hospitals through practice budgets for certain GPs or

waiting list funds for GPs. [ But vaehhods WU g H QWLQ M},U,AJ

2. Agreement = on importance of measures to provide better service
to NHS customers (reforms to appointment systems, visiting hours,
improving waiting rooms etc).

3. Some progress on promoting greater use of price mechanism eg
commitment to extend the Resource Management Initiative throughout
the NHS acute sector, introduction of capital charging.

4, Agreement to transfer responsibility for NHS audit to Audit

| commission. (o ¢l MNackical e ms? v sk oy 29

: ! ; rvLak%n«ah!F w W
5. Rejection of opting out and health voucher concepts. hJﬁQ;}

: /\}«f""\/.-"\/ K h(/ W S0 ) ,bé&Ll‘Oot "
6. No significant diminution (so far) of public expen iturc
. control in the HCHS.
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1. No progress on extending charges.

o Concession of private medical insurance tax relief for
pensioners and all employee company schemes.

Still to play for

1. Better public expenditure control over the FPS. Ideal would be
to merge DHAs and FPCs and impose cash limits. If cannot achieve
this, seek to secure as many as possible of the necessary
conditions for application of cash 1limits - implementation of
controls over numbers of GPs entering the FPS, establishment of
drug budgets for GPs. Minimum objective is to ensure that GP
practice budgets do not lead to reduced financial control ove?)and
unnecessary increase in FPS expenditure.

)

2. Maintain effective control over capital expenditure with,

minimum derogation from the private finance guidelines. EEy rg%“”
WY

3. Action to reform consultants' conditions. Agrqugg;j/that this

e

should be done but not on the measures necessary.
4., Competitive tendering for clinical services.

5. Pay in relation to self-governing hospitals and its impact on
the rest of the NHS.

6. Accountability and the structures to support 1k (NHS
organisation)

.
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‘ NHS REVIEW: FUNDING HOSPITALS

1. This paper sets out how a new approach to funding hospitals might work
in practice, and how the present funding system might be changed over time.
It does not cover the funding of family practitioner services or capital.

Funding Districts

2. Once fully in place, the new arrangements envisaged by Ministers for
self-governing hospitals and greater competition imply a new basis for
funding Districts. Each District will need a budget with which it is
expected to provide or secure a comprehensive range of services for the
population it serves. That budget will come ultimately from Govermment, and
there will need to be agreed mechanisms:

¥ for deciding within the PES how much in total needs to be spent
from public funds.

* for distribution between Districts. To the extent that Districts
are charged with securing services for all the patients they serve,
funding should in the main be related to population (subject to any
necessary allowance for extra costs, such as for the number of
elderly people). Whilst they remain directly responsible for the
delivery of services, the money they get should also reflect
performance. The level of privately funded expenditure might also

. be a consideration. Most, if not all, cross-boundary flows will be
paid for directly.

* for reflecting unavoidable variations in the cost of providing
services, notably the excess costs in London and the South East
(which may well grow if Regional pay variation increases.)

=

* for any remaining central initiatives to reward performance, reduce

waiting times or encourage new developments.

3. The present financial allocation system (briefly described at Appendix A)
would require substantial change. To move overnight would mean that the
majority of Districts would get significantly more or significantly less
than at present. Without the new system in place there would be chaos,
leading almost certainly to the need for substantial extra expenditure. We
shall therefore need to manage carefully the process of change, working
primarily through a regional tier which will need to co-ordinate each year's
"'normal" allocations to Districts with

* new developments in the funding of services to patients, of the kind
discussed later in this paper, and

* the development of self-governing hospitals.

B:DC1823
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4. These charges will need to be managed carefully and, at least in part,
experimentally. A number of possible experiments are summarised in Appendix
B, all of which - including those concerned with the phasing in of
self-governing hospitals (experiments (4) and (5)) - would both inform and
progress the changes needed. Legislation will be necessary to enable much
of that experimental work to take place as well as to make some of the
changes to the funding system which will be required. The outcome will be a
system based essentially on

* primarily capitation-based allocations from the Department to
Regions (or regional arms of the Department) and from Regions to
Districts.

* performance-related contracts or management budgets bctween
Districts on the one hand and their management units or
self-governing hospitals on the other.

5. Ministers may wish to consider making two immediate changes during the
interim period:

i. identifying specific sums (which to be effective would have to be
seen as additional) to be allocated by Regions on the basis of a
proven track record of cfficiency or, as with the existing waiting
list initiative, in order to encourage targeted improvements in
efficiency or output. This approach would not necessarily form part

. of the longer-term system, and could be phased out as the new
arrangements began to bite on efficiency and waiting times. If
interim, specific funding is to be introduced as early as 1989-90 the
recipients would have to be Districts, but the aim could be to move to
including hospitals among the recipients as they become
self-governing. In addition all health authorities would need
sufficient additional resources to meet the costs of inflation and of
general service pressures, notably from the elderly.

ii. dealing more expeditiously with cross-boundary flows. The
evolution of the new funding arrangements proposed in this paper will
itself steadily increase the proportion of cross-boundary flows which
are paid for directly. For example, one of the experiments outlined
in Appendix B would provide for every Region to move in this
direction, specialty by specialty, in the field of elective surgery -
where progress on cross-boundary flows is particularly important. In
the meantime, it may be possible for neighbouring Regions to reach
agreement to move immediately to direct payment for patient flows. As
a first step the DHSS are examining now how quickly they can move to
using patient flow data one rather than two years late.

Funding services to patients

6. Where the new funding arrangements will really '"bite" is below District
level, at the point of funding services to patients. For convenience,

. future funding arrangements at lhis level can be divided into three
categories:

B:DC1823
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i. ‘"core" funding for services which must be available locally
because, for example, immediate accessibility is essential for
emergency treatment.

ii. "contract" funding for services which could be subject to
competition: these services could be provided locally but could
instead be bought in partly or wholly from elsewhere (including the
private sector).

iii. "tertiary" funding for services which are too specialised to be
affordable in more than a few locations.

The services covered by these categories are described more fully in
Appendix C.

Core" funding
7. The funding of '"core" services will need to be arranged in a way which
* guarantees immediate availability, so that treatment is provided
when it is needed without any question as to where the money is

coming from.

* secures acceptable standards of performance in terms of quality and
efficiency. ]

For the most part '"core'" services are not subject to waiting lists. There
is therefore no need for their funding to provide incentives to greater
activity.

8. The best approach at the start might therefore be

* budgets allocated by DHAs to each management unit, backed in each
case by

* agreed performance targets which recognise past performance or aim
to achieve significant future improvements.

The practical application of this approach would need to be tested by
experiment.

9. For hospitals which became self-governing, these performance-related
budgets would be turned into formal contracts. Some self-governing
hospitals would need to hold such contracts with more than one District
"buyer', replacing the present retrospective arrangements for funding
cross-boundary flows.

10. The services which need to be provided locally and therefore funded in
this way can be divided into five broad categories:

i. accident and emergency (A and E) departments.
ii. services for patients who need immediate admission Lo hospital
from an A and E department, for example a significant proportion of

general surgery and injury services.

B:DC1823
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iii. services for other patients who need immediate admission, such as
most general medicine and a substantial proportion of hospital
geriatric and psychiatric services.

iv. out-patient and other support services which are needed in support
of (i)-(iii), either on site or immcdiately available.

v. public health, community-based and other hospital services which
need to be provided on a local basis as a matter of either policy
(e.g. services for elderly and mentally ill people) or practicality
(e.g. district nursing and health visiting).

"Contract" funding

11. "Contract" funding will apply to services which could be subject to
competition and provided either locally or elsewhere. The funding of these
services will need to be arranged in a way which

* offers patients and their GPs the maximum possible choice, including
where relevant the possibility of trading off ease of access against
length of waiting times.

* enables DHAs to look for the best ''deals", for example in terms of
cost and waiting times.

* frees hospitals to do more work as they become more efficient, but
without risk to expenditure control.

* gives local GPs a significant voice in decisions by Districts as to
where, and on what basis, Districts will fund treatment; and at the
same time helps Districts to influence GP referral patterns where
these are not necessarily making for the best use of hospital
resources.

* preserves GPs' freedom of referral to their chosen specialist.

12. These objectives will not be easy to achieve, or to reconcile, in
practice. It is not advisable to draw up a detailed national blueprint
without experiment, and we cannot confidently predict how any particular
solution will work in practice until we have tried it out.

13. Some of the experiments in Appendix B would be designed to assist this
process, and these - or some equivalents - would be essential first steps.
It would also be important to leave Districts with enough flexibility to
adapt the outcome to their own circumstances. Subject to the outcome of
pilot schemes, the main elements in '"contract" funding will be:

* Districts would be free to enter into contracts with other
Districts, with the private sector and, in due course, with
self-governing hospitals for the provision of contract-funded
services. These contracts would supplant current arrangements for
funding cross-boundary flows in respect of those services.

B:DC1823
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Each District would agree with its management units a
performance-related budget for each of the relevant services.
These budgets would secure the capacity needed

a. for the District's own residents, to the extent that their
treatment was not provided for in contracts with other Districts
or the private sector; and

b to discharge the terms of any contracts to provide services
to other Districts' residents.

Self-governing hospitals would determine these budgets themselves.
The aim of the budgets would be to anticipate future demand,
including cross boundary flows, on the basis of past experience.

Contracts and budgets would be reviewed annually. As "buyers",
Districts would need to ensure that the hospitals concerned had
fulfilled the performance targets in their contracts, were still
offering better value for money than any alternative hospital, and
were still providing the services required by their GPs (see
below). In respect of non self governing hospitals, Districts
would hold their hospitals to account for their performance and
determine the following year's budgets in the light of their
success. Budgets for each of a self-governing hospital's
contract-tunded services would be determined by their success in
competition with other hospitals.

Each '"buying'" District's contract or contracts for each service
would be based on the referral patterns of each District's GPs and
after consultation with them. The desirability of changing thosc
patterns, on cost or quality grounds, would be subjcct to regular
discussion with GPs. GPs - on behalf of their patients - would be
able in this way to influence which consultants received bigger, or
smaller, budgets. Districts would be able to cnsure that GPs were
fully informed about the relative cost-effectiveness, including
waiting time, of alternative services; and would be free to tey: to
persuade GPs to change their referral patterns in the interests of
greater cost-effectiveness.

Each District - again as '"buyer" - would have a budget for in-year
referrals which were not covered either by the budgets for its own
hospitals or by a contract with other Districts and hospitals.

This "GP budget", too, would be reviewed annually in the light of
GPs' preferences, and could be either increased or decreased in the
light of the performance of the hospitals with whom there were
established contracts. The demands made by GPs on this budget
would be subject to peer review, on an exception basis, to ensure
that the money was not spent unnecessarily.

SECRET
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14. Taken as a whole, the approach in paragraph 13 would enable budgets to
be set in a way that reflects the past pattern of referrals whilst
maintaining future GP freedom of referral. The system of annual budget
review in particular would enable budgets to reflect what has happened to
patients in the previous year and so take account of patient choice.
Equally, it would mean that budgets were increasingly set on the basis of
performance and practice, and not simply allocaled from above.

15. The services which would need to be funded in this way can be divided
into three broad categories:

i. those procedures or treatments which are currently provided in
every District as part of the 'core'" services but which do not
necessarily have to be carried out locally. These are in the main
acute surgical operations such as varicose veins, hernias and hip
operations which make up the bulk of waiting lists.

ii. services which are currently provided on a supra district basis,
such as ear, nose and throat (ENT), ophthalmology and oral surgery,
which some Districts will need to buy in.

iii. other services for which patients may wish to be able to exercise
choice as to location and/or timing, for example some long-stay care
for elderly people. (These services however raise some additional
issues which are not addressed in this paper.)

16. The DHSS estimate that at any one time up to a third of all patients
awaiting or receiving treatment could in principle be treated in another
District. Many of these would be people needing elective surgery. These
are typically routine - and relatively inexpensive - operations and would
therefore represent a rather smaller proportion of an acute hospital's
budget.

"Tertiary" funding

17. !"Tertiary" care is that which follows referral from one hospital —
whose facilities are inadequate to care for a particular patient - to a
specialist hospital or unit for more complex diagnosis and treatment - for
example cardiothoracic or neurosurgery. Admission may or may not be
required immediately. "Tertiary" services account for a small proportion of
the average district's revenue budget, but are distributed very unevenly and
are resource-intensive.

18. The funding of '"tertiary" services will need to be arranged in a way
which

* secures the availability of treatment for those who need it.
* maintains excellence and rewards efficiency.

* gives the referring consultant some choice where choice is
practicable.

* avoids unnecessary duplication of these services.

B:DC1823

SECRET



SECRET

19. The ideal solution, and the one most consistent with Ministers' overall
approach to funding, might be to have protected funding for the fixed costs
of these specialist services, with marginal costs being met by the Districts
or hospitals from which the referrals were made. In theory at least this
would give specialist hospitals or units reasonable security of funding
whilst injecting a degree of pricing into their use. But it would be
important to be snre that the viabilily of such units was not undermined,
and it may be that some at least would in practice need to be 100% funded by
Regions or the Department. These are important and sensitive services, and
it will be particularly important to test and explore the funding options
Ty

Training and research

20. Funding arrangements along the lines suggested above will not of
themselves meet the needs of

i. medical teaching (undergraduate and post-graduate), which involves
both direct costs and significant indirect costs and might be squeezed
out if not protected;

ii. nurse training and training for the paramedical professions -
although the latter is split with further education sector and might
be moved further in that direction;

iii. future development and research; or
iv. overseas visitors.

Separate arrangements will be needed to meet the service costs of these
activities.

Promoting efficiency

21. The new funding arrangements outlined in paragraphs 7-19 above will
have built-in incentives to greater efficiency. Both before and after they
become self-governing, hospitals which are efficient and successful will be
able to attract more income from their contract-based services — attracting
money as they attract additional patients - and to expand. The less
successful will lose business accordingly. Districts and self-governing
hospitals will also be competing with each other and with the private sector
for business from the private insurance market. Self-government for
hospitals will maximise both the competitive pressures themselves and each
hospital's ability to respond in an imaginative way.

22. In the short term Districts will need to give their management units
increasingly performance-related budgets and, through the resource
management initiative and other developments, to build up the capacity of
each unit to run its business effectively. Specific, performance-related
funding of the kind discussed in paragraph 5(i) would act as a further
stimulus to improved efficiency during this period.

SECRET



SECRET

APPENDIX A
PRESENT ARRANGEMENTS FOR FUNDING

1. Under the present system:

1. agreement is reached in the Survey on the total cash that is to be
made available to health authorities, as well as on target levels for
cost improvement programmes, income generation or income from private
patient charges.

2. the Department distribute the whole sum to Regions, who in turn
make allocations to Districts.

3. Districts give budgets to hospitals and units.

2. Allocations from the Department to Regions make use of the RAWP formula.
The formula identifies target shares for each Region, taking account of
population structure and morbidity, and allowing for cross-boundary flows.
Because historically most Regions were significantly above or below their
targets, a decision is needed annually on how far it is possible to
distribute the available additional resources in favour of below target
Regions. That decision is taken by Ministers, and turns crucially on the
total amount of growth money available, and a view as to the minimum
required by above target Regions. In 1988-89 that minimum was set at 0.7%
compared to a growth figure of 1.2%. 1In cash terms the difference between
Regions' shares is much less because provision for inflation and Review Body
additions are distributed pro rata to baseline allocations. Specific sums
are earmarked.

3. Regions' arrangements for distribution to Districts vary. Reliance on
sub-Regional RAWP formulae has diminished in recent years, giving ground to
the practice of allocating specific sums to enable planned service
developments to go ahead. Again, the cash differences between District
shares are much less.

4. Cross-boundary flows between Regions are taken into account in the RAWP
formula, but the information is at least a year out of date. Regions may by
agreement replace cross-country flows by a specific funded service contract.
Arrangements within Regions for dealing with inter District flows are more
varied, but in general are more likely to involve specific funding in order
to provide for planned flows.

SECRET
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APPENDIX B

THE FUNDING AND ORGANISATION OF HOSPITAL SERVICES: EVOLUTION AND
EXPERIMENT

Introduction

iz There is much to be done to assess as we go along what works and
what does not, to identify the information and other requirements needed
to make the funding system work, and to create a band of enthusiasts to
encourage the wider process of change. At least three Regions have
expressed interest in conducting pilots.

2 This note sketches out five possible experiments which might
contribute to an evolutionary path from devolved management within Lhe
present organisational structure to a position in which hospitals are
(a) self-governing and (b) operating within increasingly contractual and
competitive disciplines. A specification for each experiment would need
to be worked up in more detail before we could be sure of its viability.

B The purpose of the experiments would be to test out, either
separately or in combination:

(k) the operation of new funding arrangements;

(ii) the nature of self-government, and its impact on the
hospital itself; and

(iii) the working of a competitive environment (in effect, (i) and
(ii) in combination).

The experiments are themselves set out in a broadly evolutionary
sequence, although they would not necessarily have to be mounted

sequentially.

Possible experiments

Experiment (1): elective surgery, specialty by specialty
all Regions, each at its own pace.

4, This experiment would develop and test trading in elective
surgery, both between Districts and with the private sector. There need
be no changes in the present organisational framework, and no
self-governing hospitals. But close collaboration with FPCs and GPs
would be essential, legislation would be needed to facilitate direct
contractual relationships across District boundaries, and some
adjustments to sub-Regional and perhaps Regional funding would be needed
as cross-boundary flows were financed increasingly directly and at the

D3.2/14
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time. Each Region would select its own sequence of specialties. The
aim would be to develop contractual relationships, exchange experience,
and build District and unit expertise in the management of contracts.

