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INTRODUCTION

This Command Paper sets out the Government’'s response to the Headth
Committee’s First Report of the Session 2001-2002 on the Role of the Private
Sector intheNHS.

The Government welcomes the Committee’s consideration of some of the
partnerships between the NHS and the independent sector and its recognition of
the positive role that the independent sector has played in helping to reduce
waiting timesfor NHS patients. Sincethe NHS Plan set out the framework for the
NHS to engage constructively with the independent sector to treat more NHS
patientswherethiswill provide high clinical standardsand good valuefor money,
thousands of NHS patients have been treated in independent hospitals.

As the Committee points out, partnerships between the public, private and
voluntary sectors have been afeature of the NHS sinceitsinception. They are now
more important than ever. To make best use of the significant investment the
Government is making in the NHS, and to meet patients' expectations, which
are rightly high, fundamental reform of the NHS is required. Not in how the
NHSisfunded or in the values on which it is founded, but in how it is organised.
The NHS cannot remain a monolithic, centrally-run monopoly provider.
Ideological or institutional boundaries should not stand in the way of better care
for NHS patients.

This Government is making the largest ever sustained increase in funding in the
history of the NHS. In the April 2002 Budget, the Chancellor announced
investment for the NHS in England: an average of 7.4 per cent in real terms
between 2002—03 and 2007-08. These resources will be committed to building
NHS capacity to enable more patients to be treated more quickly to higher
standards. There will be a refocusing of health services on the needs of patients
and to give them more choi ce about where and when they aretreated.

More choicefor patients requires more capacity in services. Consistent growthin
staff numbersandin capital infrastructurewill be needed if local NHS servicesare
to expand patient choicesand increase activity to meet theambitiouswaiting times
targets. Now, with theinvestment announced in the Budget, health and social care
organisations may plan ahead with confidence and stability.

The Government will help the NHS to recruit and retain more key staff. By
2008 the Government expects that the NHS will have net increases over the
September 2001 staff census of 35,000 nurses, 15,000 doctors and 35,000
scientistsand therapists.

Therewill also bemoregrowthin capital infrastructure. Private Finance Initiative
(PFI) major construction projectsareaready hel ping to deliver thelargest hospital
building programmeever inthe NHS. 64 major PFI hospital building projectshave
been initiated with avalue of over £7.5 billion and these al ong with medium sized
and smaller schemeswill ensurethat the NHS Plan target of 100 new hospitals by
2010will beeasily exceeded. The PFl isbeing extended to other partsof the health
and social care system and there will be substantial investment in new primary
carefacilitiesthrough NHSLIFT.



Much of theincreasein activity needed to reduce waiting timesfor patientswill be
achieved by increasing investment in existing NHS providers. But to meet the
challenge, the NHS aso needs to grow additional high quality, cost-effective
health care capacity. So, it isan explicit objective of Government health policy to
shift towards greater plurality and diversity in the delivery of elective surgery
services. This will result in a permanent, structural increase in the nature and
volume of health care services delivered to NHS patients in England. Care will
remain free at the point of use, based on patients’ need, not their ability to pay.

A new generation of diagnostic and treatment centres (DTCs) will be established,
separating elective from emergency work. Some of these DTCswill berun purely
by the NHS, some by the independent sector, some through partnerships between
public and private organisations. In addition, on 25 June 2002 the Government
published a prospectus, Growing Capacity: A New Role for External Healthcare
Providers in England, encouraging prospective providers in the independent
sector to invest in new surgical and diagnostic units using medical staff from
abroad. Therewill be anew sector in health care provision in England of units set
up and run by independent operators and staffed with overseas clinicians, helping
NHS commissioners to make radical and sustained in-roadsinto waiting timesin
key elective surgical specialties.

The Government intends primary caretrusts (PCTs) to be free to arrange care for
patients from the most appropriate provider whether they are public, private or
voluntary. To support this, the hospital payment system will switch to payment by
results, with incentives underpinned by explicit patient choice. By 2005 patients
will be ableto choose not just thelocation of their treatment but when to betreated
and by whom. Over the next four yearsan increasing proportion of each hospital’s
incomewill cometoit asaresult of the choices patients make.

The Government agrees with the Committee that there should be one
inspectorate for all providers of health care services. There will be a new tough
independent healthcare regulator/inspectorate covering both the NHS and the
independent sector, with a new Chief |nspector of Healthcare — not appointed by
Ministers and reporting annually to Parliament. An equivalent body will be
created for social services.

Working with providers from the independent sector and from overseas is not a
temporary measure. They will become a permanent feature of the new NHS
landscape and will provide NHS services. Different health care providers will
work to acommon ethos, common standards and acommon system of inspection.
Wherever patients are treated they remain NHS patients because they get care
according to NHS principles — treatment that is free and available according to
need, not ability to pay. Thisisthe modern definition of the NHS.



