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NHS Review

WHITE PAPER: FIRST DRAFT

1. Attached for the Ministerial Group's consideration on 22
December is a first draft of the White Paper, together with
the current outline.

2. The draft includes revised versions of the three chapters
circulated by the Secretary of State for Health under cover of
HC62. The only chapter missing is that on health services in
Scotland, Wales and Northern Ireland: the Health Departments
concerned are circulating their contributions separately.

20 December 1988 Dept. of Health
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CHAPTER 1: FOREWORD f,w/llz{)’ W

1s] This White Paper explains how the Government plans to

reform, strengthen and revitalize the National Health Service to
make it fit for the 1990s and beyond.

L [ Underlying everything we propose is a simple aim - a
service that puts patients first. To achieve that, we must build
on all that is best in the NHS, while standing by the principles
on which it was founded. Our Health Service must continue to be
available to all, renggliés of income, free at the point of
delivery, and financed(outZof general taxation. The society it
serves today, however, is very different from that of the 1940s
when it was created. Nowadays, we all quite rightly expect
better service, higher quality, more choice. It is to those ends
that this White Paper is directed.

1.3 To deliver the highest standards of care that we all want
the NHS must be run more efficiently. 1In this respect, it is

, : O fiowadis= § : : . .

just like other businesses. Like them, it will benefit from

stronger and more flexible management. The spur of competition

will sharpen its performance. The quality of its service will be
- - » - ~J-‘ AM
improved if it listens to what its customers want. Greater
- A
efficiency is the key to a better, more caring service for

patients.

1.4 Change on the scale we propose is never easy. Nor will it
happen overnight, for we must be certain that the new, modern NHS
has strong and secure foundations. It will require huge effort
and commitment from management and staff. I am confident that
those who serve the NHS will make that commitment on behalf of
those who use it.

[ g
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CHAPTER 2: DELIVERING A BETTER SERVICE

Introduction

e The NHS has an enviéElg/;g;nxd-ef-succass. Since it was
established in 1948 it ;;E played a major part in improving the
nation‘s health. Immunisation and vaccination have virtually
wiped out previously common diseases such as diphtheria and
poliomyelitis. Perinatal mortality has fallen by three-quarters
since 1948, and maternal mortality is down to 5% of its 1948
level. Medical adyaﬁces have meant that people not only live
longer but can enjoy a better quality of l1ife. Transplant
surgery, for example, is now commonplace, and it has become
possible to carry out hip replacements for people in their
seventies and eighties. The introduction of antibiotics has
revolutionised the treatment of many diseases.

Al The NHS itself has grown out of all recognition. 1Its total
gross expenditure in the UK has increased from #433 million in
1949 to nearly £24 billion in 1988/89, a fourfold increase in
real terms. In England and Wales the number of hospital doctors
and dentists has grown from 12,000 in 1949 to 40,000 in 1986, and
the number of nurses and midwives from 147,000 to 403,000. NHS
staff now care for nearly 4 million more in-patient cases than

their counterparts in 1949,

2.3. Progress has been even faster in recent years. The service

is treating 13 million more 1n-pa§1§23§, 4 million more
out-patients and over half a million more day cases than it was a
mere ten years ago. Improved productivity and a substantial
increase in the money provided by Government have made this huge
stride forward possible. The NHS now employs 15,000 more doctors
and dentists and 70,000 more nurses than it did in 1978.

B:DC6(D7.40/4)
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2.4 But although medical advance has been spectacular since

S |

1948, the organ1sat1on that provides that care has not ~developed
at the same rate. That is why the Gové}naént announced early in
1988(£nét it was undertaking a thorough review of the NHS. This
announcement has in turn stimulated a wide-ranging debate. Many
people share the Government’s view that now is the time to bring
the Health Service up to date. 7 g

O £ H

The business of caring

2.5 Experience shows that direct, central government
intervention and control is not the most effective way of
delivering the services that customers want. By the same token,
it is not the best way to deliver services for patients. It is
essential that those whose job it is to meet the changing needs
and wishes of those patients have the authority, flexibility and
incentive to innovate and adapt.

2.6 Whilst remaining unique, the NHS must be run more Tike other
businesses. The best businesses are geared to putting their
customers first. They also know that their customers will get a
proper service only if the unseen parts of the organisation are
working well - if resources are p per1y managed; if talented
people are found and given tb%li_ﬁiﬁd if everyone working for
the organisation is encouraged to give of their best, and

E /\/\/—x,_\.
rewarded for doing so. 7

o e ke Pl L Py "

R 4 Making the NHS more business-1ike will not make it less
caring. It will mean that it can deliver better care and more

care to more people than every before.
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2.8 Doctors, nurses, managers and others who work in the NHS are
committed to improving services for patients, and know how to do

/7 so. But they are often held back by the rigid way\T?\WFTEF'ihe
B, Y N
. service is presently organised and financed. The Government

intends to free up the system by introducing more competition and

more choice.

2.9 The most fundamental reforms proposed in this White Paper
are directed to this end. In particular:

<i524* large GP practices will be able to apply to have their
/ own budgets for buying a range of services direct from
hospitals. This will enable GPs and their patients to
back their own choices with money, and the size of each
practice’s budget will depend on how many patients its
GPs attract. GPs will be encouraged to compete for
patients by offering better services. Hospitals will be

encouraged to compete for the custom of GPs.

hospitals will be given much more responsibility for
running their own affairs. Major hospitals will be able
to apply for self-governing status within the NHS. This
means that they will be free, for example, to set the
rates of pay of their own staff and, within annual
financing limits, to borrow capital. They will be free
’to sell their services to other parts of the NHS, to the
/y.private sector and to patients. Because they will have

- /\/-./\Wf.‘——
an incentive to atftract patients, they will want to make
~R

sure that the service they offer is what their patients
are looking for. P T o

¥ funding arrangements will be changed so that each health
authority’s duty will be to buy the best service it can
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from its own hospitals, from other authorities-
hospitals, from self-governing hospitals or from the
private sector. Hospitals will be free to sell their
services to different health authorities. In this way
money will in future go more directly to where the work
is done best. At present a hospital or service which
becomes more efficient and could treat more patients may
be prevented from doing so by its budgetary limits. At
the same time, one which is failing to deliver is still
paid its share of NHS resources. Any exercise of choice
by patients and their GPs is thereby made less effective.
The Government’s proposals will change this.

2.10 These and related reforms are set out fully in chapters
3,4 and 7. They represent a shift of power and responsibility to
people whose job it is, at local level, to advise patients, to
provide services to them, or to fund services for them. By
placing the patient centre-stage, they will improve the standard

of service he or she receives.

Giving management the freedom to manage

2.11 In recent years the Government has given a high priority to
strengthening the management of the NHS, most importantly through
the introduction of general management following a report by Sir
Roy Griffiths in 1983. The reforms outlined in paragraph 2.9
will build on this progress and take it further. It will become
all the more important that objectives for improving services,
and responsibilities for achieving those objectives, are clear;
and that money is not spent ineffectively or inefficiently when
it could be used to buy more or better services. Achieving
objectives through the efficient use of resources is the job of
management. Local managers in particular must be both freer and
better equipped to do that job.

B:DC6(D7.40/4)
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2.12 Chapters 5,6,8 and 9 propose a range of important changes
to strengthen local management. They will build on the
introduction of general management, and on the proposals for the
better management of the family practitioner services (FPS) set
out in “Promoting Better Health” (Cm 249). Among the most
important aims behind these changes are:

ensuring that hospital consultants - whose decisions
effectively commit substantial sums of money - are
involved in the management of hospitals; are directly
responsible and accountable for their own use of
resources; and are encouraged to use those resources more
effectively.

ensuring that GPs too take greater responsibility for
their use of resources, and are in more effective
competition with each other.

introducing new arrangements for the effective monitoring
of medical care by doctors themselves.

providing the audit support which management needs,
through a stronger and more independent source of
financial and value-for-money audit.

improving the information available to local managers,
enabling them in turn to make their budgeting and
monitoring more accurate, sensitive and timely.

contracting out more functions which do not have to be
undertaken by health authority staff and which could be
provided cost effectively by the private sector.

/uvh/t pothons NI priponlind

constraining the rate of growth in drug prescribing
costs.

B:DC6(D7.40/4)
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turning District and Regional Health Authorities and
Family Practitioner Committees 1nto(£ightef3 more
effective management bodies.

restructuring the national management of the service to
/cchwmw* -

provide for a corporate management team which is freer to

managgfthe service within policy objectives and financial

targets set for it by Government.

Customer care

2.13 A1l these reforms will in time improve the quality of the
service that the NHS is able to offer(}hose who use iﬁ) The
quality of the Service’s medical, nursing and other care is
widely recognised as excellent, but there are other changes which
will make a real difference to the day-to-day services which
patients receive. :

I~ spt’ 1) N ldaks oA s e Adam ek (W6
2.14 Many people are still having to wait too long for
treatment, and still have little if any choice over the time and
place at which treatment is given. The Government has already
done much to tackle this problem. Over the past two years, for
example, an additional #55 million has been spent on reducing
waiting lists and waiting times, allowing over 200,000 patients
to be treated. A half of all waiting T1ist patients are now
admitted from the list in five weeks or less. But the problem
remains - voams Oﬁ~f~ ctaknl b Al b | Cr ot A

2.15 The service provided by a hospital is ﬁt%]kwﬁoo often

impersonal, inflexible and unnecessarily stressful. C}atients

should be treated much more like valued customers.,) The practical
<)

improvements that may often be needed include:
% appointments systems which give people individual

appointment times which they can rely on. Waits of two
or three hours in out-patient clinics are unacceptable.

B:DC6(D7.40/4)




SECRET i

quiet and pleasant waiting and other public areas, with
proper facilities for parents with children, for
counselling worried patients or relatives, and so on.

clear information leaflets about the facilities available
and what patients need to know when they come into
hospital.

once someone is in the hospital, clear and sensitive
explanations of what is happening: on practical matters,
such as where to go and who to see; and on clinical
matters, such as the nature of an illness and its
proposed treatment.

clearer, easier and more sensitive procedures for making
suggestions and, if necessary, complaints.

rapid notification of the results of diagnostic tests.

a wider range of optional extras and amenities for
patients who are prepared to pay for them - a choice of
meals, single rooms, personal telephones, TVs and so on.

2.16 The Government has prepared detailed proposals for making
the NHS more sensitive to the needs of patients, more efficient
in the use of resources and better able to provide high quality
care. The chapters which follow set out these proposals in full.

p rA‘AUTe € Cearen (9 Cherr  q9~ 71,..1,] /z,\,,z,.u,&

—)
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CHAPTER 3: GP PRACTICE BUDGETS ~vpi- - d&vmw-tk

v u/}/)(’/ﬂ»l/\_(*‘s UL htisd L
el //LApiﬁ‘»
31 The service offered by the family GP is one of the greatest

strengths of the NHS. On average, people visit their GP between
four and five times a year. For most it is their first port of

Introduction

call if they are feeling unwell.

3ol 0f those who go into hospital some may go or be taken there
direct, for example in an emergency. More usually, people who
need hospital services - consultation with a specialist,
diagnostic tests, or even immediate admission as an in-patient -
are referred by their GP. Some 5 million new out-patients a year
are seen by a hospital doctor on referral from a GP, and about_jL

third will subsequently be admitted to hospital for in-patient
e
treatment.

33 The GP is each patient’s key adviser. He or she is best
qualified to advise on whether or not someone needs to go to
hospital, on which hospitals offer the best service, and on who
are the best specialists to consult. The GP - acting on behalf
of patients - is the gatekeeper to the NHS as a whole.