Experiment (2): tertiary services
all Regions, each at its own pace
all postgraduate SHAs.

5% This experiment would develop and test alternative ways of funding
specialist units, including postgraduate SHAs and tertiary referrals.

It might explore the impact on specialist units of a shift in the
balance between direct and contract-based funding. The conditions for
this experiment would be similar to those for experiment (1). The aims
would also be similar, but in more specialised areas and with an
opportunity to explore the impact of a contract-based approach on
already "self-governing" SHAs.

Experiment (3): a Region-wide ''mixed economy"
one Region (or possibly two contrasting Regions)

6 This experiment would also retain the present organisational
framework, but would develop and test

w3 performance-based management budgets set by each DHA for its
management units to cover ''core'" services.

. * contracts between Districts and with the private sector for
"contract-funded" services.

= GP budgets for '"out of contract" referrals.

The conditions of the experiment would be similar to those for
experiment (1), but with sub-Regional funding taking no account of
cross-boundary flows except, perhaps, for '"tertiary" services. Although
there would be no "self-governing" hospitals, it would be important for
the '"provider" end of contracts to be managed as far as possible at unit
level. The aim would be to establish a comprehensive "mixed economy' of
devolved management and inter-District trading within one Region. The
change in funding arrangements would force management to question
whether services should be provided direct or bought in, and the impact
of this would be assessed.

Experiment (4): self-governing hospitals.
one Region or part-Region.

7o This experiment would establish ''self-government' for a
geographically-related group of hospitals. Legislation would be needed
to set up boards of management which were able to employ staff, enter
into contracts, and so on. The hospitals covered by the experiment
would be accorded the full range of responsibilities envisaged for

. D3.2/14
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self-governing hospitals, but would remain accountable to their 'home"
DHA on a limited, strategic basis and might have only limited freedom
to sell their services to other Districts. The aim would be to test the
internal consequences for the hospitals themselves, for example the
management and other resources needed to make self-government "work';
the scope for self-government between and within current management
units; and perhaps some of the implications for the functions of
Districts and Regions.

Experiment (5): competitive self-governing hospitals.
one Region (or possibly a large conurbation, eg
London).

8., This experiment would establish a competitive market for
self-governing hospitals, making the full range of funding and
organisational changes over a sufficiently large geographical area for
competition to work and be tested realistically. If the private sector
were prepared to co-operate, the impact of competition with and among
private hospitals might also be evaluated. Districts would continue
either to provide direct or to buy in from elsewhere those services not
provided by self-governing hospitals, and would hold substantial '"core"
contracts with self-governing DGHs. The aim would be to test the
operation of all three of the elements in paragraph 3 above when working
in combination.

Some general points

9. Important general points include:

(i) all five experiments assume that significant devolution from
Districts to units - if not necessarily, say, the full
implementation of the resource management initiative - will
already have taken place.

(ii) all five experiments require at least some legislative cover
(because legislation is needed for all three purposes
summarised in paragraph 3).

(iii) there is nonetheless a quantum leap between experiments (1)
-(3) on the one hand and (4)-(5) on the other, partly
because more legislative cover is needed but mainly because
experiments (4) and (5) might be effectively irreversible
(for example because of the major changes required in
conditions of employment). The Government would therefore
need to be ready to commit itself to the main features of
self-governing hospitals and the new funding arrangements
before embarking on experiments (4) or (5).

(iv) experiments (1)-(3) would offer practical experience of the
effects of trading on cross-boundary flow adjustments to

D3.2/14
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revenue allocations; but would not test the comprehensive
changes implicit in a competitive ''market'".

experiments (1)-(3) would nonetheless have a cost. All
would need a reserve of money to ensure that they did not
run out of steam or have unintended short term effects such
as unwanted closures,

all five experiments would need very careful management by
Regions, for example to ensure that experimental changes and
sub-regional funding remained in step and that the
experiments were adequately structured, managed, monitored
and evaluated.

the choice of experiments assumes that it is not sensible to
proceed on the basis that hospitals can simply '"opt'" into
the new approach. (The funding arrangements imply a
geographical market. Self-government implies privileges
which could unnecessarily damage non-self governing, and
therefore less advantaged, neighbours).

(viii)an experiment confined to teaching hospitals is not

D3.2/14

suggested, partly because of the reasons given at (vii) and
partly because it would be resented by non-teaching
hospitals who regard teaching hospitals as sufficiently
privileged already.

SECRET



SECRET

APPENDIX C
"CORE" AND "CONTRACT-FUNDED" SERVICES

1. Under any revised funding arrangements district health authorities
will need to ensure that their resident population continues to have
access to a comprehensive range of '"core'" gscrvices. These are briefly
summarised in paragraph 10 of the main paper. Within these core
services there will however be some scope for health authorities to buy
in certain procedures or treatments from another district if this offers
a more effective or efficient use of resources. In addition, there are
other acute services which are provided at present on a supra-district
basis. Together these make up the services described in the main paper
as '"contract-funded".

2 This appendix concentrates on the 'core'" acute specialties;
assesses the potential for buying in from outside the district some
treatments covered by these specialties; and gives an indication of what
proportion of an acute hospital's workload this might represent. By
definition, there are no core acute services which can be wholly bought
in from outside because all general acute hospitals will need the range
of core services to support their central emergency functions. The scope
for buying in specific treatments will vary from hospital to hospital
and specialty to specialty. The greatest potential lies in the area of
surgical specialties where the longest waiting times exist at present.

CORE DISTRICT SERVICES

Accident and emergency (A and E) services

3. By their very nature, A and E these services provide the "core'" of a
general acute hospital. They most commonly consist of an accident and
emergency department supported by a range of general medical, surgical
and diagnostic facilities. 1In any revised funding arrangement, an
accident and emergency service will need to form an integral part of a
package of local acute services. Depending on the nature and proximity
of alternative facilities, there may however be scope for contracting
out part of the service to a neighbouring hospital, particularly where a
health authority finds it difficult to staff its "local" accident and
emergency department round the clock. In practice this already happens
in large conurbations where groups of hospitals in neighbouring
districts pool their resources to provide a comprehensive emergency bed
service.

Medical services

4. Medical services most commonly deal with conditions such as strokes,
heart attacks, heart failure and pneumonia, often occurring in the
elderly. The great bulk of treatment provided under this specialty is
of an urgent nature requiring immediate attention as well as local

D1. 5/6
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follow—up, including referral back to the patient's general
practitioner. The scope for buying in part of the service from outside
the district is therefore limited. In 1985, general medicine accounted
for 17% of all acute admissions of which over 80% were admitted as
emergency cases.

Surgical services

5. Surgical services cover a wide range of acute specialties and
operative procedures, some of which do not require immediate treatment
and could in principle be undertaken at a distance from home. Six
surgical specialties (in order of magnitude: general surgery,
orthopaedic, ear, nose and throat (ENT), gynaecology, ophthalmology and
oral surgery) account for some 85% of all waiting lists. Of these, ENT,
ophthalmology and oral surgery are not in fact core services and are
already provided on a supra-district basis. A study of long waiting
lists in West Midlands and Wales suggests that 46% of total waiting
lists is accounted for by seven operations (varicose veins, hernia, hip
replacements, arthroscopies, (operating on a joint), tonsils and
adenoids, sterilisations and cataracts), none of which need necessarily
be done in the "home" district. In practice, however, all surgical
units would need to balance their emergency and elective services so as
to maximise cost-effectiveness to meet teaching requirements, and to
attract good quality staff. In 1985, surgical acute specialties as a
whole accounted for 57% of all acute admissions.

Paediatrics

6. Like general medicine, the vast majority of paediatric admissions
require urgent attention. In 1985, nearly 90% of all paediatric cases
were admitted to hospital immediately. Paediatrics account for nearly
7% of acute hospital admissions. It needs to be provided locally not
only because it is effectively an emergency service but also because of
the need for parental access and support.

Maternity services

7. Maternity services need to be provided in association with acute
medical, surgical and paediatric facilities to cover circumstances in
which complications arise. Admission is normally immediate, but
treatment is usually planned which makes maternity services more
susceptible to contract-funding than other emergency services.
Maternity services account for 6% of all health authority expenditure.

Priority care groups

8. Nearly a third of all health authority expenditure is accounted for
by the priority care groups (the elderly, mentally ill, mentally
handicapped and the physically disabled). This excludes the proportion
of acute expenditure that is accounted for by elderly people. Current

DI.55/6

SECRET



SECRET

policy is that districts should become self-sufficient in the provision
of long-stay and acute support services for these groups. The creation
of larger district health authorities should however encourage more
competition in the provision of services, particularly for the long-stay
population. There may also be greater scope for more private sector
provision.

OTHER CONTRACT-FUNDED SERVICES

9. As indicated above, within the core district services there will be
some scope for buying in certain treatments or procedures from other
districts. In addition, there is a range of acute services which are
currently provided on a supra-district basis and which, by definition,
would be "contract-funded'" under the proposed funding arrangements.
These include cancer services, ENT, ophthalmology and oral surgery.

CONCLUSION

10. Any assessment of how much of an average district health
authority's budget could be '"contract-funded" is necessarily imprecise.
Based on 1985 acute hospital admission figures, a quarter of all
patients needing treatment had not been given a date for admission. In
addition, 17% of the patients were on the "booked and planned" 1list,
i.e. had been given a firm date but had not yet been admitted, and some
of these patients will have been "non-urgent" in terms of representing
an immediate call on local core services. On this basis, at any one
time up to a third of all acute patients could in principle - if
resources and alternative facilities were available - be treated
elsewhere. These patients would be likely to represent rather less than
a third of a district's acute service budget (some 46% of all HCHS
spending) because the treatments they require are, in the main,
relatively cheap.

isHpFNEpAs:
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MR RAMSDEN ' cc Chief Secretary
Financial Secretary
Sir P Middleton
Mr Anson
Mr Phillips
Mr Scholar
Mr Culpin
Miss Peirson
Mr Odling-Smee
Mr Gilhooly
Mr Riley
Mr McIntyre
Miss Simpson

Mr Speedy
Mr Tyrie
Mr Call

Mr Mace - IR

ANNUAL REVIEW OF NICS: ANNOUNCEMENT BY MR MOORE

The Chancellor was grateful for your minute of 31 October. He
content with the proposed written PQ Answer.

!\o\_1’>u\).

MOIRA WALLACE

is
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\v DATE: 1 NOVEMBER 1988
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N v
y o ,
CHANCELLOR L} cc ? Sir Peter Mlddleton »

Sir Terence Burn \( e

\4" \
S daa \g/ B oo STy
Mr Riley YJ/

y>h§f Q?/ k} Jﬁ\ xx Mr Macpherson

You have announced today a routine indexing of the various
National 1Insurance limits. Suppose that, when it comes to the\v;7 T
Budget, you want similarly to index the income tax system,
leaving rates unchanged. You might suppose, as I did, that fbv/\
since both will be indexed, the National Insurance and tax v
changes will all come out in the wash. But they won't. A EP
single person on the basic rate could be £1 a week worse off in

cash. Here's why: Q\} \F
N
\&

- the UEL goes up by £20 a week, or 6% per cent;

- that means that anyone earning more than £305 a week
(the present UEL) will lose £1.80 a week if QJ/
contracted in;

- if the single allowance is indexed by 6% per cent,
rounded up - the figure in the Autumn Statement ready
reckoner - it will go up by £170 a year or £3.27 a
week;

- the basic rate payer will gain 25 per cent of that,
which is 82p a week;

- so he will 1lose £1.80 on NICs and only gain 82p on
income tax, leaving him 98p a week worse off.
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2 This is easily the worst case. The range runs from this
98p loss to a gain of 56p a week for the married man who is
both contracted out and a higher rate tax payer. In slightly

more detail, it looks like this:

GAIN/LOSS IN PENCE PER WEEK

(Approximate numbers affected in thousands)

25% 40%
SINGLE
Contracted in - 98 - 49
(170) { 70)
Contracted out - 62 - 13
(320) (140)
MARRIED
Contracted in - 55 + .20
(420) (180)
Contracted out - 19 + 56
(840) (360)
3% On past precedent, the cash gains and losses would be
revealed in Budget day press notices.
4. I stress that there is nothing new about the result: it is

a structural feature of the system. If the UEL and the income
tax allowances both rise in line with prices, and both National
Insurance and income tax rates are constant, those above the
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UEL will always lose more on NICs than they gain on income tax.
That is briefly because the UEL is about six times the single
allowance, and the NIC rate is much more than a sixth of the

basic rate.

5. In recent years, the effect has been unobtrusive for two
reasons. Inflation has been lower. And you have been reducing
income tax. In the next Budget, it could be more noticeable.

6. With the benefit of hindsight, it is a pity none of us
noticed it before you announced the increase in the UEL. I am
sorry, but we Jjust didn't. I imagine everyone assumed, as I
did, that there should be no problem with straight indexation.
(One moral is that there should have been a take home pay table
in the submission on the NIC uprating.)

7. However, even if we had spotted the point, I doubt if we
should have urged you to go back on indexing the UEL:

- that's the way the system works;
- you consistently set the maximum UEL allowed;

- £1 a week is small beer for people earning over £300
a week;

- no-one will lose in real terms, assuming their

earnings increase;

- the extra National Insurance Contributions buy extra
benefits;

- the potential cash losers gained this year.
All that could be said in public if there is indeed a net cash

loss to explain when it comes to the Budget. And the UEL
increase will be old hat by then.
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8. The loss would of course be removed if you were to take a
penny off the basic rate or to double-index allowances. But it
would be increased by any rise in the car scales.

9. This is my only real concern. The last thing we want is
to 1let a perfectly normal increase in the UEL become a
constraint on your ability to raise car scales in the Budget.
The UEL increase can be readily justified on merits. Every
extra 10 per cent real on cars could cost the basic rate payer
just over another £1 a week in cash; but that too could be

amply justified on merits.

10. There is nothing whatever to do about this note at the
moment; and in an ideal world, I would not choose to inflict it
on you just when you have launched the Autumn Statement. But
having picked up the point, I thought it best to tell you
straight away, if only because it occurs to me that there may
be a bit of public comment this time on the quite large cash

increase in the UEL.

£

ROBERT CULPIN
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Sir T Burns
Mr Scholar

Mr Gilhooly
Mr Riley

Mr Macpherson

NATIONAL INSURANCE AND THE BUDGET

The Chancellor was grateful for your minute of 1 November.

2% He has commented that he was, in fact, aware of this problem,
but felt that we should go ahead just the same. There will - on

past form - be little or no adverse comment now: it is after the
Budget when we will be vulnerable. He had not, however, thought

=2

J M G TAYLOR

about the car benefit angle.
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SOCIAL TRENDS 1989: ARTICLE ON SOCIAL ATTITUDES

I have passed on to the CSO the Chancellor's comments, in your
minute of 27 October to Mr Anson, about the appallingly late
consultation, the deletion from the article of tables A7 and A8,
the consequential changes to the text, the need for a strong
disclaimer and the ending of the practice of including invited

articles.
25 The text I have discussed via the CSO with the authors.
3. To meet the Chancellor's suggestion on the text above the

now deleted Table A8, the authors have sought from us a form of
words which gets across the table's message of strong popular
concern about taxation while also fitting precisely with the

figures. They would be content to change the end of that sentence
4
so that, with the previous sentence, it reads: 1%0‘@
"Oon the other hand almost nobody felt that they re

currently undertaxed. People divided broadly into[éhose who

"erverishelinivg” al %1

I believe this meets both objectives. (This majority in fact was
61%) .

4. The authors accept the Chancellor's amendment to page 16,
with its deletion of "the trends are clear". They are concerned
however to include some hint that the change from 1983 to 1985 was
not a sudden jump. They would be content to add just the words
"each year", so that the sentence would read:

"Although attitudes are slightly ambivalent, the proportion
of respondents favouring rises in taxes to pay for increased
social provision has increased each year from just under a
third in 1983 to one half in 1987."

b
¥

b
X



This looks a fair proposal which meets the authors' professional
rns without restoring the previous flavour of certainty.

U

M J SPACKMAN
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Paul Gray Esqg
No 10 Downing Street :
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D asmelpand

NHS REVIEW

I attach seven of the papers commissioned for next Tuesday's meeting of the
Ministerial Group. The paper on capital, which reports the outcome of this
morning's meeting between the Chief Secretary and the Secretary of State, will
follow tomorrow.

The Secretary of State has been considering how the papers might be handled in
a way that is most helpful to his colleagues. His conclusion is that it would
not be possible to do justice to each of the eight papers if they were all put
down for discussion at next Tuesday's meeting. Mr Clarke suggests therefore,
if the Prime Minister is agreeable, that the following four papers are put on
the agenda for discussion in the order given:

Medical Audit

Funding

Reconstituting Health Authorities
Managing the FPS

The other four papers cover:

)| capitar  ( WoY attetlnad)
A better service
Public and private sector
Professional and employment practices

Mr Clarke suggests that colleagues might like to let him have any comments on
these papers so that if there are any major issues arising they can be
discussed at a later meeting.

I am copying this letter and enclosures to the Private Secretaries to the
Chancellor of the Exchequer, to the Secretaries of State for Scotland, Wales
and Northern Ireland, to the Chief Secretary and to the Minister of State and
to Sir Roy Griffiths in this Department, and also to Professor Griffiths and
Mr Whitehead in the No. 10 Policy Unit and to Mr Wilson in the Cabinet Office.