SUMMARY OF RECOMMENDATIONSAND RESPONSES

THE CONCORDAT

Capacity

(@

(b)

It remainsto be demonstrated that greater use of the capacity of the
independent sector poses no direct threat to resourcesin the public
sector. Careful definitions need to be adopted when defining
“shortages of capacity” in the NHS and “surplus capacity” in the
independent sector. We recommend that the Department should
commission an independent assessment of the impact of the
purchasing by the NHS of activity from independent providers on
staff availability within theNHS.

The Government agrees with the Committee that it isimportant that new
capacity is genuinely additional, and does not simply mean moving
capacity from one placeto another. Thisistrue of the development of new
capacity within NHS organisations, as it is of the use of capacity in the
independent sector.

The terms “shortages of capacity” and “surplus capacity” will have
different meanings in different circumstances. In some places, the NHS
needs—and theindependent sector can offer —additional capacity interms
of the time of skilled staff that might not otherwise be available to the
NHS. In other places, it may be that the need is for access to additional
facilities, including beds and operating theatres.

These issues are best addressed locally. That is why the Government has
asked each strategic health authority to prepare a capacity plan. Through
these plans, local health communities will take stock of the capacity
already available, assess the capacity they need to deliver objectives for
waiting and access, and systematically identify the most appropriate ways
of accessing the additional capacity they require. The Department of
Health does not, therefore, propose to commission a separate assessment,
focussing only on one aspect of the devel opment of new capacity, of the
kind the Committee recommends.

Wehaveno obj ection tothe NHS combatting shor tagesof capacity (in
terms, for example, of lack of theatre space or shortages of beds
staffed by nurses) by making usein the short-term of theindependent
sector. Moreover, we acknowledge that waiting lists of themselves
entail costsin termsof additional burdenson social care, thewelfare
system and the health serviceitself asa consequence of theadditional
expense of treating more advanced conditions. Above all longer
waiting timeshaveareal impact on patients quality of life. However,
wethink it imperativethat the NHS developssufficient acute capacity
to keep down waiting times. The extensive capital development
programme under way needs to be complemented by contractual
arrangementswhich ensurethat theNHShastheconsultant timeand



other resourcesit needsto carry out this higher level of activity. We
recommend that the Department, together with trusts, should look at
waysof providing further incentivesto staff towork for theNHS.

While welcoming the Committee’s acknowledgement of the role of the
independent sector in helping to bring down waiting timesfor patients, the
Government believesit will be needed for the mediumto long term.

The 2002 Budget resourceswill allow the NHS and social servicesto plan
increases in capacity, including additional beds, major hospital schemes
and the recruitment and retention of increasing numbers of key staff.

Capacity provided by independent sector providers will augment thisin
several ways. For example, aswell asthe use of existing spare capacity, the
Government is encouraging both UK and overseas providers to establish
new services here using clinical staff from abroad, specifically to provide
NHS services. What matters ultimately is not who manages particular
services — public, private or voluntary organisations — but that those
servicesdeliver high clinical standardsand good valuefor money, and that
thereisaco-ordinated overall increasein resourcesavailableto treat NHS
patients.

The Government agrees with the Committee that it is very important that
skilled individuals areincentivised to work for the NHS.

TheDepartment of Health hasrecently reached agreement with the British
Medical Association on a framework for a new consultant contract.
Implementation of the contract is planned to start from April 2003. The
Government believesthat this new framework, which has been devel oped
in partnership with NHS employer representatives, will help driveforward
major improvementsin NHS patient care. It will create a career structure
and remuneration system to reward consultants who make the biggest
contribution to NHS service delivery and who make a long-term
commitment to the NHS.

The new contract introduces a stronger, unambiguous framework of
contractual obligations, with greater management control over when
consultants work for the NHS and over their performance. It will tackle
any perceived or actual conflict of interest between consultants’ work for
the NHS and their own private work, for the first time writing into the
contract the overriding principle that an NHS consultant’s first and
foremost commitment is to the NHS and to their NHS patients and that
work for the NHS must take priority over any work undertaken for other
organisations. There will also be a new set of contractual provisions
governing the relationship between consultants’ NHS commitments and
any private practicethey undertake. Pay progressionwill depend, amongst
other criteria, on consultants having met therequired standards of conduct
embodied in these provisions.

The contract framework aso includes a number of incentives for
consultants committed to the NHS. For example, there will be additional
supplements for on-call availability and recognition for consultants with
flexible working patternsincluding out-of -hourswork.