3.4 GPs, in this role of broker or go-between, hold the key to
giving patients a greater say, and above all to improving the
quality of the services they receive. Their special relationship
with both patients and hospitals make GPs uniquely placed to
improve patients’ choice of good quality services. But there are
three main obstacles to further progress:

B:DC7.39/1
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there is at the moment no real incentive for NHS
hospitals and their consultants to look on GPs as
valued consumers whose patients” custom they have to
. - - . N "‘\i,—\/—"/\'-'
win. -t
; & wlpast b Lol oy et
a— \// (‘M RS
* the present system of funding hospitals effectively
penalises success. It may take years for a hospital
that provides a good service and attracts more
patients to_receive the ex%ra resources it needs to
(J_-i- QL eunte b f'\"""— =
cope with increased (demand. As a result, waiting
lists grow and waiting times 1engthen(in good,

successful hospita]s:)

there is no real incentive for GPs to offer their
patients a choice where one is available.

3.5 As a result, there is too little choice and competition in
the system. Just as in any other business, the quality of the
service to the customer - in this case, the patient - suffers
accordingly.

3.6 Building on the strong foundations of the family doctor
service, the Government will introduce a new scheme which,i}y
extending competitioE) will help ensure that patients receive the
best available care. In future, the Government wants to see
money flowing with the patient, so that the practices and
hospitals which attract the most custom will receive the most
money. GPs will compete for patients. Hospitals will compete to
win the custom for which GPs are responsible. For the first
time, both GPs and hospitals will have a real incentive to put
patients first. The Government believes that this reform will
deliver better care for patients, shorter waiting times, and
better value for money for the NHS - which in turn will lead to

more care for more people.
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X The Government also believes that the scheme will be
attractive to the many GPs who are keen to improve the services
they offer. It will enable the practices which take part to
influence directly the way in which money is used to provide

Crol fo el tanrd A ram i per k. (pmgid
services for their patients. It will give them sJope to plough
back savings into their practice. General practice will become a

still more satisfying job.

How practice budgets will work

3.8 At the start of the new scheme, GP practices with lists of
at least 11,000 patients (see paragraph 3.11) - will be able 1f
they wish to apply to hold their own budgets for buying a defined
range of hospital services. They will be free to buy from either
NHS or private sector hospitals. The size of each practice’s
P

budget will depend primarily on the number(gf pat %ents on the
practice’s 1ist. There will be three categories of hospital
services for which GPs within the scheme will be able to control

P —
their own budgets and buy services from the hospital or hospitals

of their choice:

outpatient services, including associated diagnostic
anJN?FEEIEEFY\costs. With the exception of expensive
out-patient treatment which has to be provided on a
hospital site - radiotherapy, for example - continuing
out-patient treatment will be included.

a defined group of in-patient and day case treatments,

such as hip replacements and cataract removals, for
which there may be some choice over the time and place
of treatment. The inclusion of this category will
make it easier for GPs to offer shorter waiting times
to patients who are willing to travel. The Government
will consult on the precise 1ist of treatments to be
covered.
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diagnostic tests, such as X-ray examinations and
pathology tests, which are undertaken by hospitals at
the direct request of GPs.

3.9 In addition, the Government intends the scheme to cover
three important aspects of the services provided by GPs
themselves:

the 70% of pract1ce(}ead)staff costs which is directly
reimbursed to GP practices at present and which will
be cash-limited under the Health and Medicines Act
1988. The inclusion of staff costs within the budget
will, for example, encourage practices to consider
whether to employ additional nursing or other staff
and instead make less use of out-patient services.

improvements to practice premises. The assistance
available to GPs in improvement grants and under the
cost rent scheme will also be cash-limited under the
1988 Act. Its inclusion within the scheme will add a
small but useful element of budgetary flexibility.

prescribing costs. Chapter 8 sets out the
Government s proposals for setting indicative drug
budgets for GPs generally. GPs within the practice
budget scheme will be able to draw on the budgets
allocated to RHAs for prescribing costs generally.

,}hﬂ y3.10 Participation in the scheme will be voluntary, and
‘ actices which h ined th h i1l be free to 1e it
pr w ave joined the scheme w /\v/f re gisﬁk

b dor ¥~ again if they wish. A1l practice budgets will cover the

4/0“1/55227?725_;3352 of hospital services, together with practice team
staff and improvements to practice premises. Practices within
the scheme will be able to choose whether or not to include
prescribing costs in their budget. Although the different
elements within the budget will be calculated or negotiated in

s

B:DC7.39/1
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different ways - as set out in paragraphs 3.12-15 below - the
result will be a single budget. The practice will be free to

spend the money as it wishes within the scope of the scheme.

3.11 Practice budgets will need to be large enough to cope with
fluctuations in demand for what will sometimes be expensive

treatments. A hip operation, for example, may cost in excess of
£2,000. The Government proposes that at the outset of the scheme
participation should be limited to practices with lists of at
least 11,000 patients, which is twice the national average. This
~should ensure that participating practices will have annual
budgets in the region of #£300,000 or more, excluding prescribing
costs. On this basis over 1,000 practices will be eligible in
the UK, which is nine per cent of all practices covering between
them about a quarter of the population. The Government will
consider relaxing the 11,000 patient minimum for practices which
are prepared to include prescribing costs in their budgets. The

Government will also consider relaxing the limitation generally
if experience shows that budgets for 11,000 patients are more
than large enough to allow for the necessary flexibility.

Negotiation of budgets

2 Chapter 8 sets out the Government’s proposals for managing
the family practitioner services, and suggests that in future
RHAs should be responsible for allocating funds to FPCs as well
:;—10 DHAs. Practice budgets cannot be settled by a simple
foymula. That would be too inflexible. They will therefore need

o be negotiated. The Government believes that the fairest and
least cumbersome approach is for GP practices within the scheme
to "eg°Ei@EE/‘QE1ﬁ-EEEEEEE\ﬂiﬁﬂ,iﬂi_iEliliﬂﬁ_ffﬁj which will in

n need to consult the practice’s FPC. The FPC will continue

o hold the GPs’ contracts and be responsible for monitoring

expenditure against the budget.

B:DC7.39/1
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Hospital services

3.13 The hospital services element in the budget will be settled
by RHA alongside its responsibility for funding DHAs as proposed

in chapter 7. ’This element will be taken out of the revenue
» - » » \
allocation which the RHA itself receives from the Government for

T—

hospital and community health services. Each practice’s share
will be settled by reference to the number of Batients on their
list, weighted for the same population characteristics as are
-%?%posed in chapter 7 for a110ca¥?€?§=?§5ﬁﬂstricts, and taking
account of the practice’s current referral rates. The RHA will
then make corresponding adjustments to the relevant District

—_—

allocations. The Government will be discussing with interested
parties how best to ensure that the hospital service element of
practice budgets is fairly assessed, and that adequate

information is available to all concerned for this purpose.

Practice team staff and improvements to premises

3.14 A different approach will be needed to settling that
element of the practice’s budget which will be attributable to
the costs of practice team staff and premises improvements. The
Government expects that the budget for the practice’s first year
in the scheme will be based on the current costs of the practice

team’s staff, together with the practice’s due share of thetﬁahey
available to the FPC for premises improvements. The practice
could then receive its due share of any additional cash allocated
to the FPC for these purposes. The Government will consider
whether more detailed guidance is needed in the 1ight of its
discussions with interested parties.

Drugs
3.15 The prescribing costs element in a practice budget, where

the practice has opted to include it, will need to be found from
within the overall drug budget allocated to the RHA in accordance

B:DC7.39/1
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with the proposals set out in chapter 8. The RHA will not be
free to offer an amount in excess of the average level of
spending which would be expected from the practice concerned,
[assessed as described in chapter 8], but will be able to agree
to any figure at or below that level. This element of each
practice budget will need to be renegotiated periodically, and
adjusted annually in the meantime in line with forecast increases
in prescribing costs.

The management of practice budgets

Buying hospital services

3.16 Where costs are to some extent under the direct control of
the practice itself, as with practice team staff and premises
improvements, GPs should have relatively little difficulty in
keeping within budget. But the costs incurred by hospitals in
treating patients referred by the GPs are not within the GP’s own
control. It is essential that practices are able to limit their
total expenditure, without denying services to their patients,
where a hospital fails to control its costs. It is also
important that practices manage their budgets in a way which
enables them to negotiate the best deals they can.

3.17 To this end, practices within the scheme will need to make
full use of the range of methods of buying hospital services
described in chapter 7. To cover initial referrals for an
out-patient appointment, for example, a practice will need to
negotiate fixed-price contracts for an agreed range of services
to all patients referred, so that any patient who needs the
advice of a specialist can be sure of getting it. On the other
hand, practices will also want to hold some money back, to keep
open the possibility of buying services at marginal cost where
hospitals have spare capacity to offer in the course of the year.
GPs themselves will be responsible for deciding the best mix of
budgeting and contractual arrangements for their practices, but

B:DC7.39/1
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the Government will ensure that ideas and experience are widely

disseminated. = Coalilid O AT i Eres

Scope for flexibility

3.18 Practices within the scheme will be well placed to generate

savings within their budgets. The Government intends ?%at they*—
"Should be free to spend up to 50% of any such savings as they
wish, with the balance reverting to the RHA. This flexibility
will allow them to plough money back into improving their
practices and offering more and better services to their
patients.

3.19 The Government recognises that practices may run into
budgetary problems during the year, not necessarily through any
fault of their own. It will be important to ensure that urgent
treatment is still available to patients in such circumstances.
The Government therefore intends to allow practices within the
scheme to overspend by up to [5]% in any one year, but on the
basis that this is contained ;??hin the RHA’s overall cash limit
and that any overspending is recouped in the following year. If
a practice overspends in excess of [5]%, or persistently
overspends at a Tower level, the FPC will initiate a thorough
audit, including a review by other doctors of any medical
judgements which seem to be causing budgetary problems. An
overspend in excess of [5]% for two years in succession will
result in a practice losing the right to hold its own budgets.

Management costs
3.20 The Government proposes that each practice’s budget should

include a fee to cover the management and other costs of
participating in the scheme.

B:DC7.39/1
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Implementation

3.21 The Secretary of State will publish shortly a discyssion
document which develops in more detail the proposals set out in
{FT;_;F;pter, as a basis for discussion with interested parties.
The Government‘s aim is to encourage a substantial number of GP
practices to apply to manage their own budgets with effect from
April 19971, with more practices joining the scheme in subsequent
years. In the meantime the Government will seek the necessary
powers to enable GP practices to buy hospital services in the
ways proposed. It will also encourage and invest in the
development of the information systems which will be needed to
support the calculation of budgets, the pricing and costing of
hospital services to GPs, and the monitoring of prescribing

costs.

3.22 The Government will look to RHAs and FPCs to give a
positive lead in guiding and supporting GP practices which are
interested in joining the scheme. The decision on any
application will rest with the relevant RHA in each case, subject
to a right of appeal to the Secretary of State. In reaching its
decision the RHA will need to consider two main factors: first,
the ability of the practice to manage its budget effectively, for
example its practice management capacity, its technology and its
access to hospital information; and, secondly, the GPs’
commitment to, and policies for, the management of a collective
budget which may affect their individual decisions.

3.23 The Government believes that the introduction of this
practice budget scheme will bring substantial benefits to
patients, building on the developments already in hand following
its earlier White Paper on primary health care (“Promoting Better
Health”, Cm 249). In particular, people who live close enough to
a practice within the scheme will be able to choose their GP
partly in the light of the practice’s policies and performance in
buying hospital services. GPs will be encouraged to give more

B:DC7.39/1
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information to their patients, and successful practices will

attract more income through capitation fees. Hospitals and

hospital consultants will be encouraged to
other to attract the custom of GPs and the
with the patients. The scheme will inject
flexibility and competitiveness of private

the security of a[?;i?#unded NHS.

B:DC7.39/1

compete with each
funds which will flow
much of the choice,
sector medicine into




SECRET

Draft (20.12.88)

CHAPTER 4: SELF-GOVERNING HOSPITALS

Introduction

4.1 There are currently over 320 major acute hospjta]s in the UK

——

- “major~ defined as having more than 250 beds. This chapter sets

B SUI——

out the Government‘s proposals for enabling as many of these
hospitals as are willing and able to do so to run their own

e —

affairs. o

———
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4.2 Major acute hospitals are substantial businesses. Even the

N ™ et P —
smallest of the management units which currently run these
hospitals may have revenue budgets in excess of #10 million a

year. The largest may have budgets in excess of #30 million.