Mr Sammdes . l/’“ L/l,"j;\
(ST 6w P Madd leh 6 T B

. AﬁD McKE
My Mm, My Phatips PM, Cm,{;{m., N&qf’uhw\, My Tiwmlauld,
My Pmmmje Ny (miffitr,
My Call
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CHANCELLOR

ce Chief Secretary
Paymaster General
Sir P Middleton
Mr Anson
Sir T Burns
Miss Peirson
Mr Turnbull
Mr Saunders
Mr Parsonage
Mr Griffiths
Mr Sussex
Mr Call

NHS REVIEW: STOCKTAKING

Before your meeting this afternoon I should record where we are on

the papers for the next Ministerial meeting.

25 First, the Chief Secretary and I had a brief discussion
yesterday about the number of papers for 8 November, ie 8 . Such
a large number is not a sensible plan and I have agreed with the

Cabinet Office and DoH to reduce the list to 5, namely:

Funding

Capital

The Family Practitioner Services

Structures - districts, regions, the NHS Management Board
Medical Audit

od - Yeu

As the Medical Audit paper should not be difficult the result will A43L{

be a halving of the agenda. At close of play yesterday it was

agreed that Mr Clarke would write round to propose this reduction.

3. Second, I endorse the points covered on Mr Saunders's note of

1 November but would add the following comments:

(a) on funding of the NHS (paragraphs 16 and 17 of
Mr Saunders's note) the problem is less 1likely to be
increased complexity in itself but lack of clarity about the

new complexity, and how the programme of change to a new

] ‘-‘]
PPS
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system will occur eg is RAWP being abolished or simply

re-named;

(b) on capital, the Chief Secretary's discussion with

Mr Clarke is today;

(c) on the FPS (paragraphs 1ll1-15 of Mr Saundecrs's note) I
have told DoH that we would only be prepared to go along with
the move proposed towards GP practice budgets on the
condition of agreement to effective controls on drugs and

numbers of GPs (as near I think as we are likely to get to
cash limits); and

(d) on structure there is a distinction between the power of
regions and their bureaucratic size. Which is it we want to
curtail? The list in paragraph 18 of Mr Saunders's note
increases their influence. I expect Mr Clarke will aim to

reduce their size. Is this acceptable?

op Taria Kaaoor

HAYDEN PHILLIPS
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Sir T Burns
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Miss Peirson
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o Mr MacAuslan
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Mr Griffiths
Mr Sussex
Mr Call

NHS REVIEW: CAPITAL

I attach for your approval a draft joint paper for the Prime
Minister's meeting on Tuesday. It has been prepared largely by DoH
officials, but incorporates comments from us. We are now content
with it.

25 I would only make a couple of points about this draft.

a. It does not mention the political point which you raised
with Mr Clarke - that health authorities would say that they
were being required to pay back to Government for
bureaucratic reasons money which could otherwise be spent on
patient services. We felt that to include this point would
run the risk of opening up discussion on the paper, which we
want to avoid.

b. The position of opted-out schools came up this morning
in relation to the disposal of assets. In fact, opted-out
schools may dispose of assets only with the written
permission of the Secretary of State, so we are in fact
proposing a more liberal regime for self-governing hospitals.

B o

/
R B SAUNDERS



NHS REVIEW

MANAGEMENT OF CAPITAL

Note by the Secretary of State for Health and the Chief Secretary
to the Treasury

Introduction

1452 This note records that we have reached agreement on the
introduction of capital charges in the NHS; and on a programme of
work on the scope for access to private capital. We invite
colleagues to note this progress and the next steps which we have
put in hand. We believe that the issues do not now need to be
discussed within the Group meetings, but we will keep colleagues
in touch with further work.

Charging for the use of capital assets

2. We consider that capital should not in future be regarded as
a free good by the NHS. We believe that a system of charges can
and should be introduced so that the users of capital assets are
required to meet the cost of those assets, as reflected (subject
to normal depreciation) in their current valuation. The
introduction of such a system will enable:

- effective management information on the use and value for
money of assets

- more cost-effective allocation of future investment
- clear signals on the need for replacement of assets

- a proper basis for charging between hospitals and between
the public and private sectors.

35 The introduction of charges is intended to provide clear
incentives for authorities and self governing hospitals to
rationalise capital holdings, and to invest most effectively.
These market disciplines need to apply equally to all public
sector hospitals, whether run by health authorities, or self

governing.

4. The capital assets used by the NHS are, and will remain,
primarily public ones financed by public sector funds. As was
recognised at the last meeting of the Group, no impression should
be given that elements of the NHS may be alienated from this
essentially public ownership. Health authorities need to have
freedom to manage their assets - and we envisage self governing

hospitals having greater freedom - but we must retain a broad
lien on the major assets they use. A minimum requirement might
be that disposals of more than 5% of a self governing hospital's
total capital stock would require Regional approval.



5 We see three stages in the introduction of a system of real
charges. First, valuation upon an agreed basis. Secondly the
introduction of a system of management accounts to enable the NHS
to go through a process of familiarisation using notional
accounts. Thirdly, and in the light of that experience, to move
towards a fully effective system of real charges as soon as
reasonably practicable. '

6. Officials are working out the practical details of the
system such as the definition of interest levels and depreciation
schedules, the treatment of charges in the public expenditure
context, and ways of achieving a smooth transition. We are
confident that these are soluble, and invite colleagues to agree
that we should continue to work these up, reporting back in due
course. In the meantime, our White Paper should refer to the
principles and objectives we have set out in this note.

Access to private sector capital

s The issues here are more complex. We need to look at ways
ke of enabling the NHS to work more closely with the private sector,
x \udes and—ef—inexreasing the scope forfaccess to private capital, greskeS °$
;:;“hﬁ without losing expenditure control or being exposed to (jf‘*’“

unacceptable risks with public money. A great variety of schemes
may be possible, and the key issues can only sensibly be
considered in relation to particular types of project. We have
therefore asked our officials to prepare for us a series of key
examples of schemes which have arisen in the past, and which
might arise in the future, so that we can identify both the
fundamental difficulties, and the scope for a more flexible
approach. We shall report the results of this work to colleagues
as soon as possible with the objective of making a general
statement of our policy in the White Paper.
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NHS REVIEW: CAPITAL CHARGING AND PRIVATE FINANCE

Note of a meeting in the Chief Secretary's office; 3 November 1988

Those present:

H M Treasury Department of Health
Chief Secretary Secretary of State
Mr Anson Mr France

Mr Phillips Mr Heppell

Mr Parsonage Mr James

Mr Richardson Mr Smee

Mr Saunders Mr Stopes-Roe

Mr Sussex
Miss Evans

The Chief Secretary said that he and the Secretary of State had a

remit to put a joint paper on capital charging and private finance
to colleagues on Tuesday 8 November. He was grateful for the
agenda contained in the Secretary of State's letter of 24 October
and proposed that charging for capital be considered first,
followed by private finance.

Charging for Capital

2. The Secretary of State commented that the Department of

Health and the Treasury were agreed on the need to correct the
mistaken view prevalent in the NHS that capital was a free good.
He accepted that this should not be done in a way which created
apparent increases in public expenditure or other presentational
problems. The Chief Secretary suggested that Review Group col-
leagues were yet to be convinced of the advantages of charging for

capital and that the paper put to them should set out these
advantages as being to enable: a proper basis for setting charges
both for internal trading and trading with the private sector;
effective management information on the use and value for money of
assets; better allocation of capital and revenue resources; and
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better planning of equipment replacement. There remained, hm‘ar,
areas not yet clearly agreed which would need further detailed
work by officials, such as: who would determine the level of
depreciation and interest charges; whether interest rates would be
fixed or variable; who would pay interest charges and into which
account they would go.

=, Until these practical issues were resolved, the Chief
Secretary said he would be cautious about going beyond a system of
notional charges for capital entered in management accounts, to a
system of real cash charges. He recognised that cash charges would
provide a sharper management incentive but he would first want to
establish and resolve the practical problems through a notional-
charge system. This would be no easy task. The Secretary of State
was happy with this approach provided it was strengthened by a

declared intention of subsequently moving to a cash-charging
system. The Chief Secretary agreed. Neither he nor the Secretary
of State would, however, want to sign up in advance to any

particular time period between the establishment of a notional
charging system and moving on to cash charging.

4. In further discussion other practical difficulties were
identified, such as compiling and valuing asset registers, and how
to deal with large differences in asset values between areas (in
part due to differing land values). It was agree that any system
of capital charges would apply equally to all hospitals including
self governing hospitals. The Chief Secretary noted a potential

presentational problem associated with a cash-charging system:
that the public would see money being paid to health authorities,
presumably to provided health care, merely being paid back to some
higher authority in order to cover capital charges. There could
also be problems about charging for hospitals originally
established from charitable donations.

CONFIDENTIAL
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5. Concluding this part of the meeting, the Chief Secretary and
Secretary of State agreed that the joint paper they would put to
the Review Group on Tuesday (8 November) would: seek endorsement

of the capital charging principle; note that officials were
working on the practical difficulties of the system and would
report back in due course; and indicate that it was intended to
move towards a system of real (cash) charges as soon as
practicable after a workable notional-charge management accounting
system had been established.

Private Finance

6y The Chief Secretary said he assumed it was agreed that the

aim in all public expenditure was to achieve best value for money,
that private finance was not a way of circumventing public
expenditure control, and that simple leasing arrangements with the
private sector did not represent good value for money. The
Secretary of State replied that he had never quite seen the sense

of the best value for money requirement when it meant that
worthwhile cost-saving investments were not undertaken because
insufficient public finance was available. He felt the aim should
be to increase the amount of such capital investment available to
the NHS. He therefore attached particular importance to the second
of the three relaxations proposed by DH in their paper - the sort
of scheme proposed for Bromley DHA. Discussion then turned to the
three types of private financing to which the Secretary of State
wished health authorities to have freer access.

Private developments of non-NHS facilities

7 These included such developments as shopping malls and pay-
bed wards, on NHS sites. The Chief Secretary said he had no

objection to this proposal as it literally stood in the Note by DH
and Treasury officials, but wondered whether all wunderstood the
same thing by it. If the private developer built, funded and bore
the risks of the development, then there was no problem. Mr Anson
emphasised that the important point was that the NHS be separated
from risk. It did not have the expertise to engage in speculation
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which could easily turn out to be very costly. Mr France id
that health authorities should be able to lease land out to
private developers, in order to retain a risk-free interest in the
subsequent development of the land, rather than simply having to
sell the land. The Secretary of State said that there would
however be no profit to the NHS if it did not bear some of the
risks of a development. He recalled the example of the Hyde Park
Hospital, where the health authority had had to sell its 50% share
and so was missing out on the profits to be had from the

subsequent redevelopment of this prime West End site. It was a
recurrence of such cases which he wished to avoid. The Chief
Secretary did not believe it was right for the NHS to indulge in
what was properly private sector, commercial risk-taking, busi-
ness.

"Building against security of future land sales

8. On the Bromley scheme the Secretary of State said that the

proposal to finance a new hospital, built by a private developer
in return for the proceeds of future land sales, was a useful way
of releasing revenue savings without diverting capital funds away
from projects in other parts of the country. The Chief Secretary
said that the proposal involved speculative judgements about land
values which might not represent the best stewardship of public
funds. Mr Anson said that if the scheme produced substantial

revenue savings it should be given higher priority in resource
allocation. The Chief Secretary said that the best way of
providing funds for such schemes was to establish a capital loans
fund which could be topped up with receipts from asset sales

Long-term contracting out

9% The Chief Secretary said that the aim should be for officials
to draw up ground rules which would define the circumstances in
which the private finance rules need not apply to contracting out.
These might include de minimis exceptions for capital investment

by private contractors, and criteria for the proportion of cost
represented by capital and the length of contracts. 1In principle,
very long term contracts would be seen as a form of capital
leasing in which the public sector would cover the contractor's

financing costs.
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10. In the 1light of the points raised on the three types of
scheme outlined in the note by officials the Chief Secretary and
Secretary of State agreed that it would be very difficult to
arrive at a generic description of what sort of scheme would be

acceptable. It would, therefore, be best to present colleagues
with specific, clear, illustrations of the sort of schemes
envisaged. The starting point would be for Department of Health
officials to draw up a list of illustrative examples of schemes
which had arisen in the past, and which might arise in the future,
which could then be used as the basis of discussions with Treasury
officials to draft ground rules acceptable to both departments.
The Chief Secretary proposed, therefore, that the joint paper to
the Review Group on Tuesday (8 November) should say that a list of
examples was being prepared by officials so that it would be pos-

sible to establish the practical impact of the rules on private
finance and that the Secretary of State and he would report back
to the Group on the results of this work with the objective of
making a general statement of policy in the White Paper. The
Secretary of State agreed to this way of taking matters forward.

Other Matters

353 15 The Secretary of State said that he had proposed further
constraints on public "£ for £" matching of community fund-raising

schemes in the 1light of earlier objections, and believed these
were now acceptable to the Treasury. The Chief Secretary said he
thought there would be presentational problems with the proposal
because affluent areas would benefit at the expense of poorer
areas, and because no incentive to fund-raising was necessary as

hospitals were already highly successful at it. He was also
concerned that such schemes would divert resources to projects
such as scanners which were popular fund raisers but did not
necessarily represent the top priority for the NHS.

CONFIDENTIAL
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12 The Chief Secretary and Secretary of State were agreed that
control of capital investment by self-governing hospitals would,
subject to de minimis exceptions, have to remain with RHAs, but
that they still needed to persuade colleagues of this.

CWW\S VB

H M Treasury MISS C EVANS
10 November 1988 Private Secretary

Circulation: those present
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You asked about past precedent in commissioned articles. [Ltjkygnf}kfuﬁ
Oz Jov priblithiing -
2 As I thought, some have been original, others adaptations of ﬂ&?LJ
work published elsewhere. Last year's Social Trends had an
article by Sir Richard Doll on "Epidemics of the 20th Century"
which was a popularised version of an academic paper published at
about the same time.

3 The publication on attitudes reported this week in the press
was mainly reporting the author's most recent (1987) annual
survey. The article commissioned from them for Social Trends is
somewhat broader. In particular it includes at the CSO's
request) the results on attitudes to taxation which were ¢ollected
in/198 Thus while the material published this week does not set
attitudes to spending against attitudes to tax, the Social Trends
article does do this.
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10 Downing Street
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Vew Caud

Further to my letter yesterday enclosing papers for the next meeting
of the Review Group, I now enclose a joint paper by my Secretary of
State and the Chief Secretary which records the outcome of their
discussion yesterday morning on capital.

We have also identified an error in Table 2 of Annex I to HC49
(Funding Issues). I enclose a replacement page which I would be
grateful if you could insert in your copy.

I am copying this to the Private Secretarics to the Chancellor of
the Exchequer, to the Secretaries of State for Scotland, Wales and
Northern Ireland, to the Chief Secretary; and to the Minister of
State and Sir Roy Griffiths in this Department; and also to
Professor Griffiths and Mr Whitehead at the No. 10 Policy Unit, and
to Mr Wilson in the Cabinet Office.
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HC56

NHS REVIEW

MANAGEMENT OF CAPITAL

Note by the Secretary of State for Health and the Chief Secretary
to the Treasury

Introduction

1. This note records that we have reached agreement on the
introduction of capital charges in the NHS; and on a programme of
work on the scope for access to private capital. We invite
colleagues to note this progress and the next steps which we have
put in hand. We believe that the issues do not now need to be
discussed within the Group meetings, but we will keep colleagues
in touch with further work.

Charging for the use of capital assets

2a We consider that capital should not in future be regarded as
a free good by the NHS. We believe that a system of charges can
and should be introduced so that the users of capital assets are
required to meet the cost of those assets, as reflected (subject
to normal depreciation) in their current valuation. The
introduction of such a system will enable:

- effective management information on the use and value for
money of assets

- more cost-effective allocation of future investment
- clear signals on the need for replacement of assets

- a proper basis for charging between hospitals and between
the public and private sectors.

3. The introduction of charges is intended to provide clear
incentives for authorities and self governing hospitals to
rationalise capital holdings, and to invest most effectively.
These market disciplines need to apply equally to all public
sector hospitals, whether run by health authorities, or self
governing.

4. The capital assets used by the NHS are, and will remain,
primarily public ones financed by public sector funds. As was
recognised at the last meeting of the Group, no impression should
be given that elements of the NHS may be alienated from this
essentially public ownership. Health authorities need to have
freedom to manage their assets - and we envisage self governing
hospitals having greater freedom - but we must retain a broad
lien on the major assets they use. A minimum requirement might
be that disposals of more than 5% of a self governing hospital's
total capital stock would require Regional approval.
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5 We see three stages in the introduction of a system of real
charges. First, valuation upon an agreed basis. Secondly the
introduction of a system of management accounts to enable the NHS
to go through a process of familiarisation using notional
accounts. Thirdly, and in the light of that experience, to move
towards a fully effective system of real charges as soon as
reasonably practicable.

6. Officials are working out the practical details of the
syslem such as the definition of interest levels and depreciation
schedules, the treatment of charges in the public expenditure
context, and ways of achieving a smooth transition. We are
confident that these are soluble, and invite colleagues to agree
that we should continue to work these up, reporting back in due
course. In the meantime, our White Paper should refer to the
principles and objectives we have set out in this note.