(d)

(©

For other health professionals, the Government is committed to
concluding talks on Agenda for Change — its proposals for modernising
pay for themajority of NHS staff. Agenda for Change has been devel oped
in partnership with NHS employers and staff side organisations. Theaim
isto ensurethat the pay system refl ectsthe contribution staff maketo NHS
services. A single job evaluation scheme will be an important part of the
new pay system helping it to deliver fair pay, consistent with the principle
of equal pay for work of equal value. The new system will give greater
opportunities for career progression for staff who are willing to take on
new responsibilities, skills and knowledge. These, together with
consistent conditionsof service, will provide acoherent system of pay and
conditionsrecognising what peopl e contribute to the NHS.

Of course, incentivesto work inthe NHS go beyond pay. The Government
has made significant investment aimed at making the NHS an employer of
choice, including developmentsin childcare, flexible retirement and work
undertaken through the Positively Diverse organisational development
programme. For example, the childcare strategy is focusing on the
development of around 150 on-site nurseries by 2004.

By April 2003 NHS organi sationswill berequired to achieve accreditation
against the Improving Working Livesstandard announced intheNHS Plan:
that every member of staff in the NHS is entitled to work for an
organisation which is committed to providing arange of flexibleworking
conditions, including flexible working patterns, team-based self-
rostering, annual hoursand flexitime.

Werecommend that the Department publishesdata on theimpact of
this measure [consultants working exclusively for the NHS for a
period of seven year sfollowingtheir qualification] on NHScapacity to
enable planning of the other resources needed to match any
additional consultant availability.

The new contract framework includes the expectation that consultantsin
the first seven years of their career will be expected to make available to
the NHS (in preference to other organisations) the first portion of any
gpare professional capacity that they have, up to the working time
regulationslimit of 48 hoursper week. Thiswill achievethe Government’s
objective of securing consultants’ full commitment to the NHS during the
first phase of their career. Planning of resources to increase activity, for
which consultant resources are animportant part, isdiscussed above.

The current balance of provision between public and independent
sectorsis clearly under review. So we believe that now would be an
appropriatetimefor the Department of Health to ensuretrusts have
undertaken a recent cost-benefit analysis of the reclaiming for the
NHSof capacity utilized toprovideprivatepay bedsin NHShospitals.
Thiscould establish whether there areany trustswhich might find it
more cost-effective to use this capacity within the NHS instead of
buyingin operationsfrom independent hospitals.

The Government agreesthat NHS trusts should examinewhether capacity
used to treat private patients could be more cost-effectively used to treat
NHS patients.
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Income generated by treating private patients is ploughed back into NHS
services. However, the first priority of the NHS is to treat NHS patients.
NHShospitalsmay only treat private patientsin pay bedsor private patient
unitswherethat does not interfere with care for NHS patients.

Strategic health authorities are engaged in capacity planning with the
PCTs and acute trusts in each area to secure the capacity to deliver the
NHS Plan waiting time and emergency care targets. They will be
considering whichinterventionsarelikely tobemost appropriateto secure
the necessary capacity locally. One of the possibilities they have been
asked to consider isturning one or more NHS private patient units over to
exclusive use for NHS patients, considering the costs and benefits to the
NHS of maintaining the units against using them to treat NHS patients
exclusively.

We would like to point out that it is now almost two years since our
predecessor Committee published its report into Consultants
Contracts which expressed " astonishment” that job plans, reviewed
annually, were not in place for every consultant. Our predecessor
Committee’'s report prompted the then Government to say that it
regarded job planning as“ aclear and compulsory activity”.

The Government shares the Committee’s view of the importance of
jobplans.

The agreed framework for the new consultant contract includes a new
system of mandatory job planning. This will provide a much more
effective system of planning and timetabling consultants' duties and
activities for the NHS, giving NHS employers the ability to manage
consultants’ timein waysthat best meet |ocal service needsand priorities.
The key elements of these new arrangementsinclude: replacement of the
current system of fixed and flexible sessions with a system in which all
NHS work (except unpredictable emergency work) is timetabled and
typically carried out on-site with no non-NHS work during this time; a
new framework for setting and reviewing job plans; and anew, longer pay
scale with progression through new pay thresholds based on meeting
commitmentsand job plans.

Unlikethe previoussystem, consultantswill be expected totake partinthe
job planning and appraisal process, holding current job plans agreed
annually and meeting commitments set out inthosejob plans. Thiswill be
a contractual requirement and will determine access to further pay
progression. Consultantswill also be expected to meet (or take reasonable
stepsto meet) objectives set in job planning.