&(‘j ML
e b

4.3 It is already a central plank of Government policy to push
down decision making to local, operational level. Some of the
larger acute hospitals now have substantial responsibilities
delegated to them for running their own affairs. The Government
intends to take this process a significant stage further by
providing for a new, self-governing status within the NHS.

4.4 The Government believes that greater independence for
hospitals will encourage a stronger ;;;22_;?—73237 ownership and
pride, building on the enormous fund of goodwill that exists in
local communities. It will stimulate the commitment and harness
the skills ofgz}ose who are directly responsible for providing
services. Supported by a funding system in which successful

hospitals can flourish, it will encourage local initiative and
greater competition. A1l this in turn will ensure a better deal
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for the public, improving the choice and quality of the services

of fered and the efficiency with which those services are

delivered.

Hospital Trusts

4.5 The powers and responsibilities of each self-governing

hospital will need to be formally vested in a board of

management. The Government will bring forward legislation

enabling the Secretary of State to establish such boards, to be

known as Hospital Trusts. The Government proposes that Hospital

Trusts should be constituted as follows:

¥

each should have ten members, five executive and five
non-executive, and in addition a non-executive chairman.

the chairman should be appointed by the Secretary of
State.

of the non-executive members at least two should be drawn
from the local community, for example from hospital
Leagues of Friends and similar organisations. These two
“community” members should be appointed by the Regional
Health Authority (RHA). The remaining three
non-executive members should be appointed by the
Secretary of State on the advice of the chairman. All
the non-executive members should be chosen for the
contribution they can make to effective management of the
hospital. None should be an employee of a health

authority or hospital, of a trade union with members who

work in the NHS, or of a major contractor or other

—t

hospital supplier. For teaching hospitals, the
non-executive members will need to include a
representative of the relevant medical school.

B:D7.37/3 S nET
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the general manager, as chief executive, should be
appointed by the non-executive members.

the remaining four executive directors should include a
medical director, the senior nurse manager and a finance

director.

4.6 Hospital Trusts will assume all the powers and
responsibilities previously exercised by the hospital’s health
authority. Specifically, they will be empowered by statute to
employ staff; to enter into contracts both to provide services
themselves and to buy in services and supplies from others; and
to generate income within the scope set by the Health and
Medicines Act 1988.

Funding and accountability

¢ aunrs

4.7 __A se1f1?overn1ng hospital will n
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authorities. Oth r buyers w1ri include GP practices with their

i
own budgets, private patients or their insurance companies, and

perhaps other self-governing hospitals. This form of funding
will be an opportunity for growth and a stimulus to better

performance.

4.8 It will be an opportunity for growth because the money will
whe the patients are—geing= If a hospital attracts

more patients it will get more income. A successful hospital

will then be able to invest in providing still more and better

services.

4.9 The funding arrangements will be a stimulus to better
performance for two reasons. First, they will inject an element
of competition. There will not always be an alternative provider
of, say, local accident and emergency services. But for some
services - and in some areas for many services - the hospital
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will be at risk of losing business if it does not meet the needs
of its customers. Secondly, the hospital’s contracts will need
to spell out clearly what is required of it, in terms of both
price and quality, by those who entrust patients to its care.

4.10 Each Hospital Trust’s line of accountability will be
through these contracts. The consequences of a failure to meet
the terms of a contract - potential loss of future business, for
example, or renegotiation of the contract - will be for the buyer
to settle. The arrangements set out in chapter [7] will ensure
that patients who are in need of urgent treatment are not turned
away from a hospital simply because their treatment is not, or
may not be, covered by a contract with that hospital.

4.11 Each Health Department’s Accounting Officer will have an
overall stewardship responsibility for the use made by
self-governing hospitals of public funds. But the Accounting
Officer will not be accountable for each individual hospital.

The Secretary of State will need specific powers for use in
reserve to prevent any self-governing hospital with anything near
to a local monopoly of service provision from exploiting its
position, for example by charging high prices for its services.

Freedom and responsibility

4.12 The Government proposes to give Hospital Trusts a range of
powers and freedoms which are not, and will not be, available to
health authorities generally. The Government believes that
greater freedom for self-governing hospitals will create more
scope for competition, diversity and innovation within the NHS.
Greater freedom for their leadership will stimulate greater
enterprise and commitment, which will in turn improve services

for patients. Self-governing hospitals will be a novel part of a

system of hospital care alongside health authority-managed and
private sector hospitals, and will increase the range of choice
available to patients and their GPs.
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Employment of staff

4.13 The Government intends that Hospital Trusts should be free
to employ whatever staff they consider necessary, irrespective of
any manpower controls which may apply to health authorities. The
only exception should be junior doctors’ posts, which will
continue to need the approval of the relevant Royal College for
training purposes. The Government sees it as particularly
important that Trusts should employ their own consultants. Where
consultants work also for other NHS hospitals or in the private
sector, a Trust will need to employ them on a part time basis
consistent with their commitment to the Trust’s hospital.

4.14 The Government also intends that Hospital Trusts should be
free to settle the pay and conditions of their staff, including
doctors, nurses and others covered by national pay review bodies.
They will not be able to alter unilaterally the existing
contracts of employment of staff transferred from the relevant
health authority to the self-governing hospital. Butl(Hospital
Trusts will be fféé, by agreement with their staff, either to
continue to follow national pay agreements or to adopt partly or
wholly different arrangements.

4,15 It will be important to ensure that this freedom does not
simply generate higher pay costs which are passed on to the
health authorities which buy the hospital‘s services. Health
authority funding will continue to be cash-limited, and this will
place authorities under a strong incentive to secure value for
money through their contracts. Performance-related contracts of
employment will similarly provide strong incentives for hospital
managers to improve the quantity and quality of the services on
of fer. Competition with other hospitals, where it is effective,
should also constrain costs.

B:D7.37/3




SECRET" & s

Ownership of assets

4.16 The Government intends that Hospital Trusts should be
constituted as public corporations. On this basis each
hospital‘s assets will be vested in its Trust, as follows:

the Trust will be free to use the hospital’ s assets to
provide health care, in accordance with stated purposes
laid down by the Secretary of State when self-governing
status is granted.

the Trust will be free to dispose of its assets, subject
only to a reserve power for the Secretary of State to
intervene if a disposal would be against the public
interest.

when it is established, the Trust will be given an
interest-bearing debt equal to the value of its initial
assets. The effect of this will be consistent with that
of the new capital charging system proposed in chapter 5.

the Trust will be free to retain surpluses and to build
up reserves with which to improve services and finance
investment. It will also be free to manage any temporary
deficits, but will be required to break even taking one
year with another.

the Trust’s operations will be subject to independent
audit by the Audit Commission in accordance with the
proposals in chapter 5. The National Audit Office will
have right of access to papers relating to the accounts
and audit of self-governing hospitals, and will be able
to include self-governing hospitals in their value for
money studies.
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¥ the hospital’s assets will revert to the ownership of the
Secretary of State if for any reason the Trust is wound

up.
Borrowing capital

4.17 As public corporations Hospital Trusts will also be free to
borrow, either from the Government or from commercial sources,
within an annual financing limit. The Government will seek
limited, reserve powers for the Secretary of State to use if this
freedom is being abused or if the Trust is getting into
difficulties. The annual financing 1imit will be set each year
by the Secretary of State following the Government’s Public

Expenditure Survey. Borrowing from the Government will be from
the funds voted by Parliament for the NHS. Hospital Trusts will
have to service their loans from their income, just as other NHS
hospitals will be charged for their capital under the
Government ‘s proposals in chaptef 5. : jL/[

| WM~

Achieving self-government

4.18 The Government will lay down a simple, flexible process for
establishing a Hospital Trust. A hospital has no definable
constituency equivalent to, for example, the parents of children
attending a school. It will therefore be open to a variety of
interests either to initiate the process or to respond to any
initiative taken by the Secretary of State. These interests
could include the DHA, the hospital management team, a group of
staff, or people from the local community who are active in the
hospital’s support.

4.19 Similarly, the Government is not proposing a rigid

definition of what a “hospital” should be for the purposes of
self-government. For example, it will often be sensible for two
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neighbouring hospitals to combine, or for a hospital to retain
its existing obligations to run a range of community-based
services.

4.20 The Government intends that hospitals should have to meet
only a few essential conditions to achieve self-governing status.
It has two main criteria in mind. First, management must have
the skills and capacity to run the business, including strong and
effective leadership, sufficient financial expertise and adequate
information systems. Secondly, senior professional staff,
especially consultants, must be involved in the management of the
hospital, and there should be a comprehensive system of medical

audit along the lines proposed in chapter 6. The Secretary of
State will also need to satisfy himself that self-governing //

status is not being sought simply as an alternative to an
unpalatable, but necessary, closure.

4.21 The Government will look to RHAs to play an active part in
guiding and supporting hospitals which can be expected to meet
these criteria and are interested in achieving self-government.
In each case the Secretary of State will need to satisfy himself
at an early stage that there is a good prospect of being able to
approve the creation of a new Hospital Trust. With the advice of
the RHA, he will also need to identify a “shadow”™ chairman who
can act for the hospital in preparing the ground.

4.22 The RHA will be responsible for establishing the precise
range of services and facilities for which the_gzgggigi_lztsts
will be responsible; for ensuring that the proposal to see

e A LA

self-governing status is given adequate publicity locally; and

for preparing and submitting a formal application to the
Secretary of State. No-one will have the right to veto such an
application.
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Implementation

4.23 The Government believes that self-governing hospitals have
a major role to play in improving services to patients. It will
therefore encourage as many major acute hospitals as possible to
seek self-governing status as Hospital Trusts. The Government’s
aim is to establish a substantial number of Trusts with effect
from April 1991, in the wake of the necessary legislation. The
experience gained will then inform the process of establishing
more Trusts in later years.

ar~d Bt}
4.24 In the meantime the Governmenth11l take the initiative,
wi-th—the—help—ef—RHAS> in identifying suitable candidates for
self-government and encouraging them to seek and prepare for
self-governing status. The Secretary of State will be publishing
shortly a more detailed document which will form a basis for
discussion with interested parties. The aim will be to ensure
that the hospitals concerned make productive use of the next two

years by building up their capacity to run their own affairs
effectively and by securing the maximum devolution of management
responsibility from their DHAs. Self-government will then be -
as it should be - a natural step forward frgﬁ devo]vgg-management

WHr—thepresent—stratttre— _to &quéi. e

4.25 The establishment of self-governing hospitals will mean a
substantial change in the responsibilities of the DHAs which were
previously responsible for their management. The Government does
not believe that this implies a wholesale reorganisation of the
NHS. But as more and more proposals come forward for
establishing Hospital Trusts, RHAs will consider the viability of
e —

existing DHAs and, if appropriate, propose mergers of
neighbouring Districts. The implications for the role of DHAs

are set out more fully in chapters 7 and 9.

7\A~;b7"'J‘ LAJM S
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CHAPTER 5: MANAGING THE HOSPITAL SERVICE

Introduction

5.1 With an annual budget now well in excess of #20 billion,
the NHS is one of the UK’s biggest businesses. It is also its
largest employer with over a million staff.

5.2 The way in which this money is spent cannot sensibly be
dictated in detail from Whitehall by Ministers or by civil
servants. The Government’s main task must be to set a
national framework of objectives and priorities. Management
must then be allowed to get on with the task of managing,
while remaining accountable to the centre for its delivery of
the Government s objectives.

5.3 Managers need to be properly equipped if they are to do
their job effectively. This means having greater control over
and better information about their use of resources. In
particular, they must have more control over pay, and also
over the use of capital which is their main investment tool.
The Government’s plans for self-governing hospitals will
ensure that their managers are free to manage in this way.

But the Government believes that the same principles should be
applied in all hospitals. This chapter sets out its proposals
for achieving this.

