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BR!F FOR PRIME MINISTER'S MEETING WITH SIR GEOFFREY FINSBERG:
20 MARCH 1986

Introduction

1, Sir Geoffrey haes requested the meeting to discuss the closure
of 2 wards in the Royal Free Hospital from 1 May (56 beds
GGE"Sf geome 850), He argues that RAWP has forced the closure,

He hopes the Prime Minister will agree that RAWP "must now cease
as it has achieved virtually all it was intended to do, and
=ITocations should be made more intelligently from now on , It
would help if the 1986/87 allocation could be re-determined’

(The Regional allocation is adjusted by the RAWP formula = the
RHA's allocation to its Districte is now being determined by

the resources required to fund the approved District plans).

Background and comment

2. The Hampstead District mainly consists of the Royal Free

‘mm:::.“\?\_u
Hospital ( 850 beds acute) and Friern (950 mental illness beds ).
———————

Its resident population is one of the smallest in Lenden ( 105,700).
Whilst this leaves little room for savings from rationalisation

of buildings, it does expose the Hampstead Autho;Ity‘EB the

effects of DHSS policy of moving services closer to the patients,
and it places a heavy onus on the Authority to generate savings
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by internal cost improvements whilst maintaining a specialist
Regional service.

3. Financial pressures in year have led to Hampstead's decision
to close the 2 wards at the Royal Pree. It is simplistic to see
thie as a direct conseqguence of, and solely attributable to, the

e e e

effects of RAWP at national, or sub-Regional, level.

4, In 1986/87 the Hampstead District allocation, after allowing
for a_4.5% increase for inflation, will be only £174,000 less (0.3%)
than in 1985/86 on a cash 1imit of £55.9m. This virtuai levelling
off of funding follows a period in which Hampstead has experienced
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a‘ss of resources as part of N E Thames' policy of re-distributing
resources within the Region to fund service deﬁgiopments_;TEETh
a roughly level Regional allocation, For 1986/87 the DHA has’

a projected revenue shortfall of £2m but it is the result of a
combination of factors

serious overspending on certain 'demand led' budgets
euch as drugs and blood products

the need to fund part of the 1985/86 pay awards

the cumulative effect of covering reductions in
allocation in earlier years (£710,000 in 1983/84,
£1.2m in 1984/85 and £860,000 in 1985/86) from
reserves, which are now exhausted, rather than from
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recurring revenue savings arising from increased

———— e s e—)

efficiency,

5. There are two major preoccupations - the effects of the ward

e —

closures and the scope for further revenue savings within the

District,

._——-"'——_—
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a) it is doubtful whether the closure of 2 wards
will result in a drop in the number of patients
treated - the onf;—;;iteria that finally metters.
Since 1982 the Royal Free has treated 4% more
in patients compared to 17% more day 5:??33?% -
and about 3% fewer out patients. Experience
elsewhere (eg Bloomsbury and Southend) shows that
activity can be sustained using fewer beds and

———ny,

etaff resources.

we are not convinced that further savings are not
possible in areas which will have no (even potential)
effect on patient services, Progress on competitive

tendering has been very slow in Hampstead - no tenders
have yet been awarded (see note F). Above all

I - ‘—_\
T —————— ——
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Hampstead's problems seem to flow from an

inability to contro. medical and surgical budgets.

Other Districts have found it possible to control these
through the introduction of clinical budgetting and

other ways of making clinicians more conscious of the

relative costs of different clincial practices without
jeopardising the quality of services to patients. (See note E),.

6. RAWP at national (or sub-regional) level would only be to
blame if one assumes

that the scope for making further, relatively small
savings on the cash limit is exhausted

——

that the scope for absorbing increased coste within
the allocation is exhausted

o mm—

that the scope for cost improvements to deliver the
same or greater level of service with fewer resources -
manpower, money, physical facilities-is exhausted

that there is little scope for controlling costs in
'demand led' areas such as drug prescribing

that the Royal Free  should not be affected by the
policy of equality of access under which the Thames
Regions are building up services in areas of high
population growth outside London,

s We are not convinced that the solution to Hampstead's undoubted
problems is to provide it or N E Thames with extra funds. It

might temporarily alleviate the symptoms. It would not solve the
problems.
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Line to take