We bélieve that the Department should ensure that all consultants
have job plans and that this is an essential prerequisite for the
appraisal of NHS consultants. Since appraisal and revalidation are
being progressively introduced for all registered medical
practitioners, thereisscopefor consider ation tobegiven totheimpact
of any work done in the independent sector on a consultant’s NHS
responsibilities. We recommend that this opportunity is taken and
that the resulting mechanisms should include provisions (for
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example, sanctions in relation to pay and conditions) which guard
against the potential conflict of interests for consultants working in
both theNHSand independent sectors.

Under recently introduced arrangements, consultants are required to
attach a job plan to their appraisal forms before the appraisal interview
takes place. The appraisa documentation (launched for consultants in
April 2001) also requires the consultant to compl ete a section describing
their whole practice, including work in the independent sector. This
provides the NHS with an overview of the doctor’s practice and
development needs and will aso be helpful to the General Medical
Council inlooking at theindividual’s evidencefor revalidation.

Under the new consultant contract, there will be a new system of job
planning, with annual job plan reviews. Job plans will set out a
consultant’s duties, commitments and responsibilities and programme al
of aconsultant’'s NHS work into atimetable. The annual job plan review
will assess performance against the job plan and agree the work
programme, responsibilities and service and personal objectives for the
following year. Consultantswill berequired to inform NHS employers of
all their work inthe independent sector as part of this.

The Government and the British Medical Association have also agreed
that for the first time there will be a new set of contractual provisions
governing the relationship between consultants’ NHS commitments and
any private practice they undertake. These rules will be designed to
minimisethe potential for conflictsof interest to arise between privateand
NHS commitments. Employers will be required to satisfy themselves
annually that aconsultant ismeeting the requirements set out intheserules
in determining eligibility for pay progression.

Inorder toensuregreater accountability, werecommend that details
of paymentsfor NHS activity madeto consultantsworkingin private
settingsshould be published by trust boar ds.

The Government does not agree that details of payments made to
individual consultants for their work treating NHS patients in private
settings should be published. Arrangements made between NHS trusts
and independent providers are typically for the provision of a package of
care for patients, which includes treatment by consultants alongside
nursing care, accommodati on, medi cation and other servicesasnecessary.
In such cases, consultants typically negotiate their fees with the
independent provider and not directly with the NHS trust. Some NHS
consultants do also undertake sessions in independent hospitals working
directly for their NHS employer (with the independent provider being
responsible for the provision of the facilities and associated nursing and
other services). However, the Government does not believe it would be
appropriate to require NHS employers in such cases to publish details of
individual consultants' remuneration.
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Equity in Access

(h)

(i)

It would be invidious if the uneven geographical distribution of
independent sector provision exacer bated inequalitiesin waiting lists
and times. Therefore we recommend that further money aimed at
reducing waiting listsand timesshould not be ear mar ked specifically
for Concordat activity or restricted totheuseof privateand voluntary
sector provision but should be available for use in whatever way is
best suited tolocal circumstances. Thismay includethe development
of local NHS capacity.

Strategic health authorities are in the process of carrying out a
comprehensive capacity planning exercise to identify local capacity
requirementsand ways of meeting them. These planswill inform strategic
decisions about the devel opment of new NHS capacity, aswell asthe use
of existing spare capacity within the independent sector. By taking a
strategic approach to capacity planning, wewill avoid theinconsistencies
and inequities that can result from looking in isolation at particular
elements of capacity.

Itisthe Government’sintention to reduceto aminimum the earmarking by
the Department of Health of local NHS resources, so that primary care
trusts will have discretion over how growing NHS resources are used.
However, by itsvery nature, earmarking is used to address specific issues
at specific times, and thereforewe do not think it would be sensibletorule
out categorically any particular use of earmarked funding in thefuture.

A basic tenet of the National Health Service is that there should
be equal access for those with equal need. This principle underpins
the Government’s policy of national targets for waiting times, for
access to cancer treatment and the progressive development of
national service frameworks. Strategies for the development of
services take account of the drive for equity of provision, though
cliniciansthemselveswill rank thepriority of individual patients. We
judge it to be essential that the use, by the NHS, of clinical capacity
within theindependent health care sector doesnot depart from these
positions. NHS waiting times should therefore be maintained on a
basis that ensures equity of accessto health care services contracted
from the independent sector irrespective of the locality of the
commissioning authority.

The Government agreesthat the use of theindependent sector totreat NHS
patients must be governed by the fundamental principles of the NHS,
including the principle that care should be free at the point of use and
provided in accordance with clinical need, not ability to pay. It believes
that the use by the NHS of spare capacity in the independent sector
promotes equity of access by enabling NHS patients to be treated sooner
than might otherwise have been the case.