5.4 These are not new objectives. Since taking office, much
of the Government’s policy has been aimed at strengthening the
management of the hospital service and improving its
performance through the better use of resources. In any
organisation that is as large and complex as the NHS, the full
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effects of better management take time to work through. But
since a comprehensive system of general management has been
introduced at all levels of the service, progress has been

made towards:

the establishment of a more effective planning and
review process from Department to region and region to
district and unit, through which national and local
priorities can be identified more clearly;

the introduction of a single focus for decision-making
and, through the setting of objectives for individual
managers backed at the most senior levels by
performance related pay, the translation of national
regional and local policies into specific management

tasks;

closer working relationships between managers and
professional colleagues, particularly in the use of

resources;
the creation of a stronger foundation of better
information, with a programme which will extend the
information base into clerical as well as management
areas;

competitive tendering for support services;

increasing the scope for health authorities to

generate their own income.
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5.5 The tauter approach to management has contributed to
increased activity levels, taking advantage of falling lengths
of stay and other clinical developments; and, since 1983, a
marked fall in unit costs. It has further produced additional
revenues of over #1 billion from cash releasing cost
improvements and land sales since 1985.

5.6 Following the introduction of general management, the
Government is committed to pushing down as much decision
making as possible to the local level. \Under its proposals
some hospitals , with or without associated community health
units, will be able to move towards full self-government.
Chapter 4 sets out how this will work. But all hospitals and
other management units will be expected to carry more direct
responsibility for running their affairs. This will need to
be within an agreed framework of objectives and resources, to
ensure that a comprehensive service is provided within the
financial 1imits laid down by the Government.

Leaner and fitter regions

5.7 The NHS Management Board could not directly exercise
effective authority over the current 190 DHAs which have a
total expenditure of over [£15] billion ([£20] billion with
Family Practitioner services). RHAs will therefore continue
to play a major role in the chain of accountability from the
centre to the local level by ensuring that Government policies
are properly carried out within their regions. To be
effective they will need to concentrate their efforts on their
essential tasks, which are:

maintaining oversight of the performance of the health

services and of the improvement of the health of the
people within the region;

B:DC7(8.44/1)




SECR K

setting challenging performance targets/standards for
Districts, comparing and monitoring the outcome;

establishing a framework for service development on a
regional or inter district basis to make best use of
scarce or expensive resources;

relating national funding provision to individual
district requirements;

establishing regional manpower requirements including
a recruitment and training policy;

ensuring that adequate facilities are available for
clinical teaching and research;

ensuring coordination of hospital services and primary

care at the local level.

In future, RHAs will also have a key role to play in managing
the wider programme of changes that are set out in the White
Paper.

5.8 1In addition, historically RHAs have provided a range of
operational and management services to their districts. These
range from distribution centres, ambulance and blood
transfusion services which could not be provided economically
in every district, through to legal, information and
management services which districts have been able to draw
upon as required. Following the introduction of general
management and the re-organisation of regional headquarters,
many RHAs have reviewed the provision of these services. As a
result, some services have been streamlined, delegated to
districts or contracted out to the private sector. There
remains, however, a wide variation in the size of each
region’s operations and the Government believes that there is

B:DC7(8.44/1)




SECRET

still considerable scope for reductions in the number of staff
directly employed by RHAs. Each RHA will therefore be asked
to review the provision of its regionally managed services and
submit plans, with expected cost savings, for Ministerial

approval.

A stronger role for hospitals

5.9 District Health Authorities (DHAs) currently carry out a
mixture of strategic and operational functions. On the one
hand they implement Ministerial policies including securing an
overall range of services, setting and monitoring standards,
and maintaining financial control; on the other, they provide
operational services such as information technology and the
day to day management of the estate.

5.10 Through a new system of funding d€scribed in Chapter 7,
the Government wants to distinguish more clearly between the
different - and sometimes conflicting - roles of health
authorities and hospitals as the “purchasers” and “providers”
of services. In particular, specialist operational functions
should Tie as far as possible at the unit level with
hospitals.

5.11 The Government does not intend to specify the precise
details of devolution to hospitals since such a 1list would not
make sense everywhere. Instead it will expect Regional Health
Authorities (RHAs) to achieve a significant measure of
devolution from the DHAs to units. Targets will be set to
monitor change. The touchstone will be that operational
functions should be devolved to unit level unless there is an
overwhelming case for retention at district.

B:DC7(8.44/1)




5.12 The pace of change will need to take account of the
scarcity of skills in key disciplines such as finance,
information and personnel. But it will be necessary to ensure
that proper priority is given to increasing unit capacity and
that the inability of units to be self sufficient in
specialist functions does not necessarily hold back the drive
towards devolution. A clear distinction will need to be made
between functions which should properly be retained at
district level for functional or economic reasons and those
which may temporarily need to be provided by districts as a

service to units.

Better use of staff

5.13 In a staff intensive organisation like the NHS, one of
the keys to successful management is the effective management
of human resources. Chapter 6 includes proposals for ensuring
that managers are able to deploy consultants in the most
effective way. It is however the nurses who represent the
largest single group of professional staff in the NHS and who
are responsible for delivering direct patient care around the

clock.

5.14 There have been many developments in recent years on the
better use of nursing staff. These have included research
into and experiment with different mixes of skills and grades;
improved methodologies to assess the demand for nursing staff
to deliver a given level of service; development of rostering
systems to match available staff to workload more accurately;
action to eliminate over-long shift overlaps; better nurse
management information systems; and the use of 5-day wards.
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5.15 The Government has concluded that there is room for more
progress at local level. The Government has already endorsed
the need to provide non-professional support staff to nurses
with a better training. It will be necessary to re-examine
all areas of work to identify the most cost-effective use of
professional skills, which may, in a number of areas involve a
reappraisal of traditional patterns and practices. Examples
include the substitution of nurses for Jjunior doctors in some
casualty department duties and the use of clerical rather than
nursing staff in receptionist work. There is scope also with
other professions, some of which, such as physiotherapists,
speech therapists and chiropodists, make 1ittle use of
non-professional helpers.

Better information

5.16 The Government recognises that managers and professional
staff need good information if they are to make the best use
of the resources that are available to them. The Government
has made considerable progress in developing better
information systems in hospitals, but there remain some
important limitations. In particular, there is at present
only a limited capacity to link information about the
diagnosis of patients and the cost of treatment. Neither is
the information always as timely or reliable as it should be.
The greater competition which the Government is proposing in
the provision of services should stimulate managers to
generate improved information more quickly. But the
Government also recognises that national action will be needed
—
if all hospitals are to have adequate information systems up
and running within an agreed timetable.
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5.17 A key part of the Government’s strategy will be to secure
further improvements in cost information. The Government
believes that the best way of delivering this is by extending
and accelerating the existing Resource Management Initiative
(RMI). The RMI is being piloted in selected health
authorities and is intended to provide a complete picture of
the resources used by hospital patients. It draws on basic
data that are already available from existing operations
systems such as the Patient Administration System (PAS), and
from pathology and radiology departments. These data are not
however at present generally integrated to provide a total
picture of the cost of treating patients. The other key
feature of the RMI is that doctors, nurses and other
professional staff have been directly involved in its
development. This should ensure that the new systems are
actively used for the benefit of patients.

5.18 The Government therefore proposes to extend the RMI to a
further 20 acute hospital units in 1989/90 with the aim of

S S L E ) e
building up coverage to 260 acute units by the end of 1991/92.
It is an ambitious timetable and some of the information

generated may be less precise than that which has been
released in the existing pilot projects. The Government
believes however that, by using the experience gained from the
current exercise, it will be possible to generate cost
information that vastly improves what is currently available
to managers and in which professional colleagues can have
confidence. The Government will be discussing its proposals
in detail with representatives of the professions who have
been involved in the development of the new information

systems.
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5.19 The Government remains committed to the production of
regional information strategies by May 1989 running in

paré]fé] with the RMI. This wider information strategy will

involve improving or introducing modern information systems to
support both the clinical and administrative functions in
. hospitals. It will generate up-to-date information for
managers and will enable more efficient use to be made of
valuable staff resources. Few hospitals will start from the
same point, and it will be essential to make the best use of
the 1Timited number of skilled information systems staff, both
within the NHS and outside it. Three pilot sites will be
launched in 1989/90, building up gradually to cover 260 sites
by March 1993.

Pay flexibility

5.20 In addition to giving managers the tools with which to
manage, the Government wants to give them greater control over
the resources for which they are responsible. Pay accounts
for over 70 per cent of all NHS expenditure. Getting pay
wrong can therefore have serious effects on expenditure on the
one hand, and on the availability of staff on the other.

5.21 The Government remains committed to a central framework

for pay determination in the NHS. It does not believe that

S

unrestricted local bidding and bargaining would be in the
interests of the patient or the taxpayer. However the
Government’s objective is to move towards a system of broad
pay ranges, centrally negotiated, with freedom of action for
local managers {%*ﬁgigiiag market forees and rewarding
individual performance. With such freedom, individual
hospitals will be better able to tailor their services to meet
the health needs of the public they serve.
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5.22 There is at present no geographical variation of pay
(other than London weighting) for doctors. The Nurses Pay
Review Body, in its 1988 reports, recommended London
supplements to be paid in addition to London weighting to
nurses and the professions allied to medicine, and these were
introduced from 1 April 1988. The Government has now asked
the Review Body to look at the case for discretionary payments
to nurses to help with particular local staff shortages and

nurse management problems.

5.23 The established performance pay arrangements applying to
general managers and other top managers have recently been
extended to senior and middle managers lower down the scale.
The extended arrangements, unlike the original ones, include
an explicit market flexibility element for posts at these

levels.

[5.24 Negotiations are already under way to introduce masket
flexibility into the administrative and clerical pay scales.
This will be based upon a main pay spine, with management
having latitude to supplement points on the national pay
spine, to reflect market pressures.]

Capital

5.25 Managers should also be able to make the most flexible
use of their physical resources. Capital in the NHS is
treated for the most part as a “free good”. Once an
investment has been made, whether in land, buildings or
equipment, no further revenue charges arise from the
continuing use of these capital assets. In the private
sector, for example, there would be interest and repayments to
be met. This means that investment decisions tend to favour
capital-intensive solutions, rather than forming a balanced,
cost-effective package. It is difficult to make valid
comparisons of efficiency between different parts of the NHS
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as no amount is taken of capital costs. It also means that it
is impossible to compare the public and private sectors, in
terms of overall cost-effectiveness, since the former takes no
account of the cost of using assets, while the latter has to
do so.

5.26 The Government therefore proposes to introduce a new
system for accounting for capital in the NHS which will give
managers more flexibility in the deployment of this key
resource. In essence this will involve a system of charges
for the use of capital assets, reflecting private sector
practices of accounting for interest and depreciation. The
Government‘s intention is to balance, overall, the increased
revenue allocations to health authorities which would be
needed to meet capital charges, with the income to the capital
programme which such charges would represent.

5.27 Funds for capital investment will continue to be financed
by the Exchequer, and allocated by RHAs from the overall
capital programme. There will therefore continue to be
strategic oversight of capital planning, within an overall
cash 1imit. But a charging mechanism will ensure that
managers have the appropriate financial measures available in
taking decisions on capital deployment, and will reward those
authorities which use their assets to best advantage.

5.28 The capital expenditure limits above which projects have
to be referred up to the Department or the Treasury for
approval will be increased. From now on schemes with a
capital cost of over #15m (previously #10m) will be referred
to Treasury for approval. Schemes costing over Z£|0m
(previously #5m) will be referred to the Department of Health.
These increases will be a welcome step forward in speeding up
investment approvals and giving health service managers
greater freedom over key resource decisions.
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Private capital

5.29 As health authorities become more business-1ike in their
approach to the provision of services, and to the use of the
resources at their disposal, they are increasingly looking at
the scope for involving private sector capital. Examples
include joint ventures where the NHS provides land, and a
developer puts up a building, or where a major
capital-intensive service is contracted out to the private
sector. The Government must maintain overall constraints on
the use of resources, including capital from whatever source,
within the public sector. And these resources should be used
in the most cost-effective way. For these reasons Districts
cannot have unfettered access to private capital.