Access to private sector capital

74 The issues here are more complex. We need to look at ways
of enabling the NHS to work more closely with the private sector,
which includes examining the scope for greater freedom of access
to private capital, without losing expenditure control or being
exposed to unacceptable risks with public money. A great variety
of schemes may be possible, and the key issues can only sensibly
be considered in relation to particular types of project. We
have therefore asked our officials to prepare for us a series of
key examples of schemes which have arisen in the past, and which
might arise in the future, so that we can identify both the
fundamental difficulties, and the scope for a more flexible
approach. We shall report the results of this work to colleagues
as soon as possible with the objective of making a general
statement of our policy in the White Paper.

SECRET
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Table 1
.Components of National HCHS Cost Weighted Activity Index

Inpatient plus Day Cases (Inpatient Discharges & Deaths and Day
Cases)

OQutpatient plus A & E (Attendances)
Day Patients (Attendances)

Health Visitng (People visited)
Home Nursing (People treated)
Ambulances (Cases carried)

Blood Transfusion (Bottles of Blood issued)

Table 2
ILLUSTRATIVE CALCULATIONS OF RELATIVE UNIT COSTS
RELATIVE UNIT COSTS
1985/6
NORTHERN 94 .6
YORKSHIRE 91.1
TRENT 9 o
EAST ANGLIAN 97.5
NORTH WEST THAMES 116.8
NORTH EAST THAMES 114.4
SOUTH EAST THAMES 106.8
SOUTH WEST THAMES 1653
WESSEX 94.7
OXFORD 94.4
SOUTH WESTERN 97:9
WEST MIDLANDS 100.4
MERSEY 98.5
NORTH WESTERN 89.5
TOTAL 100.00
Notes:
1. Relative unit costs: actual expenditure divided by estimated

expenditure using national cost weights.

2. Yariathons Will 'reflect, "in.party. the effedts . of regianal
variations in input prices - London Weighting etc.

B:D5.29/6
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Copy No:

HC 54

NHS Review
THE PUBLIC AND PRIVATE SECTORS

Note by the Secretary of State for Health

lei-iThis note

* assesses the impact of the review on the distinction
between public and private health care; and

* makes specific proposals for carrying forward the
competitive tendering of pathology and radiology
services.

2. In summary, the key elements are:

i. blurring the distinction between public and private
SEectors.

ii. enabling the private sector to trade and compete freely
and ‘on:a tair ‘basis.

iii. extension of competitive tendering, to the clinical as
well as non clinical field.

Blurring the distinction

3. One of the key objectives of the review has been to blur the
distinction between the private and public sectors in health
care. Taken together, many of the reforms we are planning will
achieve this in the most effective way possible: by helping the
private sector to trade and compete freely with the public
sector.

4. In presenting our conclusions, especially to those who are
looking to the review for a boost to private health care
provision, I suggest we emphasise three points in particular:

(i) we are building in strong incentives for health
authorities and, especially where they have their own
budgets, GPs to look to private as well as public
sector providers for the best available deals,
especially in elective acute services.
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(ii)we are breaking the monolith of public prqvision.by
enabling self-governing hospitals to operate much more
like private sector hospitals, but within the public
sector. -

(iii)we are "levelling the playing field" so that public and
private sector hospitals can compete on equal terms.

5. My discussions with the Chief Secretary on charging for
capital are particularly relevant to (iii). More generally, we
must ensure that the.new funding arrangements set out in HC49 are
developed in a way which does not build in significant advantages
or disadvantages to NHS providers - in terms of training costs,
for example. '

6. There are two other changes which would help further to blur
the distinction:

(i) easing the constraints on the access of public sector
providers to private capital. This too I am discussing
separately with the Chief Secretary.

(ii)making progress towards the competitive tendering of
pathology and radiology. The remainder of this note
makes specific proposals to this end.

Competitive tendering

7. We have made good progress in recent years in the competitive
tendering of non-clinical support services. My paper on
reconstituting health authorities (HC52) suggests that we
accelerate the contracting out of other non-clinical functions at
Regional level. For clinical services generally, and elective
surgery in particular, the new funding arrangements we propose
will themselves generate more competition.

8. As we have acknowledged, the main outstanding area to address
is the potential for competitive tendering of clinical support
services, particularly pathology and radiology. We must not
overlook the importance of excessive demand from clinicians for
diagnostic tests, whether or not these tests have been contracted
out: we must continue to tackle this through the resource
management initiative, and medical audit will also be relevant.
But that need not prevent us from addressing the need for
competitive tendering. My proposal here, which I outlined in an
earlier paper, is that we proceed by fostering local initiatives.

9. There is clear scope for competitive tendering of pathology
and radiology, for example to reap the full benefits of economies
of scale and to make the most effective use of expensive capital
equipment. The routine processing of samples in chemical
pathology is one example. There is considerable scope for the

B:D5.30/5(DC4)
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private sector to respond. But there are also legitimate
professional concerns: that we must secure proper quality
control; and that clinicians do not lose their ready access to
the expert advice of pathologists and radiologists.

10. In the light of these concerns the profession have been
assured, for example in a letter from John Moore to the Royal
College of Pathologists last November, that we have no plans for
a "central initiative" in this field. But initiatives by
individual health authorities are not ruled out, as long as the
views of the profession are taken into account.

1. It shoutd not " be " drTrrCult™ o foster " Vocal "Tnitratives “oT
this kind, and to learn from early experience how best to meet
the profession's proper concerns. This is the course I
recommend. If colleagues agree I shall draw up and implement an
action plan along these lines. The White Paper will need to be
drafted in terms which Teave the way open but which are also
consistent with the assurances the profession have been given.

November 1988

B:D5.30/5(DC4)
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HC 55
NHS Review

PROFESSIONAL AND EMPLOYMENT PRACTICES

Note by the Secretary of State for Health

1. This note responds to the Group's wish for a paper on
"restrictive practices", which I have interpreted broadly to
cover professional and employment practices generally in the
NHS. It concentrates on doctors, nurses and the "professions
supplementary to medicine" (physiotherapists, radiographers,
chiropodists and so on).

2. In my judgement the most important requirement in thi.s
field is to tackle the rigidities caused by professional
boundaries. The paper deals mainly with this issue, but also
with employment practices. I have not addressed directly
activities such as advertising and "price fixing", which are
subject to wider legislation on fair trading which we should be
ready to invoke as necessary; nor the scope for local
flexibility on pay, which DH and the Treasury are to discuss
further. The specific possibility of employing consultants on
short-term contracts to reduce waiting lists is addressed in my
paper on "Funding Issues" (HC 49).

3. In brief, I propose

(i) a major - but rapid and well-focused - inquiry into
the best use of professional resources in the NHS.

(1) reform of the national conditions of service of NHS
staff, in the interests of greater flexibility.

(iii) further action on the efficient use of nursing
staff.

I PROFESSIONAL BOUNDARIES

4. A note summarising the statutory framework for the main
professions covered by this paper is at Appendix A. The health
care professions are by definition self-regulating, setting
their own standards for entry and training and thereby defining
the scope of their work. As a result rigid professional
boundaries have tended to grow up, both between the different
professions and between professional and non-professional
staff.

1
5. The problems are probably most serious where medical,
nursing and social services are available in people's homes,
aggravating the risk of the same patient being seen by

B=DiC2 .7 /6 -1
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different professionals for similar purposes. In hospitals too
the existence of distinct professional roles can inhibit the
deployment of less skilled staff and the use of one profession
rather than another (such as the use of nurses or midwives to
carry out tasks traditionally associated with doctors).

6. Any action in this area will need to take account of the
following:

i. The NHS is a very large employer of (particularly
female) school leavers with a reasonable Tevel of academic
qualification (5 GCSEs or more). This group is declining
quickly in numbers and will continue to do so until the
middle 1990s. There will be 1ittle recovery before the
end of the century.

ii. It will be necessary to eliminate any unnecessary
restrictions on entry to professional training, and to
maximise recruitment from older age groups. It will also
be essential to develop more flexible training patterns
which allow non-professional staff to progress into
professional training, and more flexible working
practices.

iii. The "skill mix" between professional and
non-professional staff needs further research to establish
the optimum mix of staff in different circumstances.

iv. In community settings in particular the respective
roles of different professional groups need review. This
may mean identifying more positively those staff who have
a primary diagnostic, caring or therapeutic role and those
who, in effect, act more as consultants to patients'
families and to other health care staff.

v. We need to explore to the full the scope for shared
education and training.

Action in hand

7. Some small progress - no more - has been made on
inter-professional issues. But a good deal of useful,
collaborative work is under way with the professions to tackle
the problem of boundaries between professional and
non-professional staff.

8. Some examples are set out in Appendix B. A great deal of
progress is being made with the nursing profession in the
context of Project 2000, and also, for example, with
occupational therapists and clinical phychologists. Others,
such as physiotherapists and radiographers, are being more
cautious, although constructive discussions are in hand. The
spread of clinical budgets will put increasing pressure on the
professions themselves to find more flexible ways of using
staff; and some changes will be forced by demographic
constraints on recruitment, even if the results are sometimes

B:DC2.7/6
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less than ideal. (A higher ratio of non-professional to
professional staff is not necessarily either more
cost-effective or in the interests of the patient; but nor are
traditional role boundaries.

An inquiry

9. It will be important to maintain the momentum of these
developments. Where we can make progress through collaboration
between management and the professions we should do so. But
much of our work so far has been opportunistic, and hence
piecemeal. And progress is uneven.

10. The climate is right for a major, objective examination of
professional boundaries. Many of the health professions are
becoming more receptive to change as they recognise the likely
impact of labour market developments in the 1990s. The
Government has set the tone in other fields, most recently on
the legal profession (although the parallel here is not exact):
there could be no suggestion that the health professions were
being unfairly singled out in our drive for greater

£ lexa biclaty.

11. We must proceed carefully nonetheless. For example, any
legislative attempt either to curtail current restrictions on
rights to practise or to redraw the boundaries around and
between professions would be exceptionally contentious and
fraught with definitional difficulties. Whether we need to
legislate or not the ground must be carefully prepared.

12. If colleagues agree I propose to set up a small inquiry
team consisting of, say, 3 or 4 lay people of suitable
standing. Any attempt to make the team respresentative of the
professions themselves would be impossibly cumbersome, but the
inquiry could and should take evidence from all the relevant
professional bodies, as well as from NHS management and other
interested parties. It would be desirable to secure commitment
to the inquiry's proposals from at least some of the
professions involved.

13. It would be important to ensure that the inquiry was not
seen as a crude attempt to "de-skill" health care but as an
objective scrutiny of problems and solutions. Its task would
be to examine, from first principles, the mix of professionally
qualified and other staff required to deliver a given level of
service safely and economically. It would be asked to take
into account the Tabour market circumstances and other factors
summarised in paragraph 5. Most importantly, its terms of
reference should focus on how to make the best use of
professional resources in the interests of patient care.

14. The inquiry should be free to make both general

recommendations and recommendations which are specific to
individual professions. It would need to examine
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- supply, training and education.
- personnel, employment and working practices.
- the substitution of technology or capital for labour.

- changes in the culture of the service and in
professional attitudes.

- the consequences of the inquiry's proposals for
patterns of service delivery.

- the management, financial and information implications.

15. We would need to guard against two, potentially serious,
risks: first, that the sheer range of issues and professional
interests would lead the inquiry to lack a clear focus; and,
secondly, that the useful work already in hand would be stalled
whilst the inquiry took place. To avoid these dangers I would
propose asking the team to

i take account of the wide range of projects already
under way - as exemplified in Appendix B.

ii. 1let me have early proposals - within, say, two or
three months - as to the issues on which they wished to
focus their attention. I could then agree with them a
more specific remit and timetable for the main part of
their work. There might be advantage in seeking an early
report on some issues and allowing more time for others;
subject to that, the team might be asked to complete its
work by, say, the end of 1989.

iii. concentrate not on producing a comprehensive and
detailed report but on identifying areas where
insufficient progress is being made and recommending
solutions.

16. If colleagues are content with this proposal I shall work
up the detailed arrangements - and try to identify a Chairman -
so that we can move forward quickly after the publication of
the White Paper.

IT EMPLOYMENT PRACTICES

Terms and conditions of service

17. 1 suggest that the White Paper should also signal an
intention to give managers greater flexibility to determine the
conditions of service of NHS staff, which are currently
determined mainly by national negotiation in the Whitley
Councils. My proposals for self-governing hospitals envisage
that these hospitals will be wholly removed from Whitley
constraints. Leaving aside the issue of pay flexibility, that

BxDC2.77/6



still leaves room for the present detailed and prescriptive
agreements on conditions of service to be replaced by
arrangements which give health authorities generally scope for
greater flexibility.

18. Following a recommendation of the Griffiths Inquiry, the
Department last year commissioned a radical review of
conditions of service by a seconded NHS personnel specialist.
His report is due by the end of the year and will provide the
basis for a programme of reform. I propose that the White
Paper should state our intention to carry through these
reforms. To do so it will be necessary to amend the relevant
Regulations, which at present severely restrict our scope for
progress other than by negotiations through established
machinery.

Efficient use of nursing staff

19. At our last meeting the Group also raised the issue of
working patterns in nursing.

20. The NHS Management Board has devoted considerable effort
recently to improving health authorities' capacity to plan the
demand for nursing staff. Most authorities now use one of a
number of recommended methodologies.

21. Staff must also be deployed and used to best advantage. A
whole range of measures 1s needed here, from reducing wastage
and absenteeism to restructuring the workforce to produce taut,
effective management structures and the best possible grade
mix. Some of the relevant work in hand is among that referred
to in Appendix B. As soon as the initial pay assimilation
process is completed I shall be taking steps to ensure that
authorities use the restructuring opportunities created by the
new clinical grading structure.

22. An area particularly needing attention is matching
staffing levels more closely to workloads. This includes the
elimination of shift overlaps which are not justified by peaks
in activity levels. Authorities are beginning to use
computerised work scheduling systems, and the resource
management initiative will give these a considerable boost.
Progress is not, however, dependent on information systems, and
while some authorities have made good progress others still lag
behind.

23. I am considering how to give greater focus and impetus to
the considerable range of work which is going on in this whole
field. I should be happy to bring forward proposals for
inclusion in the White Paper if colleagues agree that that
would be appropriate.

November 1988
B=DIC2...757'6
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APPENDIX A
THE STATUTORY FRAMEWORK
Professional self-regulation
3 The statutory framework for doctors, nurses and the

professions supplementary to medicine is founded on the
principle of self-regulation. For some at least of these
professions the activities of the statutory and/or professional
bodies may encompass, among other things:

(a) maintaining a register of qualified members - only
those on the register may practise the profession.

(b) protecting the profession's title.

(c) establishing codes of professional conduct and
removing members from the register in the event of
breaches of the code or unfitness to practise.

(d) controlling entry standards for, the content and
length of - and sometimes the numbers in - training,

(e) through a combination of (a),(c) and (d), determining
the role of the profession, including the role of
non-professional -support staff.

(f) determining staffing and other criteria for suitable
clinical placements during training.

(g) specifying mandatory refresher training.
Doctors
The General Medical Council

23 The General Medical Council is an independent statutory
body whose constitution and functions are regulated by the
Medical Act 1983. The general duty of the Council is to
protect the public and uphold the reputation of the profession.
Specifically its duties cover registration; standards of
education and experience; standards of professional conduct and
medical ethics; and professional discipline.

3 The Council consists of 97 members, of whom 50 are
directly elected by registered practitioners, 34 appointed by
universities with medical schools and by the Royal Colleges,
and 13 (including 11 lay members) nominated by the Privy
Council. It elects a President from among its members.

B:DC2.7/7 Bt T B
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The Royal Colleges

4. There are seven English Royal Colleges (Surgeons,
Physicians, Psychiatrists, Radiologists, Pathologists,
Obstetricians and Gynaecologists, and General Practitioners),
each established by Royal Charter. Together with similar
bodies covering other specialties (such as the Faculties of
Anaesthetists and Community Medicine), they have the general
aim of promoting standards of excellence in their respective
specialties, for example by providing courses, promoting
research and publishing reports. In practice they control the
standards and content of specialist training, by conferring
post-graduate qualifications (diplomas, memberships and
fellowships) and through a system of regular inspection of all
Junior medical posts. In these ways they have considerable
power to shape specialist practice. There is machinery for
co-ordinating College views, but it is weak.

Nursing

The United Kingdom Central Council for Nursing, Midwifery and
Health Visiting

5. The United Kingdom Central Council is an independent,
statutory body set up by the Nurses, Midwives and Health
Visitors Act 1979. The Council's functions cover registration;
standards of training and professional conduct; and
professional discipline. Each of the four National Boards (see
below) nominates seven members, and 17 are appointed by the
Secretary of State. The Council elects its own Chairman.

The National Boards

6. Four National Boards - for England, Scotland, Wales and
Northern Ireland - have been set up under section 6 of the 1979
Act. The job of each Board is to ensure that pre-qualification
training courses are provided and examinations held, and that
the courses meet the requirements of the Central Council as to
their content and standard. The Boards also carry out
preliminary investigations of cases of alleged misconduct. The
majority of the members of the Boards are directly elected by
members of the professions, the remainder being appointed by
the Secretary of State. A majority of appointed members are
nurses, midwives or health visitors appointed to ensure that
all branches of the profession are adequately represented. The
Boards elect their own Chairmen.