Infuture, it islikely that primary care trusts, either singly or jointly, will
increasingly contract with independent sector providers for blocks of
service over aperiod. Those independent providerswill, like NHS trusts,
be expected to prioritise the referral s they receive from different sources.



We will expect the primary care trusts commissioning such services to
ensure that the independent providers prioritise in accordance with best
NHS practice.

However, contractswith independent providersare often for the treatment
of arelatively small number of patients of broadly equal clinical priority
who have aready spent some time on aNHS trust’s waiting list. In these
cases, the patients effectively remain on the relevant NHS trust’s waiting
list and the independent provider is required by its contract to treat each
patient within a fixed and, typically, quite short time. In such cases, the
independent provider has no control over the time that patients have been
waiting beforetheir careis* sub-contracted” inthisway. It could therefore
be that an independent provider has such contracts with more than one
trust, whose patients have been waiting for different periods.

In these circumstances, the Government believesthat it would neither be
practical nor sensible for an independent provider to delay treatment of
one group of NHS patients until it had completed treatment of patients
from another trust who had perhapswaited longer, any morethan it would
be sensiblefor onetrust to delay treating its patientsuntil itswaiting times
matched those of another trust. That would mean |evelling down standards
of accessrather than levelling them up. It will be sufficient for the provider
to ensure that al the patients are treated within the periods fixed in the
relevant contact.

Independent providersshould not, of course, accept contractstotreat NHS
patients unless they are capable of executing them fully within the
specified times. In the unlikely event that a provider could not fulfil
multiple contractswithout distorting clinical priorities, wewould expect it
to raise the problem with the relevant NHS bodies, who would between
them agree an appropriate solution. Primary care trusts are expected to
ensurethat all patientsfor whom care has been commissioned will receive
treatment within the relevant waiting time standards.

Valuefor Money of Concordat Activity

()

Theresultsof theEast Surrey survey of thecostsof Concor dat activity
are encouraging, but given the very wide regional variationsin the
costs of work carried out under the Concordat, wefind it hard to see
how the public can be confident it is always getting value for money.
M oreover NHSreference costs, which arethemselves subject towide
variation, are not yet an appropriate means of judging value for
money. Webelievethat theAudit Commission should urgently review
arepresentative sample of thisactivity to assess value for money. We
also believe that the Department should take urgent stepsto improve
the methodology underlying NHS reference costs so that they can
eventually act asa meaningful benchmark.

The Government has been open about the fact that some NHS bodieshave
been more successful than others in negotiating prices with the
independent sector. However, experience shows that the best prices
available are competitive against the costs of providing serviceswithin a
NHStrust.

11
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(k)

To improve value for money (VFM), we are encouraging NHS bodies to
take a more planned and co-ordinated approach to commissioning. Best
prices are unlikely to be obtained by spot purchasing. Better prices
can be negotiated by commissioning larger volumes of activity more
evenly spaced across the year, rather than only during winter months,
when the independent sector, like the NHS, tends to have less spare
capacity available.

The Government doesnot accept that NHS reference costscurrently fail to
provide meaningful benchmarks for the true cost of providing NHS
services. Reference costs provide useful management information to
health bodies on how their costs compare. They areinterpreted locally in
the light of local knowledge of the circumstances of each health body.
Reference costs are not in themselves a sufficient measure of value for
money, nor will they beinthe near future. But they assist in the assessment
of VFM aongside indicators relating to the quality of service delivery.
When contracting with independent providers, the NHS will be expected
to be aert to the pricesthat they are being asked to pay, asthey would for
any procurement, and reference costs offer a benchmark for individual
aspectsof healthcare.

Thereference costs quoted inthe Committee’ sreport werefor 1999/2000.
Since then a number of actions have been taken to further improve the
robustness of reference costs:

e the NHS Costing Manua has been revised and the costing
guidance has been tightened in a number of areas. This continues
to be an iterative process and responds to issues raised in each
year'scollection;

e Disgtrict Audit haveledwork in somelocal areasto audit thereference
costs process as part of thefinal accountsaudit processes;

e averification process has been introduced which allows all NHS
organisations submitting reference costs the opportunity to verify
their individual organisational data prior to the production of
consolidated figures. The previous year's averages are used as a
baseline for comparison in the verification report and levels of
variation from this mean are shown to assist each organisation in
assessing the reliability and reasonableness of the figures produced
by costing systems,

o the statement of compliance to be signed by the Finance Director of
each organisation has been amended to state that the individual
confirms that the costing has been carried out in line with al the
current costing guidance and the NHS Costing manual .