5.30 But the Government recognises too that joint ventures
with the private sector, and other income generation schemes,
should be encouraged wherever possible. Competitive tendering
needs to be developed further in the NHS, and treating the
contractor’s capital investment as if it were public
expenditure can work against this aim. There should also be
scope for more flexibility for an authority to work with a

private developer to achieve a net saving. All these examples
involve the use of, or access to, private capital, and the
Government is determined that authorities should have the
maximum freedom in this area, consistent with value for money
and the proper use and control of public expenditure.

[Could put this section in private sector chapter]
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Audit

5.31 Currently, the statutory audit of health authorities’
accounts is carried out by the Department of Health, using, to
a limited extent, private firms of accountants under contract.
Greater freedom over the use of resources brings with it
greater responsibility for ensuring that resources are used in
the most efficient and effective way. Through the annual
review process, health authorities will continue to be
accountable to Ministers for their use of resources. But,
because of the huge sums of money involved, Ministers need an
independent source of advice whose reports will be published
and therefore available to Parliament and the public.

5.32 The Government has decided that the Audit Commission is
best equipped to fulfil this role for the NHS, including
self-governing hospitals, GP practice budgets and Family
Practitioner Committee spending. It is currently responsible
for the audit of local authorities in England and Wales and
reports on this to the Secretary of State for the Environment.
It has considerable experience and expertise in areas of work
closely related to that of health authorities. In particular,
it is accustomed to working in multi-disciplinary teams with
professionals looking at the professional aspects of services.
This would be an important part of its new role in the health
service.

5.33 The Housing and Local Government Bill [currently before
Parliament] includes a provision which will enable the Audit
Commission to undertake audit work in the NHS under contract
to the Secretary of State for Health. This will develop the
experience of the Audit Commission, and enable its staff to
start to work with the DH officials currently responsible for

NHS audit. The Government proposes to bring forward further

legislation formally establishing the Audit Commission as the
NHS auditor, reporting to the Secretary of State for Health.
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5.34 The role of the National Audit Office will remain
unchanged. As an Officer of Parliament, the Comptroller and
Auditor General will continue to report on the use of voted
funds, and to certify the aggregated accounts of the NHS,
drawing upon the individual health authorities audits of the

Audit Commission.
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CHAPTER 6: THE WORK OF HOSPITAL CONSULTANTS

Introduction

6.1 The NHS employs over 45,000 hospital doctors, of whom
16,000 are Consultants. The reforms proposed by the

ol ReBt 15

Government in this White Paper will make it easier for
Consultants and their colleagues to get on with the job of
treating patients. The greater autonomy for hospitals
proposed in chapters 4 and 5 will remove unnecessary controls.
The new funding arrangements set out in chapters 3 and 7 will
help Consultants to treat more patients. The expansion of the
“resource management initiative" outlined in chapter 5 will
give them budgetary and information systems more sensitively

tuned to méaqcaI needs.
et be L

———

6.2 Consultants must be as free as possible to do their job.
But treating patients means spending money. The taxpayer has
to find this money for the NHS, and expects management to use
it efficiently and to good effect. The decisions taken by
Consultants are critical to the way in which the money is
used. It is therefore important to ensure that Consultants
are properly accountable for the consequences of these
decisions.

6.3 This chapter sets out the Government's proposals for
striking a proper balance between two legitimate pressures:
the professional responsibilities and rewards of the
individual consultant; and the responsibility of managers
(whether or not they are medically qualified) to ensure that

the money available for hospitals buys the best possible
service.
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Medical audit

6.4 A patient's primary concern is to be given an accurate
diagnosis and then receive effective treatment. The quality
of medical care available to NHS patients is obviously of
central importance. Within the next two years, the Government
would T1ike to see all hospital doctors taking part in medical
audit - a systematic, critical analysis of the quality of
medical care, including the procedures used for diagnosis and
treatment, the use of resources, and the resulting outcome for
the patient.

6.5 Medical audit is essentially a professional matter, a

means of ensuring that the quality of medical work meets

acceptable standards through peer review of medical practice.
It necessarily requires both specialised knowledge of current
medical practice and access to medical records. It must also
be developed and implemented with care. Medicine is an
inexact science, often lacking generally accepted measures of
the benefits to patients from different techniques and
services. Medical audit must not discourage doctors from
taking on difficult but essential clinical work.

6.6 The Government welcomes the initiatives which the
medical profession is already taking, both nationally and
locally, to foster the development of medical audit, and aims
to work with the profession to build on what has been
achieved. For example, the Secretary of State for Health has
asked the statutory Standing Medical Advisory Committee 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. The Government
will also encourage all the Royal Colleges to make
participation in medical audit a condition of a hospital unit
being allowed to train junior doctors.
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0L 7 Management too has a responsibility to ensure that
medical audit becomes firmly established, especially at local

level. The Government is publishing alongside this White
Paper a document which sets out in more detail, as a basis for
consultation with the profession, its proposals for securing

effective framework for medical audit in all NHS hospitals by
S— ———

April 1991. The Government's approach is based firmly on the
principle that the quality of medical work should be reviewed
by a doctor's peers, whilst recognising also that management

itself is responsible for ensuring that resources are used in

the best interests of patients. L A1 (o cwtntedin

ob nﬂﬁf7§u~vj/

The Government's main proposals are as follows: K%%J

/)n[o {m%

every Consultant should participate in a form of 21 ;OJ4
medical audit agreed locally between management and

the profession.

the system should be medically led, with a local

medical audit advisory committee chaired by a senior ””“ﬂtﬁMqu
clinician. Guatid
District management should be responsible for ensuring

that an effective system of medical audit is in place,

and also that the work of each medical team is

reviewed at whatever regular, frequent intervals are

agreed locally.

peer review findings should be confidential, but the
general results of medical audit should be available

p—

to management locally and the lessons learned

published more widely.

mae

management should be able to initiate an independent
: - o
professional audit, for example where there is cause
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Jto question the quality or cost-effectiveness of a

cw”bM service.

6.9 The Government also proposes that a hospital should have
an effective system of medical audit before it can be granted
self-governing status. By the same token, District Health
Authorities (DHAs) will be asked to ensure that effective
medical audit is in place before they sign a contract with a
self-governing hospital or with a hospital in the private
sector.

6.10 The Government recognises that medical audit is not
cost-free. It needs a significant investment of time by
doctors themselves, and adequate support to ensure that the
necessary information is available. The Government is
confident that this investment will prove worthwhile by
further improving the quality of service to NHS patients.

Managing the Consultant's contract

6.11 Most hospital services are the responsibility of DHAs.
But, with the exception of those working in Teaching
Districts, Consultants' contracts of employment are held by
Regional Health Authorities (RHAs). This has tended to cause
confusion about the nature of a consultant's accountability to
local management and the DHA. It has also tended to leave
unclear what a District can and should expect of its

Consultants.

6.12 The Government believes that it is unacceptable for
local management to have little authority or influence over
those who are in practice responsible for committing most of
the hospital service's resources. This does not mean moving
consultants' contracts from RHAs to DHAs, which would cause
unnecessary disruption. The Government proposes instead to
ensure that each DHA acts as its RHA's agent in agreeing with
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consultants the scope and arrangement of their NHS duties in
each hospital.

6.13 The key to this is that every consultant should have a
fuller job description than is commonly the case at present,

covering their responsibility and accountability both for the
quality of their work and for their use of resources. These

job descriptions, which will Eg subject to annual review, will
be an essential tool for managing all consultants' contracts.
They will need to be sufficiently detailed, for example as to
the number of outpatient clinics which a Consultant is
expected to hold, to enable District management to monitor
whether Consultants are fulfilling their contractual

el

. . — e &
obligations. CuxL( iniland /l » R e _é _1 A
o e I8 I

6.14 DHAs will be asked to agree a job description along
these lines with each of their Consultants. They will need to
do so in a way which preserves both the freedom of Consultants
to take clinical decisions within the boundaries of accepted
professional standards and their 24-hour responsibility for
their patients. The Government will discuss with the medical
profession nationally how best to implement this, including a

suitable national framework for Consultants' job descriptions.

6.15 There is currently no provision for District management
to take a full and formal part in the appointment of a
Consultant. Consultant appointments are recommended by mainly
professional Advisory Appointment Committees, whose primary
consideration is the professional suitability of the
candidate. The Government will seek to amend the Appointment
of Consultants Regulations to enable District General Managers
to take part directly in the appointments procedure.
Professional suitability will and should remain a major
criterion, but the general manager will be able to ensure that
the chosen candidate is also willing and able to meet the
managerial requirements of the post.

8:0C7.7/39




6.16 The Government intends to complement these changes by
improving the present disciplinary procedures for Consultants.

These procedures are at present cumbersome and inflexible.

They have recently been reviewed by a Joint Working Party of
the Health Departments and the profession, established by the
Government in 1987. The Working Party has made a number of
valuable recommendations. The Government will now open
negotiations with the profession on the basis of the Working
Party's report, which will be published.

6.17 The Government sets particular store by two of the
changes which the Working Party suggests. The first is the
introduction of new, local procedures for dealing with
circumstances which warrant disciplinary action short of
dismissal. The second concerns the unique right of a
Consultant dismissed by his employer to appeal to the
Secretary of State against his dismissal. This can be a
time-consuming and costly process, the prospect of which may
deter management from embarking on dismissal proceedings in
the first place. The Government therefore welcomes the
Working Party's proposal for a timetable which should normally
lead to concluding an appeal within nine months of the

dismissal.

Reform of distinction awards

6.18 Some 35% of Consultants are currently in receipt of a
distinction award. This takes the form of a superannuable
increase in salary at one of four levels. There are currently
some 3,900 'C' awards (£6,260), 1700 'B' awards (£14,200), 700
'A' awards (£24,850) and nearly 200 'A'+ awards (£33,720).
Distinction awards are intended to reward clinical excellence,
and are payable until retirement. The normal pattern is for
progression through the levels of awards. New and increased
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awards are given on the advice of an independent professional

committee.

6.19 The distinction awards scheme was introduced in 1948,
and has remained substantially unchanged since then. In their
1988 report (Cm 358), the Review Body on Doctors' and
Dentists' Remuneration suggested that expenditure on the
scheme should result as far as possible in a benefit to the
NHS, as well as rewarding doctors for their individual
efforts. The Government agrees. It believes that the nature
and administration of the scheme should now be changed, with
two main objectives in view: to reflect the wider
responsibilities of Consultants for the effective use of
resources, and not only the clinical merit of their work; and
to ensure that the scheme offers Consultants stronger
incentives to maintain and improve their contribution to local
services.

6.20 Taking into account the specific suggestions made by the
Review Body, the Government proposes to open discussions with
the medical profession nationally with the following changes

in mind:

leaving unaffected the right ~ existing award

holders, to replace 'C' awards with
performance-related pay of equal value for those

consultants who demonstrate not only their c1inig@1

skills but also a commitment to the management and

Jgaelopment of the service. The Government proposes

that general managers and senior doctors should decide
jJointly which consultants should be rewarded in this
way. There will be a small number of exceptions, to

- -
meet the circumstances of Consultants whose jobs

include only a limited management content.
x‘
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for the future, to restrict progression to the
remaining three levels of award to those consultants
who have earned performance related pay. The
Government proposes that these higher awards should,
as now, reward clinical excellence, but that there

should be a stronger general management influence on

the choice of award holders.

to make new or increased awards, including
performance-related pay, reviewable every five years.

to make new or increased awards pensionable only if a

consultant continues working in the NHS for at least
three years. The Government believes that this will
meet the criticism of the Review Body that awards
given to those approaching retirement, with the
additional pension benefits entailed, can hardly be
said to be in the best interests of the Service.
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CHAPTER 7: FUNDING HOSPITAL SERVICES

Introduction

741 Hospital services must be funded in a way that
encourages more competition and more choice, two of the
elements at the heart of the Government's proposals for a
better health service. To do this a simpler way of allocating
funds to health authorities is needed. So is a new method of
funding those hospitals which continue to be run by health
authorities.