Professions Supplementary to Medicine

-5 Machinery for the state registration of a range of health
professions was set up under the Professions Supplementary to
Medicine Act 1960. The seven professions currently within scope
of the Act are chiropodists, dietitians, medical laboratory
scientific officers, occupational therapists, orthoptists,

BsDCe.7/1
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physiotherapists and radiographers. State registration under
the Act is a pre-requisite for employment in the NHS.

8. There is a separate Board for each profession, whose
membership is drawn mainly from that profession, and which is
responsible for maintaining the register and for the regulation
of professional education and conduct. The Boards approve
courses, curricula and institutions as suitable to lead to
state registration in their respective disciplines. In the
majority of the professions the qualification so approved is
the diploma of the professional body concerned.

9. The Boards are supervised and co-ordinated by a Council for
Professions Supplementary to Medicine. The Council may comment
on, but not veto, the Board's recommendations, which are
submitted to the Privy Council for approval. The Health
Ministers appoint either directly or indirectly (by advice to
the Privy Council) seven of the Council's 21 members and its
Chairman. A further seven members are appointed by, and
represent, the individual Registration Boards. Most of the
remaining members are appointed by medical colleges.

B:bC2.7/7
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APPENDIX B

PROFESSIONAL BOUNDARIES

1. A substantial programme of action is either planned or in
hand concerning the boundaries of professional practice in
health care, both between professions and between profess1onals
and their non-professional support staff. Among this work is
the following:-

a. Project 2000. The Government's acceptance in principle
of the Project 2000 reforms of nurse education and training
depends on developing the role of non-professionally
qualified support workers to nurses and the possibility of
progression from support work into professional training.
The UK Central Council has work in hand to identify
vocational qualifications, as well as academic
qualifications which might satisfy the entry criteria to
nurse training; and is also looking at alternative entry
procedures for potential mature students.

B Nursing. -Following ¥p ‘a curvent, smalklsscale study at
the University of Warwick on skill mix within the acute
ward team, concentrating on the role of ward clerks, the
University has been commissioned to undertake a major two
year study of cost-effectiveness and skill mix within
nursing.

‘ c. Nursing and technicians in high technology care. A
short study of possibTe overTap between the roles of nurses
and technicians in high technology care has been completed.
This identified overlap in many areas of work. We plan to
follow this up shortly with a larger study which will
encompass the deployment and training implications of these
findings.

d. Occupational therapy. A report on skill mix and
manpower requirements for occupational therapy in the NHS
and local authorities is expected by autumn 1989. This
work will form part of a longer term project which will
continue with a review of competencies and training
requirements.

e. Physiotherapy. A study of workload measurement and
suppTy is in hand. This work is expected to lead on to an
examination of skill mix.

f. Clinical psychology. We are planning a study to
identify common or core skills; to determine the levels of
staff and skill mix required; and to examine both the
possibility of introducing supporting staff and the
feasibility of delegating tasks to, or sharing them

with, other groups.
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g. Pathology. A recent report on pathology service
staffing has suggested that there is scope for greater use
of non-graduate laboratory assistants.

h. Speech therapy. We are funding a study of skill mix in
speech therapy, and in particular the role of speech
therapy helpers.

i. Shared training. Examples of current initiatives
include significant progress towards shared training
between nurses and social workers in the field of mental
handicap, and a joint working party of the Royal College
of Nursing, the College of Occupational Therapists and the
Chartered Society of Physiotherapy on the scope for joint
working, including shared training, between the three
professions.

2. Action is also in hand on nurse prescribing. Outside the
hospital service the ability to prescribe and/or supply drugs
and medicines is limited to preparations ordered by a medical
or dental practitioner. The Cumberlege Report on Community
Nursing recognised that in practice community nursing staff
were frequently operating in circumstances that required them
to supply a limited range of preparations to patients with whom
they were in direct contact. The Report recommended that
nurses should be able to prescribe and/or supply a limited 1ist
of preparations, and also, in carefully defined circumstances,
to control and vary drug dosage.

3. The Government has made clear its general support for this
recommendation. The Department has established a small working
group, including all the professional interests involved, to
examine the professional and ethical issues. These issues
range from the nature of prescribing and the appropriate
categories of nurse to engage in it, through the types of items
which might be covered and the financial and legal
consequences. There are related questions of security,
training and personal liability. The Group expects to complete
its work by June 1989.

4. The Group will confine itself essentially to the Cumberlege
recommendation, which was 1imited in scope. The consultation
exercise which followed Cumberlege gave the other professions
the opportunity to voice their concerns, but it was recognised
that to a large extent the recommendation would regularise
existing practice and opposition from other professions was
limited. Any attempt to go further would be fiercely resisted.
Primary legislation may nonetheless be needed to achieve the
necessary changes.
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‘ FROM: R B SAUNDERS
DATE: 4 November 1988

CHANCELLOR
ce Chief Secretary
‘ Paymaster General
Sir P Middleton
Mr Anson
Sir T Burns
Mr Phillips
Miss Peirson
Mr Turnbull
Mr MacAuslan
Mr Parsonage
Mr Griffiths
Mr Sussex
Mr Call
NHS REVIEW
I attach, for your meeting on Monday:
a. brief notes on the four papers by Mr Clarke which are
due to be discussed at the Prime Minister's meeting on
Tuesday.
b. Some defensive notes on capital, just in case Mr Clarke,
‘ despite agreement that the joint paper should not be

discussed, should raise the points about which we know he is
most concerned. See also Mr Parsonage's minute of today.

(W e P % Cas A draft "20 questions" minute, which you might put to
2, || the Prime Minister on Monday.
N /’
aLl{ 2, I will let you have next week some comments on the other 3

papers which have been circulated but are not due to be discussed:
a better service to patients, the public and private sectors, and
professional and employment practices. I will prepare a draft
letter covering any points which it seems worth making. This might
be an opportunity to ask for a paper on consultants. Alternatively
(and perhaps better) you could do so at Tuesday's meeting if an
opportunity presents itself.
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‘3. You will wish to be aware of some exchanges between Mr
Phillips and Mr Heppell at DoH about costs. Mr Clarke is being
briefed to raise the question in the following terms.

"A number of the papers seek to quantify the likely costs of
proposals. This is intended as an aid to decision taking, not
as bids for more resources. Any question about additional
resources will be taken up, as necessary, in future surveys."

Mr Phillips told Mr Heppell that we would not regard this as
adequate reassurance, and that Treasury Ministers would be briefed
to respond in the terms of paragraph 15 of the draft minute to the
Prime Minister. (DoH officials do not know that you are likely to
be putting in written comments before the meeting.)

‘ R B SAUNDERS
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‘MEDICAL AUDIT (HC50)
Main points from paper
1 18X Introduce medical audit in all hospitals, building on present

initiatives, the precise form to be for local agreement.

2. Management to be able to call on regional health authority
for independent professional audit.

35 Self-audit by GPs, based on indicators produced by FPCs, with
small audit teams attached to each FPC.

4. Strong emphasis on moving with consent of profession.
L Costs £25m in consultants' time and £10m for FPC audit teams.
No estimates of training costs or costs of regional professional

audit.

Main points to make

g L% Generally acceptable, but will need to keep under review
extent to which profession is prepared to make voluntary progress.

23 Important that procedures should not be set up in a way which
inhibils scope of new VFM audit by Audit Commission. They must be
free to carry out studies similar to those recently published in
respect of the police (eg finger printing).
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'FUNDING ISSUES (HC49)
Main points from paper
. P Regional RAWP abolished from 1990-91. Regions significantly

under target "bought out". Larger increases in annual allocations
\ for those regions showing the most rapid population growth.
Periodic review of resulting "baseline".

21 Long term aim of weighted capitation basis for funding
.. districts. Transition to be managed by region "carefully over a
period of time".

% N Regions to have responsibility for earmarking funds for GP

A ractice budgets.
Q\»Q“ >\“\JHp 5

N ’\4. Existing arrangements for funding supra-regional services to
{%& §§ \contlnue, and central funding of training costs. More direct
‘‘‘‘ Vﬁ funding of cross-boundary flows.

5. Performance funding scheme run by regions, using top-sliced

‘ &S‘” £50m, which would be "a bid for additional funds".

6. 120 additional consultant posts over 2 years, cost around

OV" £15m per year.

Main points to make

1 Regional and district allocations - see Chancellor's minute
to Prime Minister.

2. Agreement with MOD over service hospitals (Annex B)
highlights difficulties in contractual approach. That is about
health authorities placing patients in service hospitals. Not how
NHS works - GPs refer patients direct to consultants, without
intervention of health authorities. So not a good precedent.

3. See need to fund training of doctors centrally, but should
not training of nurses and other staff be an overhead for

. hospitals?

4. Do not accept that money for performance funding should be
additional. Can be top-sliced out of HCHS resources.
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'RECONSTITUTING HEALTH AUTHORITIES (HC52)

Main points from paper

1. Regional and district health authority membership reduced,
with higher proportion of executive members, and no local
authority nominations.

2. RHAs reduced in size by delegating or contracting out common
service functions; no proposals for taking responsibilities away
from regions.

3. Retain NHS Management Board in broadly its present form.
Abolish supervisory board. Delegate day-to-day management to
executive committee, chaired by chief executive.

4. Management board assumes responsibility for FPS.

Main points to make

13 Role of regions - see Chancellor's minute to Prime Minister.

2. Proposals for slimming down RHAs modest in comparison with
extra functions. Net increase in size and responsibility 1likely.
What will this cost?

3 Reorganisation of management board appears to revert to
initial structure of supervisory board chaired by Minister, with
operational board chaired by Chief Executive (Victor Paige). What
reason to suppose it will work any better this time?
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.MANAGING THE FPS (HC51)

Main points from paper

1. Strengthen ability of FPCs to deal with excessive prescribing

by making more medical expertise available to them, and by giving
them powers to impose financial penalties on persistent offenders.

2. Similar steps to be taken in respect of referral decisions,
but further work to be done first on developing appropriate
information bases and drawing up criteria for when referral is
necessary and when not. (NB practices who opt to hold budgets will
not be exempt from this discipline, since the budgets will cover
elective surgery only; for other types of referral, eg emergency
and medical, they will be controlled in the same way as other

practices.)

3 Practice budgets calculated on the capitation basis proposed
in the earlier paper (HC47). Only those practices opting to hold
referral budgets would have the further option of holding a drug
budget.

4. Defer a final decision on controlling GP numbers until it is
possible to assess the reaction of the profession as a whole.
Subject to that, Mr Clarke agrees in principle to legislation to
take the necessary powers. Reduce GPs retirement age to 65 from
the 70 it will become on the Health and Medicines Bill getting
Royal Assent.

5 Do not merge FPCs with districts. Instead, strengthen their
management and introduce new chief executives (cost £3m a year).

6. Change FPC composition to reduce professional input.

s Make FPCs accountable to regions.
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.Main points to make
0 GP budgets - see Chancellor's letter to Prime Minister.
2 Strengthened FPCs will be yet another layer of bureaucracy.

Still favour pursuing merger and cash limits.

3 Can financial penalties be made to stick? Will there be
provision for appeals and/or litigation?

4. Are the medical teams helping FPCs monitor prescribing
practice (paragraph 9(i)) the same as the teams which FPCs will
have to do medical audit? (The final sentence of paragraph 2
suggests that the two are separate.)

5. Is it sensible to reduce GP retirement age so soon after
controversy of introducing age 70 retirement in the Health and
Medicines Bill?

b . Proposals on controlling GP numbers very feeble. Argument in
paragraph 18 that this would be inconsistent with approach to
freeing trade restrictions is quite ridiculous. GPs are not small
businessmen operating in a competitive market - they are
contractors wholly remunerated by the taxpayer. Trying to exercise
some control over that expenditure has nothing to do with policy

on small businesses.

7 If decision goes against merger with districts, content with
proposals for FPCs to report to region (a first step towards
merger), for appointment of chief executives, and new composition.
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‘MANAGEMENT OF CAPITAL (HC56) - defensive brief

Give health authorities the power to go into joint ventures with,

eg property development companies?

Property development is a high risk business appropriate to
the private sector, not the public sector.

- This 1is precisely the sort of thing we have been trying to
stop local authorities doing (see separate note from Mr
Parsonage).

- In any case, this 1is not an issue of private finance. If
health authorities were able to invest in commercial ventures
themselves, the money to do so would have to come from their
capital allocations.

Bromley scheme offers sensible way of freeing up surplus land?

- The sensible way to do this is through a capital loan fund
within the programme, as proposed by DoH in this year's
public expenditure survey. Have already said that we have no
objection to this.

- Getting the property company to put up the money is bound to
cost more. Accounting Officer will have the greatest
difficulty in explaining to PAC why public capital programme
was not used. Problems will be increased if property prices
subsequently move against the health authority.

- This is really an argument for a higher capital programme
than that which Mr Clarke agreed during the Survey.

But selling property is always risky?

- If property sold at the time it becomes free, there 1is a
risk, Dbut at least one can take the best advice available as
to the appropriate price. If, however, the property is sold
forward (ie setting a price now for a future sale - as with
the Bromley proposal) an extra dimension of risk is added -
speculation on the course of future land prices. As already
argued, it is not necessary to expose the Accounting Officer
further in this way.
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NHS REVIEW: JOINT VENTURES

Following your meeting yesterday with the Secretary of State for
Health, I attach a short note on Mr Clarke's suggestion that health
authorities should be empowered to engage 1in Jjoint commercial

ventures with the private sector.

2. It may be useful background if Mr Clarke seeks to raise this
again at the Prime Minister's meeting on Tuesday, in discussion
of the joint paper on capital which has Jjust been circulated in

draft form by Mr Saunders.

LQ&,

M A PARSONAGE
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At the Chief Secretary's meeting on 3 November with the Secretary
of State for Health, Mr Clarke said that he saw attractions in
. health authorities being empowered to undertake joint commercial
ventures with private sector companies. These might include
activities altogether separate from health service provision,
for example property development schemes on land surplus to NHS

operational requirements.

General Line

= Proposal runs counter to the Government's general policy of
rolling back the frontiers of the state and seeking as far as

possible to locate commercial or market-based activities in the

private sector; speculative ventures are not the business of
gcvernment.
- Privatisation is the fullest expression of this policy; applies

not just to whole industries but also to the peripheral activities
of bodies which remain in public ownership; in other words, public
‘ bodies should concentrate on their main line of business and not

engage in fringe activities better done by the private sector.

= Policy applies with particular force to the NHS, where the
new breed of general managers are beginning to get to grips with
running the health service efficiently and will be even more fully
stretched in implementing changes following the present review;
NHS Maragement Board have already had to issue warnings to health
authorities not to get carried away in devising new incowe
generation schemes, for fear of diverting management effort from

the main business of providing efficient health care.

Examples

- British Rail illustrate the case of a public body disengaging

from peripheral activities; have sold off Sealink, BR Hotels



. and British Transport Advertising, and are in the process of selling
off British Rail Engineering Ltd and Travellers' Fare. (But note:
BR continue to be involved in Jjoint property development schemes
of the type favoured by Mr Clarke for the NHS.)

- Many examples in the field of industrial policy of government
departments taking commercial Judgements that have gone wrony,
at heavy cost to the public purse; well-known abortive attempts

to "pick winners" include De Lorean, Lear Fan Jets, Nexos Computers.

= The Crown Agents crash in the 1970s illustrates the dangers
of entry into the property market by public sector bodies with
insufficient relevant commercial experience and expertise. Crown
Agents had invested in and 1lent heavily to the property and
secondary banking sectors, but in 1973/4 a number of these companies
went into liquidation or receivership. Asset values of the Crown
Agents had to be written down and financial backing obtained for
operations involving some £600 million; the Government was obliged

to make an exceptional Vote of £85 million to cover losses.

- Finally, there are many examples from local gcvernment of failed
ccmmercial ventures; these include: the Harrogate Conference
Centre, a council-owned white elephant which has hugely overrun
on capital ccsts and is unlikely even to cover its running costs;
a large docks development project in Bristol which cntailed heavy
losses for the council; a loss-making ice cream factory once
owned by Torbay Council; and the decision by Guildford Councail
to invest all its spare cash 1in the stock market just 10 days

before the crash of October last year.
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NHS REVIEW: BETTER SERVICES TO PATIENTS
This paper still looks pretty woolly and platitudinous. I have
two chief concerns.

2. Firstly, the rather opaque offering "better information
about clinical outcomes" is not fully developed. Secondly,
Mr Clark continues to push health indicators - have we tried to
reopen a discussion of the possible pitfalls?

3 On the first, a frequent complaint by patients (admittedly
on statistically insignificant personal experience) is that nobody
tells them what is going on. Health indicators are an aggregated,
collective approach, and would be of no comfort to the individual.
They carry the risk that they simply provide ammunition for
special pleading. A requirement that they be told what is wrong
with them and what treatment they are about to receive would do
more to relieve anxiety among patients. The paper (paragraph 11i)
talks about providing information on how to prepare oneself for
going into hospital and how to get there. All very useful, but
hardly as significant as a greater flow of clinical information is
developing personalisation of the service and a feeling of
responsibility towards patients. It is the occasional example of
arrogant anonymity which wrankles so much.

4. But before embarking on a paper setting down how to improve
patients' perception of service, it would be sensible to know what
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those patients think of the current service and what changes they
would value. If the DH don't have such opinion research maybe
they should commission some? 1I'm pretty sure health indicators/

would come far down the wish list.