Wearealso concerned that independent provider smay sell activity to
the NHS with a view to establishing a dependence on their services
which would then put them in aposition toincreasepricestotheNHS
in the future. We have received no assurance that if thereisto be a
longer term relationship with the private sector then contract prices
with the NHS will be protected in the longer term. Where spot
purchasing is taking place, for example to reduce waiting lists, in
general we would expect the prices to be below relevant NHS
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reference costsasthe NHS should be ableto useitsbargaining power
to pay not much more than marginal cost for this activity.
We recommend that the Audit Commission is given aright of access
to independent sector providers of NHS healthcare, and that
“open book accounting” principles should operate in respect of
theseproviders.

In the medium term, the Government’sintention isthat NHS serviceswill
be commissioned from all providers, whether public, private or voluntary,
within the same overall financial framework. Thiswill provide standard
tariffsbased on Healthcare Resource Groups (HRGS), or other appropriate
measures, for activity regardless of provider (although reflecting
unavoidable differences in costs in different parts of the country). By
2005-06 most funding flowsfor NHS hospital treatment will bebased ona
price per caseinthisway.

Including independent providers within the overall system of standard
tariffs will provide a new framework of prices within which the NHS
locally may negotiate contracts focusing on volume, appropriateness and
quality. This will in turn protect the NHS against the kind of increased
prices to which the Committee refers and will facilitate the
implementation of genuine choice for patients. We will be working with
the NHS and with independent providers to develop and pilot these new
arrangements, and to ensure an orderly transition.

All arrangements for NHS patients to be treated by independent sector
providers must be based on an appropriate legal contract, covering
amongst other thingsrobust arrangementsfor financial audit. “ Open-book
accounting” principles are likely to be appropriate where the NHS is the
main or exclusive purchaser of servicesfrom agiven facility, for example
an independently run diagnostic and treatment centre. However, they will
be less appropriate where the NHS is only one of a number of
commissioners, for example, where it is commissioning only spare
capacity within an existing independent hospital.

In April 2002, the Government announced the creation of a new
independent healthcare inspectorate, which will bring together the work
of the Commission for Health Improvement, the private health carerole of
the National Care Standards Commission and the health value for money
work of theAudit Commission. Rights of accesswill be considered aspart
of the development of that new body.

We further recommend that the Government introduces guidelines
on the basis of which all NHS trusts will be required to develop
explicit, publicly available protocols setting out the principles
governingtheir useof theindependent sector.

In April 2002, the Department of Health issued Health Service Circular
2002/007 Securing Service Delivery: Commissioning Freedoms of
Primary Care Trusts reinforcing the discretion PCTs have in
commissioning carefor NHS patients. It stated that PCTs should feel free
to commission care from wherever they can obtain the best services for
patients, and that commissioning decisions should be judged against the
twin tests of high clinical standards and good value for money. These are

13
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the key principles by which al NHS organisations should enter into
partnerships with the independent sector. It is, of course, important that
decisions about the use of the independent sector are fully consistent and
integrated with local NHS strategies and that patients and the public are
properly involved and informed, but the Government does not think that it
would make sense to mandate the way in which this should be done.

Thelnteroperation of Publicand Private Healthcare: Regulatory and
Training I ssues

(m)

(n)

We note that the Government plans to make regulations so that the
Commission for Health |mprovement may exer cisetheNational Care
Standards Commission’s function of inspection in relation to
independent hospitals. We would be very concerned if such
arrangements resulted in a diminution of health care skillsin the
regulation and inspection of nursing and health care services
provided to people accommodated in social care settings—including
those of carehomesin which nursing careisprovided

Our predecessor Committee’s report into the Regulation of Private
and other Independent Healthcare drew attention to some of the
difficulties caused by separate arrangements for the regulation and
accountability of the public and independent sectors. Ever greater
degrees of transfer between the two sectors place even greater
question marks over the sustainability of separate regimes. In the
light of the Government’s reply to the Kennedy report and the
Secretary of State's argument that CHI and the Care Standards
Commission have been developing powers to share their work, we
recommend that the Government produces a common regulatory
framework asamatter of urgency.

In Delivering the NHSPlan (April 2002), the Government announced the
establishment of new health and social care inspectorates. A new health
care inspectorate will bring together the work of the Commission for
Health Improvement (CHI), the private health care role of the National
Care Standards Commission (NCSC) and the health valuefor money work
of the Audit Commission. A new social care inspectorate will bring
together the Social Services Inspectorate (currently part of the
Department of Health) and the social care functions of the National Care
Standards Commission. Legidation will be introduced to establish these
new bodies as soon as Parliamentary timeallows.

The Government is reviewing how CHI and the NCSC can best work
together prior to the introduction of the new health inspectorate, which
will have responsibility for both public and independent health carein a
common regulatory framework.