Lol At present a hospital or service which becomes more
efficient and could treat more patients may be prevented from
doing so by its budgetary limits. One which is failing to
deliver may still be funded at the same level, despite its
relative inefficiency. The Government is determined to change
this. It believes that the key to doing so is to move towards
a system in which health authorities are funded not for the
services they provide but for the population they serve. The
job of health authorities will then be to buy the best
services they can for their - and their GPs' - patients, and
hospitals will have to compete much more for their business.

F This chapter sets out the Government's proposals for
achieving these objectives.

Funding health authorities

The present system

7.4 Since 1977, money has been allocated to Regional Health
Authorities (RHAs) on the basis of a formula which identifies
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target shares for each Region. The formula is known as RAWP
(Resource Allocation Working Party). It is based on the size
and expected growth of each Region's population, and also a
range of other factors including the proportion of elderly
people, the relative health of the population and the extent
to which patients cross Regional boundaries for hospital
treatment. Each year, when making financial allocations to
Regions, the Government decides how far actual allocations
should move towards the target shares. When the formula was
introduced most Regions were significantly above or below
their RAWP target. Now 11 of the 14 are within 3% of it.
ELThe changes since 1979-80 are shown in figure 7.1.1

7.5 At District Health Authority (DHA) level, distances from
RAWP target are greater. The extent to which RHAs rely on the
RAWP formula when allocating funds to Districts tends to vary
from Region to Region. In recent years growth money has
usually been allocated on the basis of planned service
developments - for example, to enable a new hospital to open -
rather than by a simple application of the formula.

7.6 There is no direct relationship between the amount of
money a District is allocated and the number of patients its
hospitals are treating. This is partly because the movement
of patients across Regional boundaries is reflected only
retrospectively in the formula. Further, these adjustments
affect only target, not actual, allocations, and may be based
on forecasts which are not borne out in practice. Even
significant changes in such “"cross-boundary flows", therefore,
may have little impact on the amount of money actually
allocated.

A new approach

Lonid The Government proposes to simplify the arrangements for
allocating funds to RHAs and DHAs. The underlying principles
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to be applied are the same in both cases. The Government

recognises the need for a transitional period, which will be

longer at District than at Regional Tlevel.
Allocations to RHAs

1.8 Regions will be funded, on a weighted capitation basis,
t3~EEZ services for their resident populations. The
allocations will reflect, as now, the nuager of elderly people
and the health of the population. The Thames Regions will
receive a slightly higher level of fund?%%z?:ggﬁg two per cent
higher per head of population than the rest - in recognition
of the particular problems of providing services in the
densely populated and high cost south east.
- (ot o

Funding Regions on the basis of their resident
populations will leave them to pay each other directly for
cross-boundary flows. Starting in April 1989, RHAs will be
asked to begin work on agreeing the cost of these flows in
preparation for funding on the basis of resident populations
from April 1990. The present arrangements for funding
cross-boundary flows will cease from that date. As a result,

Regions will be paid much more quickly and in full for the
work they do for other Regions.

7.10 It is the Government's aim to move over a two year
period, starting in April 1990, to Regional allocations
calculated on a weighted capitation basis. The transition to
the new system will therefore be completed by April 1992.
There will be no separate "targets": the move to weighted
capitation removes the need to calculate target shares to
which allocations should be moving.

7.11 These arrangements will replace the use of the RAWP
formula.
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Allocations to DHAs

7.12 RHAs will continue to be responsible for allocating
funds to DHAs. At present Districts are funded mainly
according to where hospitals happen to be located. In future
Districts, like Regions, will be left to pay each_g}her

directly for cross-boundary_ijows. A start to the process

depends on improved information at the hospital and District
level about population, the movement of patients and the costs
of different treatments. The Government expects some DHAs to
be in a position to pay each other directly for services
provided from April 1991. Other authorities, drawing on the
experience gained, will be expected to complete the process by
April 1994.

7.13 Even after adjusting for the effects of cross-boundary
flows on allocations, the differences between current levels
of funding and those implied by a weighted capitation approach
are much larger at District than at Regional level. Residents

in Districts with relatively extensive hospital provision tend
to use services more intensively than might be expected simply
on the basis of the numbers of elderly people and the health
of the population. While it is the Government's aim that
Districts should in due course be funded on broadly the same
basis as Regions, it recognises that an immediate switch would
in some cases involve substantial changes in the money
available to buy services for their resident population. Such

Nt e A LU
changes must be carefully managed over a gg##eé—e#—t#ﬁv; The

Government will discuss with RHAs the detailed implementation

of these proposals.
/

Funding hospital services

7.14 The present system of funding Districts for their
hospital provision leaves the relationship between workload
and funding obscure and indirect. Hospitals are funded as
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much because they are there as for the work they do or how
effectively they do it. As a result, there are only limited
incentives for them to satisfy the needs and preferences of
patients or to take on additional work by improving
productivity. They may even be penalised for their efficiency
if they treat more patients than planned for and, as a result,
have to close beds to stay within their budget.

7.15 As the new arrangements described so far in this chapter
become established, each DHA's duty will be to buy the best
service it can from its own hospitals, from other authorities'
hospitals, from self-governing hospitals or from the private
sector. Hospitals for their part will be free to sell their
services to different health authorities. In this way money
will in future go more directly to where the work is done
best.

"Core" services

7. 16 < Sential }6’ensuté’fﬁat patients need1ng
urgen rea%me- necgiﬁe it. Services to which
o o

g

patients need guaranteed immediate access where necessary can

be divided into five broad categories:

accident and emergency (A and E) departments.

services for patients who need immediate admission
to hospital from an A and E department, for example
a significant proportion of general surgery.

services for other patients who need immediate
admission, such as most general medicine and a
substantial proportion of hospital geriatric and
psychiatric services.
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out-patient and other support services which are
needed in support of the first three categories,
either on site or immediately available.

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

7.17 Where these core services are provided by a hospital
which continues to be managed directly by its DHA, they will
be funded through a management budget. The scope for
competition may be limited but, through management budgets, a
DHA can set clear targets for the quantity and quality of the
hospital's services, and can then assess the hospital's
performance against these targets. As better cost information
becomes available, Districts will be able to refine and
improve their planning and monitoring.

7.18 Where core services are bought in from a self-governing
hospital, or from a directly managed hospital in a
neighbouring District, it will need to be on the basis of an
annually negotiated contract. Under this arrangement

hospitals will provide an agreed range of services, for a
fixed payment, to all patients referred or admitted. The
fixed payment means that DHAs know how much they will spend,
and the risk of 1ncreéses in cost or volume is borne by the
hospital. Contracts of this kind will need to be negotiated
carefully because of the substantial volume of potential
business involved and the need for hospitals to take account
of variations in the costs of treating different conditions.
Current costs and workload will provide a baseline from which
to work.
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7.19 Hospitals will need to budget, on the basis of
experience, for the treatment of patients who are not covered
by an annual contract or by their own districts' management
budgets. The costs of treatment will be reimbursed directly
by each patient's own DHA. Core services must be provided
without any question as to where the money is coming from.

Other services

7.20 Where patients and their GPs may be able to exercise
some choice over when and where treatment is provided, it
becomes possible for Districts to buy services in a more
flexible way. This in turn widens the scope for switching
money to where the best services - for example, the shortest
waiting times - are on offer.

7.21 The precise range of services which could be funded in
this way will tend to vary according to the accessibility of
different hospitals. There are broadly three categories:

those procedures or treatments which are currently
provided in most Districts but for which patients
may be prepared to travel if a better service is
available elsewhere. These treatments are in the
main surgical acute operations, such as hernias and
hip replacements, which make up the bulk of waiting

lists.

services which are not currently provided in every
District, such as ear, nose and throat (ENT),
ophthalmology and oral surgery, and which some
Districts will therefore need to buy in.

B:DC7(8431)

CVE IR T—
awEm !

: - .
' E

Qo za L wihse: B




SECRE

other services for which patients may wish to
exercise choice as to location, for example some
long-stay care for elderly people.

7.22 The Government envisages that most of these services
will be bought in under a "cost and volume" contract. The
number of cases to be treated would be specified within a
range, with payments on the basis of work done above the
minimum. This arrangement would cover most in-patient and day
case treatment. The minimum payment assures the hospital of a
contribution towards its fixed costs, whilst the maximum
volume makes it easier for the hospital to offer shorter
waiting times.

7.23 DHAs may also want to keep back a relatively limited
budget for buying services on a case by case basis, at a price
quoted by the hospital. This could not be a normal basis of
funding, since it gives hospitals no guarantee of income and
would Teave Districts to bear the risk of unexpected costs
within their cash-limited allocations. Used judiciously,
however, it opens up the scope for buying services at marginal
costs as hospitals try to use spare capacity.

7.24 The Government believes it essential that DHAs use this
greater flexibility in funding hospitals to offer more choice
to patients. This in turn means involving GPs far more in key
decisions. When they place contracts, DHAs will need to take
full account of the existing referral patterns of GPs in their
Districts. They will also need to discuss with GPs the
desirability of changing those patterns, whether on grounds of
cost or quality of the services provided. GPs for their part
will want to make sure that their views about the quality of
care, and about shorter waiting times for out-patient
appointments and in-patient treatments, are reflected in a
DHA's contracts. GPs who take part in the practice budget
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scheme set out in chapter 3 will be taking these decisions for

themselves.

7.25 At present an increasing number of hospitals are
declining to accept referrals from GPs for patients who are
not resident in the District. The Government's proposals will
overcome this difficulty by enabling the patient's own DHA to
pay directly for the services required. DHAs will need to
allow for referrals by GPs to hospitals with whom no contracts
have been placed, keeping in reserve some funding for this
purpose based on previous referral patterns and discussion
with the GPs themselves.

7.26 For these new arrangements to work well, GPs and their
patients will need to be well informed about the choices on
offer. The Government is putting further work in hand on two
fronts to assist this. First, it will be seeking to improve
the information available to GPs about their referral

patterns. Information of this kind will be needed anyway for
the practice budget scheme. Secondly, it will be exploring
how best to develop and publish indicators of hospital
performance which cover the quality as well as the efficiency

of the services provided.

Funding specialist services

7.27 Districts cannot be self sufficient in all services.
Specialist services can be divided into two broad categories:

supra-regional services - these are designated and
protected with central funding by the Secretary of
State for Health. They include heart and liver
transplants and neo-natal and infant cardiac

surgery.
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Regional and supra-district services - these are
designated by RHAs and may include ophthalmology,
ENT, neurosurgery, neo-natal care and radiotherapy.

7.28 The Government intends that most of these services
should in future be bought by Districts from their basic
allocations. The necessary contracts would cover both direct
referrals from the A & E department or GPs and referrals to a
specialist consultant from another consultant. The Government

recognises, however, that it will be necessary to continue to

provide some central funding for the development of
supra-regional services. Central funds will cover the fixed
costs of the units providing these services with the variable
costs covered by contract funding from the buyers. RHAs may
decide to adopt a similar approach to the funding of some
regional and supra-District services. The Government will
discuss with RHAs the detailed application to these services
of the new funding arrangements it proposes.

Training and research

7.29 There are some significant overhead costs which
hospitals will need to meet but which will not be incurred
directly in the provision of services for its customers. The
main examples are medical, nurse and other training; and
research. The Government proposes that these costs should be
met directly, either by central government or by RHAs, and
will discuss with RHAs how best to secure this.

7.30 More particularly, the Government remains firmly
committed to maintaining the quality of medical education and
research. It recognises the complexity and special needs of
these areas. Health authorities involved in medical education
incur additional costs which will continue to be reflected in
the new funding arrangements through an enhanced SIFT (Service
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Increment For Teaching). The Government has established an
inter-departmental Steering Group on Medical Education to
examine the special problems of this area. It will develop
its work, and make recommendations in the light of the
proposals in this White Paper. It will be a principal task of
RHAs to see that appropriate facilities are maintained for

teaching and research.