5. Optional Extras available at a charge (paragraph 8 iii) are
welcome but a bit buried in the paper. One service that might be
added to the list is a general check-up. This could complement
the health awareness\\EEEEG;EE“BEfTIHEH in paragraph 25. If the
NHS is to charge for optical and dental check-ups, why not the

rest?

6. Finally the review announcement will have to be very
convincing on waiting lists. Paragraph 10 is a long way away.

5L G
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AUDIT OF THE HEALTH SERVICE

Mr Ridley has now written to you (letter of 31 October), following
your talk with him, expressing willingness to consider inclusion
of the necessary legislation in his own Bill.

YA There is no need for you to respond at this stage. DOE are
now preparing a paper discussing the options:-

i) legislation in two phases (a general enabling clause in
the DOE Bill, followed by major legislation in a DH health
review Bill);

ii) 1legislation in one phase (major legislation only), and
if so:-

a) in the DOE Bill or
b) in the DH Bill.

3. Treasury and DH officials will be consulted in the drafting
of the paper, and when it is agreed it will be put to Ministers
including yourself. That will be within two or three weeks: there
is some urgency because the DOE Bill is due to be published fairly
soon (probably January, but possibly before Christmas).

4. One of the points we shall bear in mind is the 1likely

relative timing between the publication of the DOE Bill and a
statement on the outcome of the health review.

Y\ﬁéj?)

MISS M E PEIRSON
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Further to my letter yesterday enclosing papers for the next meeting
of the Review Group, I now enclose a joint paper by my Secretary of
State and the Chief Secretary which records the outcome of their
discussion yesterday morning on capital.

We have also identified an error in Table 2 of Annex I to HC49
(Funding Issues). I enclose a replacement page which I would be
grateful if you could insert in your copy.

I am copying this to the Private Secretaries to the Chancellor of
the Exchequer, to the Secretaries of State for Scotland, Wales and
Northern Ireland, to the Chief Secretary; and to the Minister of
State and Sir Roy Griffiths in this Department; and also to
Professor Griffiths and Mr Whitehead at the No. 10 Policy Unit, and
to Mr Wilson in the Cabinet Office.
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Private Secretary

Cy

e T o —



SECRET

HC56

NHS REVIEW
MANAGEMENT OF CAPITAL

Note by the Secretary of State for Health and the Chief Secretary
to the Treasury

Introduction

;T This note records that we have reached agreement on the
introduction of capital charges in the NHS; and on a programme of
work on the scope for access to private capital. We invite
colleagues to note this progress and the next steps which we have
put in hand. We believe that the issues do not now need to be
discussed within the Group meetings, but we will keep colleagues
in touch with further work.

Charging for the use of capital assets

2 . We consider that capital should not in future be regarded as
a free good by the NHS. We believe that a system of charges can
and should be introduced so that the users of capital assets are
required to meet the cost of those assets, as reflected (subject
to normal depreciation) in their current valuation. The
introduction of such a system will enable:

- effective management information on the use and value for
money of assets

- more cost-effective allocation of future investment
- clear signals on the need for replacement of assets

- a proper basis for charging between hospitals and between
the public and private sectors.

3 The introduction of charges is intended to provide clear
incentives for authorities and self governing hospitals to
rationalise capital holdings, and to invest most effectively.
These market disciplines need to apply equally to all public
sector hospitals, whether run by health authorities, or self
governing.

4. The capital assets used by the NHS are, and will remain,
primarily public ones financed by public sector funds. As was
recognised at the last meeting of the Group, no impression should
be given that elements of the NHS may be alienated from this
essentially public ownership. Health authorities need to have
freedom to manage their assets - and we envisage self governing
hospitals having greater freedom - but we must retain a broad
lien on the major assets they use. A minimum requirement might
be that disposals of more than 5% of a self governing hospital's
total capital stock would require Regional approval. :

SECRET
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5 We see three stages in the introduction of a system of real
charges. First, valuation upon an agreed basis. Secondly the
introduction of a system of management accounts to enable the NHS
to go through a process of familiarisation using notional
accounts. Thirdly, and in the light of that experience, to move
towards a fully effective system of real charges as soon as
reasonably practicable.

6. Officials are working out the practical details of the
system such as the definition of interest levels and depreciation
schedules, the treatment of charges in the public expenditure
context, and ways of achieving a smooth transition. We are
confident that these are soluble, and invite colleagues to agree
that we should continue to work these up, reporting back in due
course. In the meantime, our White Paper should refer to the
principles and objectives we have set out in this note.

Access to private sector capital

1= The issues here are more complex. We need to look at ways
of enabling the NHS to work more closely with the private sector,
which includes examining the scope for greater freedom of access
to private capital, without losing expenditure control or being
exposed to unacceptable risks with public money. A great variety
of schemes may be possible, and the key issues can only sensibly
be considered in relation to particular types of project. We
have therefore asked our officials to prepare for us a series of
key examples of schemes which have arisen in the past, and which
might arise in the future, so that we can identify both the
fundamental difficulties, and the scope for a more flexible
approach. We shall report the results of this work to colleagues
as soon as possible with the objective of making a general
statement of our policy in the White Paper.

SECRET
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Table 1
.Components of National HCHS Cost Weighted Activity Index

Inpatient plus Day Cases (Inpatient Discharges & Deaths and Day
Cases)

Outpatient plus A & E (Attendances)
Day Patients (Attendances)

Health Visitng (People visited)
Home Nursing (People treated)
Ambulances (Cases carried)

Blood Transfusion (Bottles of Blood issued)

Table 2
ILLUSTRATIVE CALCULATIONS OF RELATIVE UNIT COSTS
RELATIVE UNIT COSTS
1985/6
NORTHERN 94 .6
YORKSHIRE 91.1
TRENT 92 .7
EAST ANGLIAN 9/ .5
NORTH WEST THAMES 1116 ;8
NORTH EAST THAMES 114.4
SOUTH EAST THAMES 105.8
SOUTH WEST THAMES 11643
WESSEX 94.7
OXFORD 94.4
SOUTH WESTERN 97.9
WEST MIDLANDS 100.4
MERSEY 98.5
NORTH WESTERN 89.5
TOTAL 100.00
Notes:
1. Relative unit costs: actual expenditure divided by estimated

expenditure using national cost weights.

2. Variations will reflect, in part, the effects of regional
variations in input prices - London Weighting etc.
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Mr Saunders
Mr Call

AUDIT OF THE HEALTH SERVICE

The Chancellor has seen and was grateful for your minute of
4 November.

M

MOIRA WALLACE
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NHS REVIEW

I attach, as discussed this morning, a revised draft of the minute
to the Prime Minister.

F,%D R B SAUNDERS
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DRAFT MINUTE FROM THE CHANCELLOR TO THE PRIME MINISTER

NHS REVIEW

I have now read the papers circulated by the Secretary of State
for tomorrow's meeting. I am concerned that some of the proposals

they contain are not ready to form the basis for a White Paper.

2. First a general point about costs. The Chief Secretary and I
- cannot be expected to endorse proposals which may cost more money
without being given a clear idea of how much is involved. We must
have the references in the papers to additional costs fully
quantified and the whole package properly costed. We should not be
faced in subsequent surveys with bids which are then described as

unavoidable flowing from uncosted White Paper commitments.

Funding

3. I see some difficulties with the Secretary of State's
proposals in this paper. The long term aim of weighted capitation
fees for districts, to which they would move over a period of
years, 1is strongly reminiscent of the present system of targets
and allocations, only at district rather than regional level. The
paper acknowledges in any case that allocations to regions would
have to adjust progressively in response to changing population
and other factors. Moreover, it seems to me that the "buying out"
in the first year of those regions who are below target can only
be at the expense of the rest. This will be very controversial,
particularly since some of those other regions will have been

progressively squeezed over the last 10 years.
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4. We have two broad choices. We could adopt the Secretary of
State's proposals, which would involve a substantial shift towards
RAWP targets in the first year, followed by a system not
dissimilar to RAWP. The alternative would be to accept that we can
neither freeze nor abolish RAWP without offending very many health
authorities up and down the country, and therefore to allow it to
continue to run its course, since the biggest adjustments are now
behind us. I would favour this second alternative, but would wish
to see the system modified and improved, so that full account was
taken of prospective as well as actual population changes, and a

more immediate and direct compensation for cross-boundary flows.

By On a more detailed point, the paper talks mainly ébout the
allocation of current expenditure. We also need to consider how
capital allocations should be made, and how current allocations
should be adjusted to take account of any cash charges in respect

of capital assets.

Managing the FPS

6. I think we should be taking more positive action to gain
control over FPS expenditure. My clear preference is still for
merging FPCs and DHAs, and subjecting them to joint cash limits.

To this end, taking control of GP numbers is essential.

y If we leave FPCs separate from districts, and instead beef up
their management, there is a danger of creating a new bureaucratic
powerbase within the NHS. We have seen too often how this process
results in increased bureaucratic in-fighting rather than improved

efficiency.
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8. The paper refers at several points to the proposed GP
practice budgets. I do wonder whether this idea has been
sufficiently worked up. I see considerable problems in setting
budgets, since a simple capitation basis will not do for practices
with a high proportion of patients who do not use the NHS. I am
not sure how the system of allocating budgets can take account of

this.

9 Without such adjustments, the practices who will opt for
these budgets will tend to be those with large numbers of patients
with private insurance, or who would otherwise have lower referral
costs than the average (eg because their patients smoke and drink
less than average). If they can refer patients for private
treatment, what is to stop this turning into a way of substituting
public money for private? If people know they can get referred
privately at public expense, why should they bother to make

provision for themselves?

10. I would like to propose a more limited scheme. GPs would be
given smaller budgets which they could use selectively, at a
public or private hospital, for their patients who were already on
waiting lists and perhaps had been for a specified minimum period.
The decision who should get favoured treatment would rest with the
GP, who 1is best placed to assess priorities among his patients.
And a tight budgetary constraint would ensure that only the most

deserving would benefit.
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Reconstituting the health authorities

11. The funding system now proposed will be more complex than
now, so as to allow money more efficiently to follow the patient.
The "contractual" basis of funding will involve sophisticated
administration. Responsibility for many important aspects -
managing the system which replaces RAWP, running the capital
charging system, oversight of GP budgets and cost control of the
FPS, and managing the transition of hospitals to self-governing
status - will fall squarely on regions. We must consider whether
this focus on the regional tier is right, and in particular
whether they have the expertise, competence and resources to carry

these tasks through.

12. I am copying this minute to the Secretaries of State for
Health, Scotland, Wales and Northern Ireland, the Minister for
Health, Sir Roy Griffiths, Sir Robin Butler, Mr Wilson and Mr

Whitehead.
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NHS Review
MEDICAL AUDIT

Note by the Secretary of State for Health

1. This paper sets out my proposals for securing the
accountability of doctors for the quality and
cost-effectiveness of medical work.

2. In brief, I propose that we work with the medical
profession, nationally and locally, to establish

* a system of medical audit in every District and
self-governing hospital, based on self-audit and peer
review and with a facility for management to initiate
an independent professional audit; and

* a parallel system for general practice.

I HOSPITALS

Context

3. A major objective of the review is to ensure that
consultants take more responsibility for the management and
delivery of hospital services, and are more accountable for
the quality and cost-effectiveness of what they do. There are
two main aspects of this:

i. on primarily management issues, such as whether
doctors are putting in the hours they are contracted to
work, accountability will be secured through the
management of consultants' contracts, supported by
;3 financial and VFM audit as appropriate. We have agreed
: on the steps we must take to make both the management of

L~/ contracts and VFM audit more effective.

ii. on primarily professional issues, such as whether a
doctor is using the most appropriate procedures for
diagnosis and treatment, we need to secure accountability
through medical audit. Medical audit will need to cover
both the clinical treatment of individual patients and
services to the population (cancer screening programmes
and child development surveillance, for example).

B:DC4.10/35
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4. This paper is concerned mainly with (ii) - although we
must also ensure that nothing falls into the cracks between
(i) and (ii). The main focus is on the quality of medical
care, which stands up well in comparison with other countries
but remains, in places, uneven.

Medical audit in practice

5. Medical audit is a systematic, critical analysis of the
quality of medical care, i¥etree¥ry the procedures used for
diagnosis and treatment, the use of resources, and the
resulting outcome for the patient. It necessarily requires
both a specialised knowledge of current medical practice and
access to medical records (which are the medical audit
equivalent of accounts). I suggest that we should aim to have
a system of medical audit in place, within the next two years,
in every District and self-governing hospital.

6. It would be a mistake to prescribe precisely what each
system should look like: medical audit is, by definition,
primarily a professional matter, and it cannot be implemented
by Government without the active participation of the
profession. We also need to recognise that

i. medical audit is a relatively recent development in
this country. Opinions about its use and value vary, and
knowledge of its aims, scope and methods is thinly
spread. Yet we need all hospital doctors to be
intellectually convinced of its validity.

ii. medicine is an inexact science. Every diagnostic
technique and treatment has an inherent element of risk.
Medical audit must not encourage doctors to be reluctant
to take on difficult but essential clinical work.

iii. we lack comprehensive, robust and professionally
acceptable measures of the outcome of the work of
individual doctors or of services.

7 In my view, therefore, we must consult the profession
nationally about exactly how medical audit would work, and how
prescriptive we (or they) should be, so that we can carry them
with us. But we must do so on the basis of the kind of system
we have in mind. I envisage a two-part approach: medical
audit as a regular part of local medical practice; and a
system of independent medical audit which can be initiated by
management.

8. Subject to the outcome of consultation, I see regular,
local audit working along the following lines:

B:DE4.10/35
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i. every consultant would be expected to participate in
a locally agreed form of medical audit, covering both
self-audit and peer review. Accountability for the
quality of work would be built into the standard job
description for all consultants. Medical audit would
become a fundamental element of continuing medical
education.

ii. District management would be responsible, and
accountable, for ensuring that this system was in place;
that the work of each consultant's team was subjected to
peer review at whatever regular, frequent intervals were
agreed locally; and that there was a rolling programme
under which the treatment of particular conditions was
reviewed by the relevant doctors collectively at regular
intervals.

iji.the system itself would be medically led. One
approach might be for local practice and procedures to be
overseen by a hospital or District medical audit advisory
committee, chaired by a senior clinician. Peer review
findings would normally be confidential to the
consultants involved, unless they agreed otherwise, not
least to avoid the risk of exposure to legal action. But
it would be all the more important for the lessons
learned to be published more widely, as the profession is
already beginning to do.

iv. there would probably be a similar advisory committee
or equivalent at each Region: partly to oversee the
medical audit of less common specialties where a Regional
approach seemed sensible; and partly, when necessary, to
help doctors at Districtior :hospital level ‘to find
consultants from outside the locality to help with peer
review.

9. The ability of management to initiate an independent
professional audit will be particularly important in the grey
area between "management" and "professional" issues (paragraph
3(i) and (ii) above). Typical examples might be an unusually
low proportion of day surgery or an unusually high rate of
diagnostic tests: both might consume more resources than
management believed to be necessary, yet either might be
justified by the consultant concerned on clinical grounds. An
independent audit could also be important where there was
cause to question the quality of a service (for example
evidence of unexpected outcomes such as a high death rate), or
where the quality of a service was being examined in relation
to.1ts cost.

10. The fuller integration of consultants into hospital
management should help considerably in such circumstances, but
it will remain essential for management to be free to call on
some form of peer review. This might often be done through
any local advisory committee (8(iii) above), and there might

B:DC4.10/35
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also be advantage in a formal mechanism for approaching the
Region - preferably with the agreement of the local advisory
committee chairman. A District general manager should, I
think, be free to invoke such a procedure either in respect of
a District service or in respect of a self-governing hospital
with which the District has a contract.

11. In both routine medical audit and independent
professional audit the best results will be achieved where the
system works on the basis of consent, both as between doctors
and as between clinicians and management. Nor should we
underestimate the impact on a doctor of praise, advice or
criticism from his peers. But there remains a risk that some
consultants would refuse to participate in whatever form of
medical audit was agreed locally, or decline to act on the
findings of an independent professional audit. I propose we
deal with this as follows:

(i) The General Medical Council (GMC) is likely to
recommend soon that the medical records of all
patients treated within the NHS should in principle
be available for peer review, and that audit of
medical work should be an obligatory element in
continuing medical education. This will be more
acceptable, and at least as effective, as any
management attempt to enforce participation, and I
suggest that we encourage the GMC to proceed
accordingly.

(ii) Where a consultant refuses to act on the findings
of an independent professional audit, management
should invoke the normal disciplinary procedures,
on grounds of professional incompetence.

(iii) The quality of medical work should be taken into
account in the criteria for distinction awards.

12. An effective system of local medical audit needs strong
leadership. This in turn requires time and - experience
suggests - some secretarial support (for example to collate
and present relevant data). More generally, all hospital
doctors will need to devote a significant proportion of their
time to taking part. Even assuming every consultant devotes
just one-twentieth of his week to medical audit the cost in
consultants' time would be around £25 million.

Other Action required

13. If we are to put in place arrangements of the kind
described in paragraphs 6-12 of this paper, and are to do so
within the two years I suggest, we need to build on the
current growth of interest and experimentation within the
profession itself. For example:

B:DC4.10/35
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i. The Confidential Enquiry into Perioperative Deaths
(CEPOD), a major study of all deaths within 30 days of
surgical operation in 3 Regions, showed that in a small
proportion of deaths there were preventable factors.
This study is now to be extended nationally, with DH
funding, and will be run by the Association of Surgeons,
the Association of Anaesthetists, and the Royal College
of Surgeons.

ii. The Royal College of Surgeons is now insisting that
medical audit is a prerequisite for recognition of a unit
for training purposes.

iii. A Royal College of Physicians Working Party will
shortly publish a report commending the need for audit
and requiring it as a prerequisite for the approval of
training posts. They will also publish guidelines on how
to undertake audit.

iv. Medical audit is already widely practised in many
branches of pathology, where the quality and accuracy of
the work is more readily measurable than that of other
disciplines. The Royal College of Pathologists have
developed protocols for checking standards.