The intention is that these joint working arrangements — and the future
introduction of a new social care inspectorate — will not lead to any
diminution in the health skillsin the regulation and inspection of nursing
and health care services provided to people accommodated in social care
settings.
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Webelievethereisacasefor theindependent sector taking on mor e of
the burden of training staff and call on the Department to consider
imposing a levy on the independent sector towards the training,
includingfirst qualification, of somehealth professionals.

The Government isnot currently persuaded that therewould be significant
benefits in imposing alevy on independent sector employers to support
the education of healthcare professionals. Thevast majority of peoplewho
receivetheir professional education and training within or associated with
the NHS go on to work within the NHS. We will however keep the issue
under review.

It should be noted that the independent sector does provide extensive
facilities for the support of placements for trainees for the healthcare
professions and the Government welcomestheir plansfor more provision
of thiskind.

Furthermore, independent acute hospitals treating mainly privately-
funded patientsemploy only aminority of nursing staff in theindependent
sector. The majority work in independent sector nursing homes where
most patients are funded at public expense. It is estimated that around two
thirdsof an average nursing home'sincomeisderived fromlocal authority
or social security payments. The levy of a charge on such homes could
shift costs between different areas of public expenditure, and would also
belikely toimpose asignificant burden on private clientsin such homes.

In addition, athough NHS funding for the tuition of healthcare
professionalsisdrawn from resourcesfor health, itisnot directly levied on
NHS or independent sector employers. The NHS benefits from the
investment from the years in which the staff work in the NHS. The
Secretary of State for Health has no existing legal power to charge the
independent sector for the training of professionals, so a change would
require primary legislation. The maintenance of alevel playing field in
cost termswould require any levy to beimposed on both the independent
and public sectors which would mean significant cost shifting and,
potentially, additional bureaucracy withinthe NHS.
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TREATING NHSPATIENTSABROAD

(P)

In the short-term at least, we believe that the treatment of NHS
patients abroad is likely to prove a fairly marginal activity. Initial
patient reactions seem to be encouraging and the excess capacity in
continental Europe offers the possibility of the NHS securing good
valuefor money and reducing waiting lists. Clearly it isessential that
patients are assured of the quality of the care they receive. So we
believe that the Commission for Health Improvement is the
appropriate body to inspect standards in hospitals abroad treating
NHS patients. It is also essential that robust mechanisms are put in
placeto ensurethat patient follow-up can successfully take placeand
that the Department setsout clearly the legal implications of adver se
clinical incidents.

The opportunity to travel abroad for NHS treatment is important for
individual patients, although the Government agrees that the number of
NHS patientstravelling abroad for treatment in thefuturewill beafraction
of overall NHS activity.

Asagenera rule, the Government’s preference isto bring spare capacity
from other health systems to the patients rather than large numbers of
patientstravelling to other European countries. Thissummer therewill be
some “first mover” schemesto bring clinical teamsover to operatein this
country. By the autumn the Department of Health expects to have firm
plansfor how to use clinical teams morewidely in the NHS and, with the
publication of Growing Capacity: A New Role for External Healthcare
Providers in England, discussions are also now under way about the
potential for new units to be established by independent operators and
staffed by overseasclinicians.

To ensure that the referral of NHS patients to other European countriesis
managed effectively, the Department of Health has set up lead
commissioning arrangements. The lead commissioners are based in
London and the South of England, as these are the areas of greatest
pressure on waiting times. NHS trusts in other parts of England are
encouraged to use these arrangements.

The Commission for Health Improvement will look at the commissioning
arrangements made by the lead commissioners or other NHS bodies
whose patients are treated overseas as part of its review, investigation, or
inspection processes in those NHS bodies. In addition, the Government’s
intention is that contracts with overseas providers will require them to
afford reasonabl e accessto CHI and other appropriate bodies.



The Government agrees that it is important that patients receive
appropriate follow-up treatment. It is important that patients’ care is not
made any more difficult at any stage as a result of receiving part of their
treatment in a hospital overseas, just asis the case when patients receive
part of their treatment in a UK independent hospital. Responsibilities
should be made clear in contracts and planning done to ensure that
effective arrangements are in place for the whole of patients care
pathways. For example, clinicians working for the French provider
involved in one of the pilot schemes in the first part of 2002 travelled to
England to undertake pre- and post-operative appoi ntments.

Patients treated overseas remain NHS patients, and the Government’s
policy is that patients going overseas should have the same rights of
redress as other NHS patients. Although patients might also have legal
avenuesopentothemintheforeign courts, the Government’s presumption
isthat patients who wish to pursue litigation will prefer to do so through
the English system.
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THE PRIVATE FINANCE INITIATIVE

(@)

PFI is still being blamed for numerous ills not directly related to
it whereas the many benefits ascribed to PFI have yet to be proved.
The time has come for a more rational and objective debate, and it
isthe responsibility of the Government to take the lead in achieving
this. In order to achieve this there has to be more transparency,
opennessand accountability.