Waiting times

7.31 The Government believes that the new funding

arrangements described in this chapter will bring down waiting
S —

times for hospital treatment, both through the greater
flexibility they offer in moving money to where the work is

—

done and through making maximum waiting times an important
feature of contracts and management budgets. DHAs, and GPs
within the practice budget scheme, wi]1*;;nd to buy where
wfifjfﬂ_fiﬂfi_iﬁﬂ—iﬂﬂﬁiﬁSt’ and Qggpgfglsﬁrillhgave a stronger
incentive to become more efficient. In the meantime, the
Government intends to build on the current waiting list
initiative. The central waiting list fund will be targeted at
Districts who can show that they can use the extra money
effectively. They will be enabled to treat, on a contract

basis, patients from that District or elsewhere in the Region

who have already waited excessively.

7.32 As a further, immediate measure the Government proposes
to introduce a scheme under which _a number of aqgjtiona1,
permanent Consultant posts can be created over the next two
}gﬁrs. These posts will be over and above the 2.2 per cent
annual expansion in Consultant numbers to which Regions are
already committed. The details of the scheme will be worked
out with representatives of the profession and NHS management.
In essence it will concentrate on increasing the number of
Consultants in those acute specialties which currently have
the longest waiting times for treatment. Establishing a new

B:DC7(8431)




SECRET O

Consultant post also involves indirect costs, such as nursing
and other staff and the provision of equipment. The
Government recognises this and will ensure that effective use

can be made of the new posts.
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CHAPTER 8: MANAGING THE FAMILY PRACTITIONER SERVICES

Introduction

8.1 This chapter makes a number of proposals for building on
the policies set out in the Government’s White Paper on
primary health care, “Promoting Better Health” (Cm 249). It
does so in four areas: medical audit; competition;
prescribing costs; and management. In each case the
Government ‘s proposals complement those in the rest of this
White Paper by aiming to improve services for patients, both
directly and through achieving better value for money.

Medical audit

8.2 Chapter 6 outlines the Government’s proposals for
ensuring that effective medical audit is established
throughout the hospital service over the next two years.

Medical audit is no less important in primary care. The
quality of the medical care offered by a GP is‘EUst as
fundamental to patients. Are referrals to hospital always
well judged? Are drugs used effectively and efficiently?

———

Does the coverage of clinics, and do clinic times, suit

patients? Are relationships between doctors, community nurses
and health visitors working satisfactorily? 1Is night and

weekend cover good enough?

8.3 As with the hospital service, the Government intends to
work with the medical profession nationally to establish a
system of medical audit in general practice. The aim will be
to build on the foundations being laid by the profession
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ftself, such as the Royal College of General Practitioners-’
“Quality Initiative”. The organisation of medical audit will
be less straightforward than in hospitals. Care is delivered
in more places; periods of treatment are less well defined;
medical records are usually less detailed. But the Government
is confident that these are difficulties which can be
overcome.

8.4 The Government believes that the following key features
will be generally applicable to medical audit in general
practice:

medical audit locally should be based primarily, but
not exclusively, on self-audit by GPs and GP

S L iy
practices.

local practice and procedures should be led, supported
and encouraged by a medical audit advisory committee
established by each Family Practitioner Committee
CFPL..

each FPC should establish a system for identifying
possible indicators of poor quality care, such as
emergency admissions to hospital resulting from poor
health surveillance or a failure to refer for
specialist advice.

each FPC, in consultation with its GPs, should set up
a small unit of doctors and other staff to support and
monitor the medical audit procedures of its practices.

the local advisory committee should guide the work of
the medical audit unit and, where necessary, help to
arrange an external peer review of a GP or GP
practice.

e Fp.c. orowtd ko awns # -
fornd  rrih” (por bt o) () achact
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8.5 The Government recognises that it may take longer than
in hospitals to establish a satisfactory approach to medical
audit in general practice. The Government will consult the
profession and FPC interests on the detail of the approach it
has in mind. The Government believes that, once a
satisfactory system has been developed, all GPs should be
required by their contracts to take part.

Competition

8.6 In “Promoting Better Health”, the Government described a
range of measures it intended to introduce to “put the patient
first®. A greater degree of competition was needed to improve
services to the public. A better informed public, and a
remuneration system geared to consumer demand, were seen as
key mechanisms. This White Paper provides an opportunity for
the Government to clarify some key objectives.

Capitation fees

8.7 At present, capitation fees form on average 46% of a
GP“s income. “Promoting Better Health” stated the
Government‘s intention to raise this proportion. The
Government remains of the view that GPs will have a stronger
incentive to satisfy their patients if a greater proportion of
their income is attributable to the number of patients on
their lists. The Government intends, therefore, to raise
average remuneration accounted for by captitation

fees from 46% to 222' as soon as possible. This will still
allow scope for targeted incentive payments, for example for
childhood immunisation or cervical cancer screening.

or. [ The GOvermment
Voada i il e s TRy
0 take two further steps achiete is/ First, it
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will seek in due course to reduce from 70 to 65 the retirement
age for GPs which has been introduced through the Health and
Medicines Act 1988. Secondly, it will ensure that, when
filling single-handed practice vacancies, FPCs give priority
to younger doctors who are keen to work as members of primary
health care teams.

Patients—as—consumers—

) gk

8.9 The Government also remains of the view that patients
must be able to exercise a real choice between GPs.
“Promoting Better Health” outlined two particularly important
changes to this end. The first is to make patients better
informed. [Sentence referring to MMC consideration of
doctors”® advertising.] The second key change is to enable
patients to register with a new doctor without having to go
through the present procedure, which requires them first to
approach either their existing doctor and FPC. The Government
believes that patients should be quite free to choose and
change their doctor without hindrance, and will bring forward
the necessary amending Regulations as soon as possible.

Prescribing costs

8.10 The drugs bill is the largest single element - 36% - of
expenditure on the family practitioner services (FPS),
accounting for #1.9 billion in 1987-88. It has grown on
average by four per cent a year in real terms over the past 5
years. The Government has taken a number of steps in recent
years to contain the rate of growth in drug costs by
encouraging more economical prescribing. The introduction of
the selected 1ist scheme in 1985 is just one example.

8.11 If unnecessary spending on drugs can be saved, money is

released for other aspects of patient care in the NHS. The
Government believes that there is more scope for reducing the
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rate of growth in prescribing costs without harming patient
care. For example, drug spending in different FPCs varies in
England from #26 to #40 per head of population. To some
extent these variations will reflect differences in population
structure and morbidity. But they also reflect varying
attitudes to the cost of drugs by doctors who have no direct

P

or personal interest in the cost of the drugs which they

charge up to the NHS and the taxpayer when they prescribe
them. In the Government’s view the time has come to establish
—————

a more rigorous approach to securing better value for money.
“TF“T?”E&Lreme1§‘un]ike]y that the drugs biTT will fall as
important and expensive new drugs are produced steadily by

successful research. More must and can be done to prevent the

bill rising so quickly

8.12 Accordingly, the Government proposes to establish as
soon as practicable - if possible from April 1991 - a new
budgeting scheme to encourage economical and cost effective
prescribing. Under this scheme FPCs will be given reasonable
budgets for their drug spending, based on sensible assumptions
about patient needs and prescribing patterns in their area.
FPCs will in turn allocate indicative budgets to individual GP
practices, and monitor spending in the light of those budgets.
The aim will be to put downward pressure on the rate of growth
in drug spending in the highest spending practices.

8.13 The Government will consult interested parties on the
detailed development and implementation of this scheme, which

will include the following main features:

[to be drafted in the 1ight of final decisions on HC63]
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8.14 Before the scheme can work fairly and effectively,
adequate information on drug prescribing and costs will be
needed. An improved prescribing information system - known as
“PACT” - was introduced in August 1988. This provides good
quality feedback to doctors about their prescribing, three
months after the quarter to which the information relates.
FPCs will also have access to this information. The
Government recognises that some improvement in the timeliness
of this information will be needed. Subject to that, it
believes that “PACT” information will form an adequate basis
for monitoring expenditure against budgets.

Managing the FPS

8.15 The Government believes that there is a clear need to
strengthen further the management of the FPS. “Promoting
Better Health” set out a substantial body of changes which
have still to be implemented by FPS management. This White
Paper includes others. The rest of this chapter sets out the
Government ‘s proposals for stronger executive management, for
streamlined non-executive leadership, and for firm monitoring
and accountability.

Executive management

8.16 The Government proposes to create new chief executive
posts in all FPCs, to be filled by open competition. The
salaries for these new posts will be set significantly above
those of the present FPC administrators, to be attractive to
good quality managers from both inside and outside the NHS.
FPCs will also need to strengthen their management and
administrative skills at every level of the organisation. The
main task of the new chief executives will be to supply the
drive needed to manage change, working closely with the
contractor professions themselves.

B:D010.44/3
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‘. Composition of FPCs

8.17 FPCs currently consist of 15 members from the contractor
professions and 15 lTay members. The Chairman may be from
either group. A1l the members are appointed by the Secretary
of State. The 15 professional members are drawn from
nominations made by the professions” local representatives.
Four of the lay members are drawn from District Health
Authority nominees, and a further four from local authority

nominees.

8.18 The Government believes that it is no longer sensible
for the management of contracts with practitioners to be the
responsibility of bodies on which the professions themselves
are so strongly represented. Nor does it believe that a
committee with 30 members can lead the management of the FPS
as effectively as the changes now envisaged will require. The
Government will therefore seek powers to replace FPCs with new
bodies, to be known as Family Practitioner Authorities, with

the following composition:
a maximum of 12 members in total.
a chairman appointed by the Secretary of State.
three professional members - a doctor, a dentist
and a pharmacist - appointed by the Regional Health

Authority (RHA).

a majority of lay members, appointed by the RHA and
chosen for their experience and personal qualities.

the chief executive, appointed by the chairman and
lay members.

B:D10.44/3




8.19 The Government intends that the new Authorities should
be freer than FPCs are now to determine their own
sub-committee structure, and should be able to co-opt members
to the committees as necessary. There is scope for slimming
down radically the extensive sub-committee structure which
currently applies.

Accountability of FPCs

8.20 Since April 1985, the 90 English FPCs have reported
directly to the Department of Health. A good deal has been
achieved by way of setting objectives for the Committees. But
in the longer term the Government does not believe that it
makes practical sense for central government to be so directly
involved in local management, or for the Department to be
responsible for monitoring the performance of 90 different
bodies. This White Paper includes a number of proposals
which, for good practical reasons, will give RHAs direct
responsibility for FPS matters. The drug budget scheme
described earlier in this chapter is one example, and GP
practice budgets is another.

8.21 The Government will therefore seek powers to make the
new Family Practitioner Authorities accountable to RHAs, and
to enable RHAs to monitor and, if necessary, direct the work
of these Authorities as they do that of DHAs. This change
will have the further, important advantage of bringing
responsibility for primary health care and hospital services
together at a strategic level. It will then be easier to plan
and monitor effectively comprehensive policy initiatives
spanning both services, for example in the field of health
promotion and disease prevention.
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' Draft (20.12.88)

CHAPTER 9: BETTER DECISION-MAKING

Introduction

9.1 Today’s health service is a complex, multi-billion pound
enterprise. Demand is continually changing and increasing
while resources are inevitably limited. The Government
recognises the demands that this places on health authority
Chairmen and members and is very appreciative of their

efforts.

9.2 Chairmen and members will continue to have a vital role
in the running of the health service. Indeed, they will need
to spearhead the changes that the Government is proposing in
the White Paper. To enable them to discharge this role
effectively, the Government has decided that authorities
should be streamlined. It also recognises the need for the
centre to provide authorities with a clear framework of
objectives and priorities within which to operate. This
chapter sets out its proposals in both areas.

Composition of health authorities

9.3 Regional and District Health Authorities currently
comprise a Chairman and between 16 and 19 members. The
Chairmen and members of RHAs are appointed by the Secretary of
State. The Chairmen of DHAs are also appointed by the
Secretary of State, and most of the members are appointed by
the relevant RHA. The RHA is required to consult various
interests, and must appoint a representative of the
appropriate university. Between 4 and 6 of the members of
DHAs are directly appointed by relevant local authorities.
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. 9.4 The Government does not consider that an authority of
this size and composition is conducive to effective decision-
making . If authorities are to discharge their new
responsibilities in a business-like way, they need to be
smaller and to provide a single focus for corporate

decision-making.