14. Action by Government must be carefully judged to go with
the grain of these developments. QOur aim must be for
Government and management to be supporting, using and
reinforcing procedures developed by doctors themselves. There
is nonetheless much we can do to generate still greater
momentum by working with the profession nationally. In
particular:

i. I have asked the statutory Standing Medical Advisory
Committee, which represents the full range of
authoritative medical opinion, to consider and report on
how the quality of medical care can best be improved by
means of medical audit, and on the development of
indicators of clinical outcome.

ii. we should press all medical colleges to make
participation in medical audit a condition of a unit
being allowed to train junior doctors, by an agreed date.

iii. we should invite the profession to take part in a
national initiative to support and monitor the
development of medical audit locally. This might build
on existing inspections of training posts, carried out
nationally by the Royal Colleges. It might also be
possible for each College to establish guidelines for the
diagnosis and treatment of common conditions.

B:DC4.10/35
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jv. we should encourage the further development by the
profession of national audit schemes such as CEPOD.

15. I believe we should also insist that a hospital has an
acceptable system of medical audit before we can agree to
self-governing status. I am considering how best to reduce to
a minimum the criteria for self-governing status, but I
suggest that adequate medical audit remains one of them. This
should prove a useful, additional incentive. Districts buying
the hospital's services will no doubt wish to ensure, through
their contracts, that an effective system of medical audit
remains in place subsequently.

The private sector

16. In principle, medical audit should apply to private as
well as public sector hospitals. At present quality control
is generally weaker in the private sector: for example, an
untrained person can offer surgery, such as cosmetic surgery;
and a laboratory can offer to undertake tests, or to provide a
service such as breast cancer screening, without any quality
control. Medical records tend to be relatively scanty.

17. There is no legal framework within which the Government
could impose standards or require the adoption of medical
audit. 1 suggest that the best approach would be to

g encourage the profession nationally to extend
medical audit into private practice. One example of this
approach is a current Royal College of Pathologists'
proposal to establish an accreditation scheme for private
sector laboratories.

ii. encourage the GMC to make peer access to medical
records obligatory in the private sector too.

i93.. 7ensure that Districts which buy services from the
private sector insist on adequate medical audit being in
place before they do so, just as I am suggesting where
they buy services within the public sector.

18. These measures, taken together, should prove an effective
stimulus to the development of medical audit in private sector
hospitals, and should also help further to blur the
distinction between the public and private sectors.

IT GENERAL PRACTICE

The problem in general practice

19. The circumstances of primary care differ from those in
the hospital service in several ways which bear on the nature
of medical audit. For example:

SECRET
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T care is delivered in more places - 10,000 surgeries,
plus patients' homes.

ii. periods of treatment are less well defined, so that
record and audit systems must handle continuing care,
perhaps over many years.

iii. medical records are usually less detailed.

iv. monitoring the work of independent contractors is
different in principle from - and potentially more
difficult than - monitoring the work of salaried doctors
in hospitals.

20. Nonetheless, as in the hospital service, there is a range
of problems varying from the almost entirely professional to
the mainly organisational. For example:

i. Are we diagnosing breast and bowel cancer early
enough? Are referrals to hospital always appropriate, and
are all those who need referral referred? Are drugs used
effectively and efficiently?

ii. Does the coverage of clinics, and do clinic times,
suit patients? Should doctors in partnerships have
separate or merged lists of patients. Are relationships
between doctors, community nurses and health visitors
satisfactory? Is night and weekend cover arranged
satisfactorily?

As with hospitals, we need to take primarily management action
to deal with (ii), and also ensure that the profession itself

takes action on (i) in a way which enables FPCs to invoke peer
review procedures whenever necessary.

Action required

21. Again there are valuable professional initiatives on
which we can build. The Royal College of General
Practitioners (RCGP), in its "Quality Initiative", has shown
the way. The Joint Committee on Postgraduate Training in
General Practice audits practices in which young GPs are
trained. There is also an increasing amount of self-audit, the
launching of the new national prescribing information system
(described in HC 51) being a recent example. We must press
the RCGP to continue to develop and encourage medical audit,
and the inspection of training practices and development of
criteria of care by the profession will provide useful
foundations.

22. Unlike the hospital service, the FPS has little by way of
an organisational framework for a universal system of medical

audit to fit into. Again the precise arrangements would need

to be subject to consultation, but I envisage something along

the following lines:
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i. the GMC should be encouraged to require peer review
access to GP as well as hospital consultants' medical
records.

ii. medical audit locally would be based primarily on
self-audit by GPs and GP practices. Local practice and
procedures would be medically led, supported and
encouraged by a medical audit advisory committee
established by each FPC.

iii. each FPC would establish a system for identifying
possible signs of poor quality care. Many different
indicators could be relevant: inadequate records or
equipment; inappropriate referrals; emergency admissions
resulting from poor health surveillance or failure to
refer sooner; avoidable deaths; and so on. Local clinical
protocols could be developed on a selective basis
(setting out the action required during antenatal care,
for example), and clinical records assessed against these
protocols. The local advisory committee would help to
arrange an external audit of a GP or GP practice where
necessary.

v neach FPC, in consultation with 1ts GPs, would set up
a small unit of doctors and other staff to support and
monitor thec audit procedures of contracting practices.
The unit would be accountable to the FPC manager and work
under the guidance of the local steering committee. The
staff costs and travelling expenses each FPC's unit might
average as much as £100,000 a year, or approaching £10
million for England as a whole.

In short, as with hospitals, I would suggest a system

which is based firmly on the principles of self-audit and peer
review but in which action can also be initiated by
management.

November 1988
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Copy No. 2
HC 52
NHS Review
RECONSTITUTING HEALTH AUTHORITIES
Note by the Secretary of State for Health
Introduction
1. We are agreed that we should review the constitution of

health authorities in the light of our review proposals, with the
aim of making them excecutive bodies. This paper sets out my
proposals for achieving this. It also considers the implications
of our review proposals for the NHS Management Board.

2. In summary, the key proposals are:

(i) District health authorities (DHAs) would devolve more
functions to hospitals but retain responsibility for
directly managed services and for monitoring and
planning local services. As buyers, they would be
accountable to Regional Health Authorities (RHAs) and
Ministers for services provided for their residents.

(ii) To minimise disruption, boundary changes would be kept
to a minimum. But where DHAs become too small to be
viable, for example when hospitals become self
governing, mergers may be necessary.

(ii1) DHAs should be reduced from their present 16-19 to 5
non executive and 5 executive members plus a non
executive chairman.

(iv) Appointment procedures would remain broadly as they
are. But local authorities would no longer be able to
appoint members.

(v) DHAs would continue to meet in public, with private
sessions where necessary.

(vi) No change would be made to Community Health Councils
(CHCs)..

(vii) Slimmed down regional health authorities would have a
continuing roTe in ensuring that Ministerial policy is
carried out and in overseeing the implementation of
the review proposals.

(viii)Membership of RHAs should be similar to that of DHAs.
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(ix) RHAs would be streamlined by delegating or
contracting-out existing non head office functions
e.g. hospital design and computer and legal services.

(x) The NHS Management Board (NHSMB) under Ministerial
chairmanship would continue to be part of the
Department of Health (DH), not divorced from it.

(xi) The Board would focus on strategic and policy issues.
The present Health Services Supervisory Board would

go.

(xii) Day to day operational issues would be handled by an
executive committee, chaired by the Chief Executive.

District health authorities

(a) Existing responsibilities

3. Annex A lists current DHA responsibilities. Briefly, these
are to assess the health needs of the local population and
monitor the effectiveness of the services provided; to manage
health services in the district, including the provision and
development of community health services; to integrate, with
primary care and social services, the planning of general
hospital services and services for the priority groups - the
elderly, mentally i1l and mentally handicapped; and to provide
clinical facilities for medical education.

(b) Future role

4. One of the themes of the White Paper will be the need to
build on the introduction of general management into the hospital
service by pushing down further decision-making to the unit
level. I shall need to scrutinise their functions to make sure
this is done to the fullest possible extent. The proposals in
HC46 for introducing self-governing hospitals will accelerate the
process in those DHAs where the main acute hospital becomes
self-governing. DHAs will however retain responsibility for the
management of the remaining services, including hospitals for the
priority care groups and their key responsibility for monitoring
and planning the provision of services in their locality.
Crucially, as the buyers of services for their resident
population, they will also continue to be accountable to RHAs and
Ministers for the quality and cost-effectiveness of the services
provided for their residents.

teloiStize oF districts

B4 While these changes will signal a major shift in
responsibilities in all DHAs from the health authority to the
hospital unit, it is in the smaller, single DGH districts where
the impact will be greatest. It may therefore be desirable to
merge some of the smaller districts in order to create a viable
health authority. District mergers are disruptive and can cause
considerable controversy locally. I would therefore want to keep
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the number of boundary changes to the minimum necessary. In
putting forward proposals for self governing hospitals, RHAs
should be asked to consider the options for sensible mergers as
part of their submissions.

(d) Membership of DHAs

6. Annex B sets out the present constitution and membership of
health authorities and their statutory basis. It is clear from
this that health authorities are not presently constituted as
management bodies. As a result, they do not always supervise
their managers adequately. Neither does the size and membership
of DHAs lend itself to crisp decision-making. In recent years,
there have been many examples of health authorities becoming
bogged down in local politics. I therefore propose that DHAs
should be reduced from their present 16-19 members to 5 (non
executive) members and 5 executive members plus a non-executive
chairman. The non-executives would be chosen in particular for
their managerial and financial skills and there would no longer
be any local authority members as of right. DHAs that covered a
teaching hospital should include a representative of the medical
school. The executive members would include the general manager
and up to 4 other officers. This would enable the district
medical, nursing and finance officers to be included

7. The basis for the appointment of DHA members is set out in
the 1977 NHS Act and we shall need primary legislation to amend
thiss

(e) Members' appointment procedure

8. As I have indicated, a central role of the newly-constituted
DHA will be to act as the buyer of services on behalf of its
resident population. It is therefore operating in effect on
behalf of the local community. The removal of Tlocal authorities'
(LAs) statutory right to appoint members directly will be highly
contentious and will need careful presentation, not least to some
of our own supporters. RHAs should retain the right of
appointment of DHA members in order to avoid complaints about
excessive centralised patronage. In future RHAs would not be
bound by the LAs' recommendation but where there are good
candidates, they would be appointed on their merits. DHA
Chairmen would continue to be appointed by the Secretary of
State.

(f) Community Health Councils

9. Because of the sensitivity of the DHA membership issue, I am
not proposing any changes in the LA membership of Community
Health Councils (CHCs). At present, local authorities appoint
half of the CHC membership. The remaining third are appointed by
the voluntary organisations and a sixth by RHAs. While this
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inevitably politicises many CHCs, DHAs are experienced at dealing
with them. I therefore see no need to alter the membership of
CHCs or make any other changes to their role. In the White Paper
we can stress their continuing importance as the local consumer
watchdog.

(g) DHA meetings in public

10. As we recognised at our Tast meeting, there is no need to
make any change in the existing requirement under the Public
Bodies (Access to Meetings) Act 1960) for health authorities to
hold their meetings in public. Authorities already have some
discretion under this Act to exclude the public e.g. because of
the confidential nature of the business to be transacted.

Regional health authorities

(a) Role and functions

11. Annex C lists current RHA responsibilities. I believe that
a slimmed down regional tier should continue to be the main
vehicle for ensuring that Ministerial policy is being carried out
on the ground. RHAs will also have a crucial role in managing
the changes brought about by the White Paper. In my view the
size and nature of the management task are such that these
changes could not be managed by regional arms of the Department.
RHAs contain the necessary local knowledge and act as an
important buffer between Ministers and the operational level.

The changes I propose below in the membership of RHAs will
strengthen them for their task of ensuring that our proposals are
carried out in the most efficient and effective way.

(b) Membership of RHAs

12. Membership at regional level should match that at the
district level. That is, RHAs should comprise 5 non executive
members and 5 executive members plus a non executive Chairman.
It would be desirable for medicine, the relevant university and
FPC interests to be represented if the latter are made
accountable to RHAs. As at present, members and Chairman would
be appointed by the Secretary of State.

(c) Reducing the size of RHAs

13. Following the introduction of general management into the
NHS, RHAs are already signed up to devolving as many functions as
possible to districts and their units. But I have no doubt that
there is further scope for reductions in RHAs' staffing and
costs. It is important however to distinguish the "head office"
functions invested in RHAs - principally the development and
monitoring of services and the allocation of resources - from
RHAs' current responsibilities for providing certain technical
and support services such as computers and supplies.

B:D5.26/6
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14. The scope for savings in RHAs' "head office" functions will
be modest, if they are going to manage districts effectively and
spearhead the introduction of many of the reforms which will
emerge from the Review. But I am convinced that scrutiny of the
remaining RHA functions will produce many blocks of work which
can be streamlined, delegated to districts, or contracted oul
altogether. Indeed many Regions have already begun the process,
so the scope for action varies from Region to Region. The work
which can be streamlined or disposed of includes management
services, design of hospitals, storage and distribution of
supplies, computer services, and legal services. The effect of
these proposals on the size of RHAs will vary from region to
region but I would expect to see a significant reduction. My aim
is that, after taking account of the additional work Regions take
on in implementing our proposals, there should be a net reduction
in their staffing and costs.

The role of the NHS Management Board

15. There are many people and bodies within the NHS who demand
that the NHS Management Board should be divorced from my
Department, under independent chairmanship. Although the
distancing of NHS management from Ministers clearly has some
attractions, the disadvantages are even greater. lidoli-nos ot hink
so large and politically sensitive a public service, which is
going to continue to be overwhelmingly vote financed, can in
practice be separated from the political process. A separate
Board would resemble nothing so much as the Board of a
nationalised industry. Parliament would not tolerate Ministers
trying to hide behind the Board to avoid responsibility for key
issues. An independent Board would quickly become an extra tier
in the management chain between Ministers and the real health
services and, almost certainly, a new lobby for more public
money. I believe therefore that we should use the opportunity of
the White Paper to refute the case for separating the NHS
Management Board from Ministers and the Department of Health.

16. We would however streamline management arrangements within
the Department by giving the Board a clear role in major NHS
strategic issues.

17. 1 propose four main changes:

first, responsibility for the family practitioner services
will be brought under the Board. The better integration of
primary care with hospital services is an important
objective.

second, the Board, - as now under Ministerial chairmanship -
would deal with strategic and policy issues, as well as the
more critical operational matters. The Board would be
reduced in size and reconstituted to contain a higher
proportion of non-executive members appointed from the
commercial and industrial worlds.
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third, as in most companies, much of the day to day work
would be handled by an executive committee of the Board
chaired by the Chief Executive.

fourth, the Health Services Supervisory Board would no
Tonger have a role to play and would go.

SECRET
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ANNEX A
THE RESPONSIBILITIES OF DISTRICT HEALTH AUTHORITIES
The functions of DHAs are as follows:
1. Promoting health, preventing illness and planning services

review the status of health of the population and assess
needs;

develop strategic and operational plans;

implement plans;

liaise with local authorities; FPCs and voluntary sector;
produce guidelines for local service developments;

evaluate outcome.

2 Performance and review

setting objectives and targets for units;

monitoring and reviewing performance against targets.

3. Provision of Patient Services

hospital and other accommodation;
medical, dental and nursing services;

facilities for the care of expectant and nursing mothers
and young children;

facilities for the prevention of illness, including health
education and promotion;

arrangements for surveillance, prevention and treatment of
communicable diseases;

arrangements for the proper care of persons suffering from
or recovering from illness or disability;

other services required for the diagnosis and treatment of
illness including domiciliary nursing and other forms of
care provided in the community, including collaboration
with local authority;

medical and dental inspection and treatment of school
children;

family planning advice, treatment and supplies;
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- facilities for private patients.

- services to local authorities to enable them to carry out
their social services and education functions;

- facilities for clinical teaching and research;

- health centre accommodation;

- assistance in the conduct of relevant research.
4. Finance

- provide management accountancy function;

- analyse financial data including identification of
potention over/under spends;

- ensure DHA financial strategy is achieved.
5. Personnel

- vreconcile units’ collective demand with national etc
policies and estimate impact of local authority, private
or voluntary sector requirements; determine manpower
requirements for District functions; reconcile collective
demand with resource assumptions;

- ddentify sources of supply for staff groups where district
can be self sufficient (e.g technical and nursing staff);

- establish policies and targets for recruitment, retention,
return, deployment; monitor performance; establish
manpower targets (where relevant, eg. (Administrative and
Clerical); :

= monitor effective skill mix;

- promote image of NHS as employer locally; maintain contact
with local education system, careers service, Department
of Employment.

6. Building and Estates

- management of delegated capital budgets;
- procurement of minor health building schemes;

- monitoring of unit compliance with fire, health and safety
standards; etc

- control of smaller disposals and Joint planning with local
authorities and FPCs on estate matters;
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- monitor cost effectiveness of unit based maintenance
staff.