We suggest the following line to take:

a) Government remains committed to equality of access
to services : is pursuing this at regional level
6n basis 5f manageable pace of change and expects
Regions to progress similarly. Pressure for slower
pace of change in some areas is matched by equally
strong pressure (from MPs and others) for faster
progress in,for example,Oxford, Wessex and SBhire
counties within Thames Regions. 'Stopping RAWP'
would disrupt other Regions’plans and provoke major
political problems;

decisions do take account of special pressures on
Thames Regions - N E Thames has a higher than planned
cash increase of 5,7% for 1986-87;

Government is looking at scope to refine RAWP formula
——— m—

as regions approach target. Review will irclude

teaching costs and cross-.boundary flows, both relevant

to London's teaching districts;

efficiency is also an essential element - Thames Regions
have scope to do more than other Regions;

there is scope for further self-~help in Hampstead eg
on competitive tendering, on getting budgets under
control and making better use of resources.
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petailed briefing notes are appended as follows:

National and Regional Allocation Policies

The effect on London

N E Thamees and Hampstead allocations in 1986/87

Hampstead's financial problem and the decision to
close 2 wards at Royal Free

Measures of efficiency in use of resources in Hampstead

Competitive Tendering,
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A. National and Regional Allocation Policies.

1. We agree that resource allocation must be done intelligently
and not mechanistically in a way that might damage services,

s stz
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2. At national level it is important to remember that allocations

are not based simplistically on RAWP targets, Allocations are

lgfgely based on historic funding levels with changes at the margin
determined in relation to RAWP's measure of each Region's distance

from its relative need. We remain committed to securing equal

access to health care across the country. The purpouse of the review

or RAWP which we have already put in hand is to look at the scope

for improving the way relative need is measured. This will include
study of teaching costes and inner c¢city costs with a view to improving
the sensitivity of RAWP,

5 At Regional level the same general point applies., As
recently as this Monday (17 March) the Chairman of N E Thames
RHA confirmed to Mr Hayhoe that the Region had moved away from
undue reliance on RAWP as a determining factor in sub-regional
resource allocation. A more sophisticated approach ie being
developed which relates changes in allocations to specific,
agreed and manageable service changes. The very small resource
reduction for Hampstead this year reflects this new approach.

4, At both national and regional level emphasis is on building
up local services that people want and expect for many people
who have traditionally had to travel to hospitals like the

Royal Free,
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The effect on London

ke National and Regional allocation policlies mean less for London not because

e

we need to rob Peter to pay Paul but rather because there is scope for savings

in London. The financial policy fellows the scope for greater efficiency and

————

structural change in the organisation of London's hospital services, it does

not leed it. The Thames Regions receive lower increases in funding than other

Regions  and within that are expected to find the resources to develop services in

the Shires,because their higher unit costs mean they have more scope to help
themselves by shaking out resources through increased efficiency. In addition
as we develop local services in the Shires and reduce the need to travel into
London for services that can and should be provided locally, so there will be
scope for planned reductions in certain services. All these changes together
with changes in medical practice,such as the development of day surgery may call
for fewer, more effectively used beds,
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The 1986/87 allocations: NE Thames and Hampstead

il NE Thames' allocation for 1986-87 shows & substantial increase on 1985-86 ~
57% or 1.2% more than the projected level of general inflation.

2. NE Thames has yet to decide on the allocations to its Districts, The RHA
will decide at its meeting on 24 March, The papers recommend no significant change

for Hampstead. The detailed figures are as follows:-

£ 000

1985/85 basic allocation 53,103
Cash uplift 4.5% 2,164
Part funding of Pay 701

1986/87 basic allocation 55,968
Adjusted as follows:
Efficiency savings -336
Growth pool contribution -22
Growth 194

Transfer of services to other
authority =10

4174,000 less than
1985/86

giving, after further adjustments
for Premature Retirements, and a
£179,000 increase for Joint Finance,

a ¢ash limit of
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D Hampstead's Financial Problem and the decision to close 2 wards at the

Royal Free

Financial position

1. The HAs decision to close 2 wards was & reaction to a projected shortfall
of £2m in 1986/87 between income and projected expenditure.

The shortfall is attributed to

national RAWP policies

re=distribution of funds within NE Thames

overspending on budgets (especially'demand—led'ones such as drugs and

blood products)
shortfall in funding pay awards
the effect of funding savings in previous years from reserves rather

than through identificaticn of recurring savings.