9.5 At district level, the arrangements for appointing
members also reinforces a lack of clarity in the role of
health authorities. At present they are neither truly
representational nor management bodies. This confusion is
underlined by the appointment of some members direct by local
authorities. The Government believes that members should be
appointed on the basis of the skills and experience they can
bring to the authority and not according to the constituency
which they represent.

9.6 The Government therefore proposes that, with effect from
[April 1991]:

¥ RHAs and DHAs will be reduced from their present 16-19
members to 5 non-executive and 5 executive members plus a

non-executive chairman;

¥ the executive members, who will be co-opted by the
non-executive members, will include the General Manager
and other senior staff such as the Finance Director, a

leading clinician and nurse manager;

¥ the Secretary of State for Health will continue to be
responsible for appointing the Chairmen and
[(non-executive] members of RHAs and the Chairmen of DHAs;

¥ RHAs will continue to be responsible for appointing the

)

[non-executive] members of DHAs;

C:.Aﬁtu(@~u
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¥ non-executive members will be appointed on the basis of
the skills and experience they can bring to the authority;

¥ Jocal authorities will no longer have an automatic

right to appoint members to DHAs [but widd [can] be
consulted by RHAs as part of the normal appointments
procedure.];

¥ teaching districts will continue to include a
representative of the Medical School;

¥ [RHAs will include a representative of the FPC

Chairmen.]

Community Health Councils

9.7 The interests of the local community will continue to be
represented by Community Health Councils (CHCs) which act as a
channel for consumer views to health authorities and FPCs.

Central management of the NHS

9.8 Under the proposals set out in this White Paper, the NHS
will continue to be largely funded by the Government from tax
revenues. Ministers must be g&lﬁi’iiiagiiigLi to Parliament
and to the public for the spending of these huge sums of money.
and—Ffor—the services whieh they-finance.” The Government
therefore believes that a central Management Board for the NHS
must be retained within the Department of Health and be under

inisterial direction and control.

9.9 The Government proposes however to streamline management

arrangements with the Department by giving the Board a clear

role in major strategic issues. 1In particular:
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¥ responsibility for the family practitioner services
will be brought under the Board. The better integration

of primary care and hospital services is an important

objective;

¥ the Management Board will be chaired by the Chief
Executive and will deal with day—bo=day operational
matters under the guidance of [a Policy Board] chaired by

the Secretary of State;

¥ the [Policy Board] will be strengthened by the
appointment of non-executive members from the NHS and from

the private sector of business;

¥ the [Policy Board] will replace the former Health
Service Supervisory Board.
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Draft (20.12.88)

CHAPTER 10: WORKING WITH THE PRIVATE SECTOR

\V) A
10.1.» The Government’s aim is that there should be a genuine
mixed economy in health care to the benefit of all those
needing health care, whether in the National Health Service or
in the independent health sector. Both the National Health
Service and the independent health sector should be able to
learn from each other to help each other and to buy and sell
services to each other. The greater choice and spur of
competition provided by such a mixed economy should make a
substantial contribution to achieving the objectives of the

Government’s proposals for reform.
Scope of independent health sector

10.2. Since 1948 the National Health Service has been
complemented by an independent health sector made up of a broad
spectrum of private, voluntary and charitable bodies. The
independent sector has re-inforced the National Health Service
not only in areas such as elective surgery where public
provision is universal, but also in areas where NHS coverage is
limited. These range from hospices, nursing and convalescent
homes to fitness training, screening and chiropody. Its
contribution to health care in the UK is now significant:

- 5.25 million people or 9 per cent of the population of
the UK are covered by private insurance;

its acute hospitals in England have 7 per cent of acute

beds and treat over 400,000 in patients and day cases a

year;
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it carries out 17 per cent of all elective surgery,
including 28 per cent of all hip replacements and 19 per
cent of all coronary artery by-pass grafts;

it provides over 90 per cent of all hospice beds and
convalescent home places;

there are over 52,000 beds in nursing homes.

10.3. The advantages brought by the independent sector are
that it:

increases the range of options available to general
practitioners and patients and offers the consumer

choice;

contributes, and could contribute more, to the cost
effective treatment of NHS patients. It increases the
options available to NHS management as well as to
individual patients;

responds flexibly and rapidly to consumer needs, thanks
to its diversity.

These advantages can be developed to the benefit of all
patients. Just as the private sector has no monopoly of
efficency or quality of hotel services, so public provision has
no monopoly of caring or the quality of clinical treatment.

Meeting the NHS’s needs

10.4. There is already a growing partnership between the NHS
and the independent health sector, which provides some 3,000

residential places for mentally i1l people and some 7,500

places for mentally handicapped people. In 1986, contractual
arrangements between the NHS and independent sector led to over
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26,000 patient treatments at a cost of some #45 million. Many
of these are long term contracts. As part of the Government’s
drive to improve hospital waiting lists, many health
authorities have entered short term contracts with private
hospitals specifically to treat waiting list cases.

10.5. The Government believes - that there is considerable scope
for building on these initiatives. Under the proposals set out
in Chapter [7] general practitioners and their patients will be
able to choose treatment in the private sector for certain
conditions if this offers better quality or better value for
money than buying NHS services. Similarly, health authorities
will continue to be able to buy in services from the private
sector if these are not available locally and if they offer a
better deal than is available from other NHS hospitals.

Joint Ventures

10.6. Current examples of co-operation between the two sectors
include the purchase of expensive equipment or minor captial
developments, joint ventures to build day surgery units and the
construction of a private hospital on NHS land adjacent to a
new NHS hospital. These schemes allow the shared use of
expensive facilities and their costs to the benefit of each
partner. For instance the private sector has increased its
ability to perform day surgery, an area in which it has so far
lagged behind the NHS. The NHS has achieved additional
treatment of patients and the opportunity to market its own
facilities. The Government expects all health authorites to
consider the opportunites for co-operative ventures as part of
their regular reviews of hospital performance.
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Competitive tenderin

10.7 The Government launched a competitive tendering
initiative in 1983. By the end of the June 1988, 97% of
domestic and laundry services, and 76% of catering services had
been put out to tender, generating savings of almost £108
million annually - some 17% of previous costs. Though 85% of
contracts have been awarded in-house, it is clear that the spur
of external comptetition has produced substantial savings.
Together with other NHS acitivities for which competitive
tendering has been the established practice (eg estate services
and some property maintenance), the total value of NHS services
now subject to regular tendering is well in excess of #£]
billion annually.

10.8 The Government believes that there is scope for much

se of competitive tendering, beyond the non-clinical
support services which has formed the bulk of tendering so far.
This can extend as far as the wholesale “buying in” of
treatments for patients from private sector hospitals and
clinics, as has proved effective in the Waiting List
Initiative. But competitive tendering should not be a “top
down” exercise. The Government’s objectives of pushing down
decision making to the operational level and introducing more
competition into the provision of services will greatly
increase the opportunities for managers to buy in services from
the private sector where this will improve the services to
patients.

[Treasury contribution on tax relief]

-——

cam————
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CHAPTER 11

R ND

Introduction

% it G5 L Taken together, the proposals in this White Paper represent
the most far-reaching reform of the NHS in its forty-year history.
They offer new opportunities - and pose new challenges - for GPs,
for consultants, for hospital staff, for hospital managers, for
regional and district health authorities, and for FPCs. They will
mean change at the centre, and change on the ground.

1352 They will lead to a more modern, more efficient, more caring
NHS, better able than ever before to make the most of its formidable
resources and the reserves of talent and commitment at its disposal.
Their aim is to ensure that the NHS provides a more rewarding
environment in which to work, and - most important of all - that it
becomes even better at delivering the highest possible standards of

care and treatment.

11.3 Although the reforms outlined in this White Paper are
designed to make the NHS fundamentally different, in many respects
they herald a change of pace and scale rather than a change of
direction. Frequently they build on what is already being achieved
in some parts of the NHS today; their aim is to spread the benefits
of those achievements more widely throughout the service as a whole.

11.4 There is nothing new, for example, in the idea of devolving
management tesponsibiiity down to local level. What is different is
the extent and degree to which that process will in future be taken,
and the particular twist it has been given with the development of
the concept of self-governing hospitals. Similarly, the drive to
extend Medical Audit will be building on well-established principles.

SECAF™
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11.95 What is new, however, is the way in which the Government's
policy will work to free up the NHS and give more choice to
patients, more choice to GPs, more choice to DHAs as buyers of
services. By introducing competition and by rewarding those who
offer the best service the Government plans to overcome the "take-it
or leave-it®™ attitude still found too often in the NHS. As a result
of those reforms, those who work in the NHS will have to think even
more carefully about the needs and wishes of patients.

Summary of proposals

11.6 A single thread runs through all the proposals in this White
Paper - the drive for a properly managed health system that will
deliver the best quality care - but it will affect different groups
connected with the NHS in different ways. The main changes for each
major group can be summarised as follows:

GPs

large GP practices will in future be able to opt to
hold their own budgets (ch.3);

money following the patient will mean that GPs referral
patterns will have a greater impact on hospital
services (ch.x);

a new system of medical audit will be introduced (ch.x);

publication of information on the clinical records of
hospitals and units will give GPs a better informed
choice (ch.x);

Consultants

will have more responsibility for the management and
delivery of hospital services (ch.x);

(’. ~
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there will be medical audit in all DHAs and SGHs within
2 years (ch.x);

will be affected by new criteria for distinction awards
(eh.x);

will have a greater say in the way their hospitals are
run as a result of devolution of managerial
responsibility and the establishment of new
self-governing hospitals (ch.x);

will be affected by the introduction of GP budgets and
money following the patient (ch.x).

Managers

will be affected by the abolition of RAWP and the
introduction of funding to HAs on a weighted capitation
basis (ch.x);

will be affected by the devolution of managerial
responsibility to hospitals and the introduction of
self-governing status (ch.x);

will be affected by the increased involvement of
consultants in the management of hospitals (ch.x);

more competitive tendering (ch.x);

external -audit by the Audit Commission;

a smaller NHSMB with more non-executive directors from
outside the Health Service. The Executive Committee

will be chaired by the Chief Executive, and the HSSB
will be abolished (ch.x);
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DHAs will become primarily buyers of services (ch.x).
Structural change

smaller HA membership with executive and non-executive
membership (ch.x);

delegation of RHA's executive role to DHAs (ch.x);

smaller FPC membership and reduced professional
membership (ch.x).

Patients
All the proposals listed above will in time work towards
better delivery of care and thus a better service to
patients. But in particular, those who use the NHS will
benefit from the greater choice brought by:

GP budgets with money following the patient (ch.3);

the publication of information about the clinical
records of hospitals and units (ch.x);

appointments system etc (ch.2);

ability to pay for "extras" (ch.2);

more pay beds and private wings (ch.x);
11.7 A_Iimgtiblg_igi_ghingg

The programme of reform will have three main phases.
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11.8 During 1989, the Government will be consulting those most
closely concerned and discussing with them the best way of turning
the proposals in this White Paper into action.

The Resource Management Initiative will be extended to more major
acute hospitals.

Regional Health Authorities will review their functions, and those
of their Districts, and start planning how to devolve operational

responsibility down to unit level.

Regions will help identify the first hospitals to become
self-governing, and plan for those new status.

PHASE 2

1990: Jlegislation and development

11.9 During the 1989-90 session of Parliament the Government will
introduce a Bill to give effect to the major changes proposed in
this White Paper; Operational responsibility will be devolved to
local level.

The introduction of new management structures and financial and
information systems in hospitals will gather momentum.

‘Shadow' Boards for the first group of self-governing hospitals or
Hospital Trusts will start to develop their plans for the future.
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he new NH

11.10 In April 1991, the first Hospital Trusts will be established.

The new, streamlined Health Authorities will take over from their
predecessors, buying services within an internal market in the NHS,

and working with the new Hospital Trusts.

The first GP practice budget-holders will exercise their new powers.

11.11