7. Support Services

- ambulances;
- transport;
- sterile supply;

laundry.

B:D5.31/8 SEORET-
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ANNEX B
CONSTITUTION AND MEMBERSHIP OF HEALTH AUTHORITIES

Regional and District Health Authorities

1. It is the duty of the Secretary of State by order under
Section 8 of the NHS Act 1977 to establish Regional and District
Health Authorities for such regions and districts as he may
specify. Under Schedule 5 to the Act, the Secretary of State may
specify how many members shall constitute a RHA or a DHA. The
chairman and members of a RHA shall be appointed by the Secretary
of State, as shall the chairman of a DHA. The Secretary of State
shall consult on the appointment of members of a RHA except in
some prescribed circumstances. A specified number of members of
a DHA shall be appointed by the relevant local authority and the
remainder by the relevant RHA, either after consultation with or
on the nomination of various other bodies, including any
university whose medical school is associated with the district.
There are limited exceptions to the RHA’s duty to consult.

2. RHAs are constituted and their regions specified under
subordinate legislation (SI 1981/1836 and SI 1975/1100). The
constitution of DHAs and the districts for which they are to act
are specified in SI 1981/1838 and SI 1981/1837. Under these
provisions, 14 RHAs and 190 DHAs have been constituted. These
each consist of a chairman and between 16 and 19 members. The
composition of DHAs is set out in the appendix.

3. SI 1983/315 provides for the appointment and tenure of office
of chairman and members of RHAs and DHAs and for the procedures
of those authorities. Terms of office shall not exceed four
years. The procedural requirements include rules as to meetings
and proceedings of authorities, disability on account of
pecuniary interest and the appointment of committees and
sub-committees.

Special Health Authorities

4. The Secretary of State has discretion to establish Special
Health Authorities by order under the NHS Act 1977 to carry out
such functions as he shall direct. The Secretary of State
specifies by order the number of members who shall constitute
each SHA and appoints the chairman and members. There are
regulations governing the procedures of SHAs and the appointment
and tenure and office of their chairman and members.
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APPENDIX

COMPOSITION OF DISTRICT HEALTH AUTHORITIES

The membership of DHAs is governed by Schedule 5 to the NHS

the NHS
1981/1838), and by Departmental
The position

Chairman

is as follows:

(Constitution of Districts) Order

guidance (Health Circular

Appointed by the Secretary of State who is not required to

consult before doing so.

Membership

There are 16-19 members per DHA.
appointed by the RHA and 4-6 by relevant local

The membership is comprised as

Appointed by RHA

(i) one hospital consultant

(ii) one general medical
practitioner

(iiidone nurse, midwife or
health visitor.

a nominee/s of the
appropriate university
medical school

(1-3 members)

(iv)

(v) On average 8 generalists
including members drawn
from the wider TU

movement

Appointed by Local Authorities

(vi) 4-6 LA members

On average 12 are
authorities.
follows:

The Act only requires RHAs
to consult appropriate

medical and nursing bodies
before making appointments.
These specific appointments
are required under HC(81)6.

The Act requires the RHA to
appoint a university
nominee - Teaching
Districts and those with a
dental school have
additional members under
SI+1981L1838

The number of generalists
is prescribed in the
constituting SI 1981/1838
but under the Act the RHA
has to consult ~any
federation of workers
organisations who appear to
be concerned”. There is no
TU place as of right.

The Act gives LAs direct
right of appointment. The

RHA has no leverage here
whatsoever. The

SECRET
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Constitution Order

(ST 1981/1838) specifies
the numbers of members
which relevant LAs can
appoint to each

District. Maximum 4 year
term, but LAs decide expiry
date.

SECRET
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ANNEX C
THE RESPONSIBILITIES OF REGIONAL HEALTH AUTHORITIES
The functions of RHAs are as follows:

1. Planning, Performance and Review

- establish regional strategic and operational plans;
- management of capital programme;

- management of performance and accountability review
process;

- facilitation of joint planning.
2. Finance
- allocation of resources to districts;
- monitoring of spending against operational objectives;
- monitor cost improvement and other VFM activities;

- manage funds for regional specialties and capital
programme.

3 Personnel

- guidance to districts on personnel and industrial
relations;

- hold medical consultants’, registrars’ and senior
registrars‘ icontacts:

4. Building and Estates

- provision of design services;

- provision of specialist technical services;

advise on disposals;
- provision of technical advice/skills on estate matters.

5. Managed services

- manage
blood transfusion service

ambulance service
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- provide services to districts
central stores
computing services
management services

legal services

SECRET
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FUNDING THE HOSPITAL SERVICE

Note by the Chief Secretary to the Treasury and the Secretary of

State for Health

This paper considers the mechanisms by which:

a. the Department of Health allocates funds to regional

health authorities

o regions allocate funds to district health authorities,
and
Cie districts fund hospitals, including both self-governing

hospitals and those managed by the districts.

Introduction

2 As a Group we are agreed that RAWP, the present system for
allocating funds to regions, should be transformed into a simpler
system along the lines of the model set out in paper HC35. Under
the new system, regions would be funded by the Department on the
basis of "weighted capitation" (total population adjusted for age
structure and morbidity). There would be no published "targets".
Regions would fund districts broadly on the same basis, and
hospital funding would be based much more than now on performance

and success in attracting additional patients. Cross-boundary
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flows (of patients across health authority borders) would be
handled by way of cash payments from the district in which the

patient resided to that where he or she was treated.

3 We are also agreed that health authorities should continue to
be responsible for securing those "core" services which have to be
available locally: casualty, urgent medical treatment, paediatric
services, maternity and ante-natal care, some types of long stay
care, and so on. Hospitals must be funded in order to make these
available on demand, as now. They would also compete for contracts
to supply other types of service, mainly elective surgery, to
districts, who would be acting on behalf of their local

populations.

4. This new system will introduce new incentives to improve
efficiency. Health authorities will secure health care from the
hospitals they consider best able to provide it, while hospitals
will be able to compete for business from both their own district
and other health authorities. Under the present system, by
contrast, money is allocated largely according to where the
hospitals are, irrespective of their efficiency. The RAWP process
has been seeking over several years to equalise the spread of
hospitals between regions, with considerable upheaval and protest

in consequence.

5. When fully operational, the new system will make redundant
the present role of rcgions in allocating funds to districts and
the adjustments to regional and district funding on account of

cross-boundary flows. But both will have to be retained during the
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transitional period. So it is important to keep in mind the
distinction between regions and districts in moving to the new
system. The problems are quite different at the two levels. We

look first at the regions.

The regional transition

6. Until we end the role of regions in allocating funds, the aim
should be to fund regions year-by-year, transforming RAWP into a
simpler system. Allocations would be based on regional
populations, weighted according to age structure and demographic
mix, with some adjustment for, eg, London weighting pay costs.
There already exist generally accepted methods for doing this,
based on the average cost to the NHS of people in different age
groups. The overall health of the region's population would also
figure, although the precise method would have to be considered
further. There is a range of possible indicators that could be
used here, and further study is needed of which would be the best
and most acceptable measure. The Department of Health will bring

forward proposals in due course.

7l It will be essential to remove the present arrangements where
cross-boundary flows are reflected only in complicated, obscure
and belated modifications to population weightings. Instead there
would be explicit cash adjustments based on the most recent data
for numbers and up-to-date costings of different types of
treatment. (Such costings are expecled to start becoming available
in 1990.) Moreover, these adjustments would, unlike the present

system, be made to allocations, ie the money paid to the regions,
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and not to the artificial targets. In this way, cross-boundary
adjustments would become much fairer and much more transparent.
Ultimately, as the transition at district level proceeds, the need

for regional cross-boundary adjustments would fall away.

8. Getting to the new distribution of funds will be a problem.
The existing pattern of allocations is unlikely to match it very
well. Just how great will be the mismatch can best be judged from
the existing RAWP targets, which are the best indication we have
of the shift in funds that would be implied by an immediate switch
to a weighted capitation system. This is discussed further in
Annex A, which shows that while most regions are now fairly close
to target, quite sizeable transitions are still implied for three

- NE Thames, NW Thames and East Anglia.

9. There are three broad options for managing the transition:

a. move to a weighted capitation system as soon as
possible, with if need be some transitional "buying out" of

those regions now below RAWP targets

b. an immediate move to weighted capitation for the 11
regions within 3% of RAWP targets, phasing in the system for

the other three

e bring all regions to a weighted capitation distribution,
perhaps over a period of, say, three years, with those above

target losing resources to those now below target.
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10. The "levelling up" implied by the first of these options
would be very expensive indeed: full 1levelling-up, without
imposing cuts or freezes elsewhere, would cost well over £3/4bn a
year, while anything less would mean that significant disparities
would remain. Nor do we think it would be acceptable to treat a
minority of regions differently from the rest, as the second
option would imply: this will create confusion, and would if
anything prolong rather than remove the problems created by RAWP

targets.

11. So in our view the best course would be a phased adjustment.
This could be achieved over 3 years from 1989, although some
residual transitional protection might be needed for NE Thames.
Those regions who lost money would not however be obliged to
respond with unplanned hospital closures: their hospitals will,
under the new system of "contractual" fﬁnding, be able to compete

to attract patients from outside the region.

12. To sum up, therefore, we recommend moving to the new weighted
capitation system, with no published "targets" different from the
cash allocations. This would be over a period of 3 years with cash
adjustments for cross-boundary flows. After the transitional
period, allocations would be set year-by-year based on the new,

simplified formula.

The transition for districts

13. At present districts are funded by regions, but on varying
bases. Some use formulae akin to RAWP, but most fund their

districts according to where hospitals happen to be located. Under
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the new system, we would propose, as with regions, to move to
weighted capitation allocations, with direct payment between

districts for cross-boundary flows.

14. But there are significant complications to the district-level

transition:

- the change will have to run alongside the move to
contractual funding for hospital services. It will take
time to develop a system for districts to enter into
contracts with hospitals which make sense in terms of
financial management without unacceptably limiting the
ability of GPs to refer their patients to where they can

be treated quickest or most cost-effectively;

- variations in provision between districts are much
larger than between regions, and it would be placing an
unrealistic weight on cross-boundary adjustments to
expect them to compensate for all differences between

population and provision;

- any shift in funds away from inner city areas with
historically high hospital use to suburban and rural
areas would have to take account of differences in
primary care standards, and be managed carefully over

time; and

- the capital charging system proposed in HC56 (not yet
discussed by the Group) will have differing impact on
districts, according to the state of the capital stock

they inherit, and will have to be phased in carefully.
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15. For these reasons, the transition to weighted capitation at
district 1level is 1likely to take longer than that at regional

level.

16. A start cannot be made without improved information at
district level about population, movement of patients and costs of
different types of treatment. Once that is available, and it
should come naturally from the improved information systems we are
proposing more generally, cross-boundary flows could be dealt with

by a rather similar process to that for regions.

- Explicit cash adjustments would be made to allocations
in anticipation of cross-boundary flows based on the
previous year's experience. Until we have legislation
allowing inter-district charging, allocations to

districts would be net of such adjustments.

- Districts would then physically pay the adjustments to
each other, once the necessary legislation was in place,
the amounts being determined in the first instance by a

formula set at regional level.

- Finally, regions would stand back entirely from the
process of cross-boundary payment between districts. The
payments would simply follow as a result of contracts
agreed between districts. Regional formulae would no

longer be needed.
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17. To sum up, the transition at district level will take longer
than at regional level. Substantial progress should be possible
within about 5 years, but the information is not yet available on
which to base a firm timetable. The Department of Health will come
forward with proposals within a year. The general principles - the
objective of weighted capitation funding and transparent cross-
boundary charging - are however the same as for regions. Once
"contractual" funding is in place, cross boundary adjustments to
allocations and - ultimately - the regional role in funding can be

phased out. The internal market will predominate.

Performance funding of hospitals

18. The final stage in the resource allocation process is the
passage of money from districts to hospitals. Once the new system
is fully operational, there will be automatic performance
incentives, since districts will be seeking the most cost-
effective deals from hospitals. But during the transitional
period, a system of top-sliced performance funding, along the
lines set out in HC27, is necessary. This will help to deal with
the common complaint that hospitals which increase their
efficiency cannot make commensurate improvements in the numbers of
patients they treat without some additional funding to cover the
variable cost element of treating those extra patients. The scheme
would also include incentives for some hospitals to concentrate on
waiting list cases and to draw in patients from elsewhere so as to
have the maximim impact on waiting lists. 'l'he amount of money to
be set aside for the scheme within the agreed total provision for
health expenditure should be the subject of annual discussion

between us in the public expenditure survey.
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Self-governing hospitals

19. There is no reason why the process of transition to the new
funding arrangements should delay the programme of self-government
in hospitals. It is of the essence of self-governing hospitals
that they will be funded by contracts with districts. We need to
ensure that districts are ready to negotiate these contracts,
possibly before they are set to move into "contract funding" more
generally. To that extent, the introduction of self-governing
hospitals will help to accelerate the pace of change at district
level. These hospitals will need contracts to supply both "core"
and "contract" services on behalf of local districts. Further work
by the Department of Health is in hand on the form that these

contracts will take, and on the costings that will underpin them.

20. One effect of hospitals switching to self-governing status
may be to denude some districts of most of their functions. They
will need to amalgamate with other neighbouring districts. If
districts had already merged with the - in terms of area, larger -
FPCs, which the Group has agreed should be included as a
consultative option in the White Paper, this subsequent disruption

might be avoidable.

GP practice budgets

21. While there is agrccment that Lhe principle of GP practice
budgets has attractions, the Treasury have reservations about the

practicability of a full-blown scheme. This is to be addressed
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separately. Assuming for the moment, however, that these problems
are resolved, GP practice budgets would be an alfernative
mechanism for funding part of the acute hospital sector. The money
for them would therefore need to come out of the hospital and

community health services budget, not the FPS.

22. Whether the allocation should be made by districts or by
regions depends on whether a decision is taken to merge districts
and FPCs. If we go ahead with merger, it would be logical and
sensible to give the merged bodies responsibilities for setting
budgets for those practices who opt to hold them. If however
districts and FPCs remain separate, there would be problems of
accountability if districts are allocating money to GPs who are
then not responsible to FPCs for their stewardship of it. It would
be better in these circumstances to give the responsibility to

regions, to whom both districts and FPCs would be reporting.

Capital

23. The capital programme is at present allocated to regions. We
see no need to change this principle, although the formula on
which it is based will in future need to be the same as that for

current expenditure.

24, Self-governing hospitals would have to bid against regional
budgets if they wished to undertake new capital investment, as
would districts. In both cases, they would do so in the knowledge
that appropriate capital charges would have to be paid from their

income. They would be required to produce investment appraisals
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which would demonstrate the soundness of the proposed investment
against the normal criteria applied to NHS capital projects. We
considered whether self-governing hospitals should be relieved of
this discipline, but concluded that they should not. Their capital
investment should pass the same value for money tests as anywhere

else in the public sector.

Timetable and summary

25. The proposals in this paper may be summarised in the form of

the following schematic timetable.

April 1989 - Transitional allocations, based on  existing
RAWP formula, but with more transparent cross-
boundary adjustments.

- Begin work on improved information about
population etc at district level.

April 1990 - First year of transition to new weighted

capitation formula as basis for allocations to

regions.

- Experimental schemes for contractual funding

of hospitals

- New top-sliced performance funding scheme.
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April 1991 -

April 1992 -

April 1994 -

April 1995 -

SECRET

Introduction of explicit cash payments for
cross-boundary flows between districts; no

adjustments to regional allocations.

Extend contract funding to all districts

Cross-boundary adjustments negotiated between

districts.

Transition to weighted capitation at regional

level complete

Introduction of contract funding completed;
cross-boundary adjustments at district level

and performance funding phased out.

Substantial progress towards weighted

capitation at district level.
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ANNEX A

REGIONAL ALLOCATIONS AS COMPARED WITH WEIGHTED CAPITATION

The best proxy for weighted capitation that is available at
present is RAWP targets. These give distributions between regions,
according to population, adjusted for age mix, morbidity and
cross-boundary flows. The follcwing table shows the actual
allocations in 1989-90 (with estimates in brackets of what the
figures would be without adjustment for cross-boundary flows), and
the distances of the allocations from target in 1988-89 and 1979-
80. Most regions are within two or three percentage points of
target now, except for East Anglia (4% below) and NW and NE Thames
(4%% and 7% respectively above target). While the changes in
individual regions vary quite considerably over the period -
compare, for example the progress of NE and SE Thames respectively
towards target - largely as a result of the targets themselves
shifting with population changes, the general picture is of very
considerable movement towards target, and hence a more equal
spread of provision across the country.

Allocation 1988-89 Percentage distance Percentage distance
(and estimated of allocation from of allocation from
allocation without target 1988-89 target 1979-80
cross-boundary flow

adjustment)

£m
Northern 135131} - 1.56% - 7.47%
Yorkshire 830 (834) - 1.39% - 3.68%
Trent 1010 (1034) - 2.70% - 7.25%
East Anglia 438 (426) - 3.99% - 5.10%
NW Thames 808 (837) + 4.46% +12.98%
NE Thames 1007 (987) 4+ -7:29% +11.46%
SE Thames 898..4905) + 1.69% +10.03%
SW Thames 746 (754) + 0.97% +:5./90%
Wessex 615 {625) - 1.79% - 3.70%
Oxford 482 (494) - 2.58% + 0.58%
South Western J32 12k - 1.39