The HA acknowledged that the 86/87 problem was only partly due to savings required

to meet 86/87 reductions in allocation,

Reductions in allocaticn in the last 3 years have been as follows:
£,000

83/84

84/85 1,200

85/86 860

£2,770 m

While Examples of Increases in costs since 80/81 are
£,000
Drugs 816
Blood products 6217
Rates 25

Medical staff
costs 91

On call payments 37

Medicel and
Surgical Equipment 30

4&1.Bm
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A total loss in spending power over 4 years of £4.6m NB: with the exception
of rates all these areas are within the control of the HA - see Section E on

efficlency.
4, The main areas of overspending this year, projected intc next year are:-

£'000
Overspent On c¢umulative
vverspent

expenditure to Jen 86 of

Medical and Surgical equipment 200 4,200
Drugs 450 2,470
Diagnostic Depts 50 3,730
Administrative Services 140 3,476
Domestic and cleaning 28 2,954
Estate management 65 6,635
All other general services 120 2,126

Nursing services are £300,000 under spent on £16,173m - a welcome change from
anhistoriczally chronic lack of control on the budget. The bulk of the overspend

is at the Royazl Free., Friern(the only other major unit) is underspent.

Measures to make savings/control expencditure
18 1%

Measures taken {(totalling,if achieved, savings of £735,000) incluce:-

freeze on vacancies

review of out-of-hours lab requests

reduced domestic staffing following changes in practices

new arrangements for review of equipment drugs and theraputic substances
budgets

reduction in operating theatre sessions

The DHA's 1986/87 Short Term Programme identified other savings totelling, if
chleved, £660,000 in 1986/87, £700,000 in a full year.

Proposed closure of 2 wards

The HA concluded it had "no realistic alternative to msking plans for closure

of services". It agreed that detailed work proceed on closure of 2 wards from

and
1 May,LFontingency plans be prepared ftoclose 2 more during 86/87 in case thi
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became necessary. The estimated saving is £100,000 2 ward, No estimate

has yet been made on likely effect on workload.
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E. Measures of efficiency in use of resources in Hampstead

Activity and resource changes 1982-84

1. By comparison with the decline in financial resources activity and manpower

have changed as follows:

A. Patients Treated 1982 1983 1984 % change 82-84

Inpatient 25,694 26,366 26,726 +4%
Day cases 2,026 2,433 2,457 +17%
Outpatient 212,000 212,000 205,000 -3.4%

B, Manpower

All
Front line

Performance Indicators

7 Hampstead is an unusual District in that most of its resources are tled up in

two large units - the Royal Free Hospital and Friern Hospital. The scope for savings
from service rationalisation on to fewer sites (as in Bloomsbury with its 17 hospitals)
1s limited. Savings have to be found in the main from within the Royal Free.

e Indicators show a number of areas which would eppear to warrant investigation

to see if resources are being used to maximum effects-
(1) the numhers of theatres for asch savailahle bed 1s the highagt in the

country - twice &s high as the England average and much higher than in other
London Districts in NE Thames. Are all these theatres used efficiently?

(i1) overall length of stay,even after taking account of type of cases,is

high 1in general medicine, general surgery and trauma and orthopaedics. Post-

operative length of stay is very high in some specialties,

4, Very little day surgery is done. The idea of 5 day wards has been rejected in
the past. Both are attributed to medical opposition, The Region is encouraging
reconsideration and considers that « theatre utilisation stucy is needed to see if

gavings can be made without reductions in activity.
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5. Inpatient costs at the RF are the highest of the Reglon's 5 teaching
hospitals. The proportion of expenditure on direct patient care is 51.9% -

significantly below Regional average of 54.3%. The proportion of spend on
para-medical services is 13% compared to Regional average of 10.8%.
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F. Competitive Tendering

1. The exercise has not yet been completed for any of the 3 services. A

laundry contract commences in May 1986 and will produce savings of £40,000 &

year. Domestic services are due to go to tender in September this year. There
have been difficulties in obtaining tenders for catering services because of
problems over the physical condition of the kitchens at the Royal Free. The
District has persistently sought exemption for Friern Hospital on the grounds that
it will eventually close. The request has been refused and services will be put

to tender in March 1987 - within the national deadline.,

2, Many DHAs completed the exercise on at least one of their services a year ago.
Netionally savings are averaging at 33% (domestic) 10% (catering) 15% (laundry) of
cost., Hampstead's annual'budgets for these gervices are as follows, together with
savings that would be made if savings followed national trends:

£1000 1984/85 figures

Expenditure Possible saving

Laundry 380 57
Domestic 3,100 1,000
Catering 2,400 240,000

£5,880 £1,297