The Government welcomes the call for a more rational and objective
debate about the Private Finance Initiative (PFl), and accepts the
Government’s role in this. The Government will continue to provide as
much information as possible in response to inquiries and reports, for
exampleto this Committee and to the National Audit Office.

Bed Numbers

(r)

Those on either side of the argument are adamant in their assertions
or denials that PFI has an impact on bed numbers. The planning
processisdesigned to ensurethat thereisnoimpact: bed levelsare set
before the funding route for a hospital is determined. Central
Manchester NHS Trust thought that PFI might exert an indirect
pressureon bed numbers, though theother threetrustswequestioned
said that there was no connection between PFl and bed numbers.
What isnot in doubt isthefact that thelack of transparency in the PFI
processhasbeen partly responsiblefor theimpression that PFI can be
equated with areduction in thenumber of beds. What may alsobethe
caseisthat the PFI hasprovided a convenient scapegoat to beblamed
for poor bed planning, something which we hope the National Beds
Inquiry has addressed. From the evidence we have taken we do not
believe that PFI necessarily leads to reductionsin bed numbers. We
recommend that the government reinforces the planning rules for
new hospitalsby makingit clear totruststhat thereshould not beany
pressure to reduce the capacity of hospitals regardless of which
funding mechanism isused.

The Government wel comesthe Committee’ sfinding that the PFI does not
necessarily lead to reductionsin bed numbers. The Department of Health
will continue to provide information on the next waves of major schemes
asthey reach financial close to demonstrate that this remainsthe case. As
the Committee’ sreport says, the National Beds I nquiry has now brought a
national approach to service and bed planning which was set out in Health
Service Circular 2001/003 issued to the NHS in February 2001. The
circular states categoricaly that no health authority should plan for a
reduction in beds, including genera and acute beds, unless there is very
clear justification based on exceptional local circumstances.

This requirement has also applied to al the PFI schemes that had not yet
reached financial close by that date. All of the 29 schemes approved to go
ahead under PFI in February 2001 are planning bed increases or are bed



neutral. The first 17 of these schemes (5 that have already gone to the
market and 12 that are expected to be advertised in the next six months)
plan anincreasein NHS beds of some 1600.

For these and future schemes, the Department of Health requires the bed
numbersto be provided in each schemeto be clearly set out right from the
beginning to achievetransparency within the national framework. Thebed
numbersare publishedinthe outline business casesin accordancewith the
Department’s guidance on openness, which means they are available for
viewingintheLibrariesof theHousesof Commonsand Lordsaswell asin
themain publiclibrary inthearea. The other outline business caseswill be
similarly published asthey cometo market.

Valuefor Money

(9)

(t)

Valuation of ‘risk’ is the key determinant of value for money as
between the PFI and Public Sector Comparator. Yet risk valuation is
asmuch of an art asascience. It must, however, beclearly under stood
that saying that risk isdifficult to value is not the same as implying
that risk issomehow cost-free. It isnot in theinterest of the taxpayer
to transfer as much risk as possible to the private sector since risk
attractscost. What isessential isthat an optimal transfer of risk takes
place, with the private sector partner taking only therisksit is best
equipped to manage. Again, moretransparency would be beneficial,
sothat thepartner best ableto managetherisk isidentified

Given the current discount rate was set when rates were higher, a
lower rate may now be more appropriate. We recognise that other
factorsneed tobeconsidered in thecurrent review but wewould want
to be assured that the fact that the calculations to establish the PSC
aresocomplexisnot beingused asan excuseto manipulatethe PSC to
produce whatever result is needed. To stop such a view gaining
credence we recommend that the National Audit Office should
assess the PSC process as a matter of urgency in the light of any
revison of Treasury accounting rules. It is essential that the
calculations underlying the deter mination of the PSC are clear, and
that the means by which VFM is established are transparent and in
thepublic domain

Government policy on risk has always been that it should be allocated to
whichever party is best able to manage it. The Department of Health has
had arisk allocation matrix initsguidancefor trustsfor several yearswith
recommended optimal positions for health schemes, athough each
scheme has to consider risk on a case by case basis to reflect its own
circumstances. Risk evaluation and costing is a complex area and to
standardise approaches and improve consistency, standard risk register
pro-formas were introduced at the same time as the risk matrix. The
completed formsmust beincluded in annexesto business cases, which are
made public.

Detailed guidance has also been produced on developing Public Sector
Comparators (PSCs) by the Treasury and the Department of Health.
Calculation of PFI and PSC optionsmust be clearly set out in the business
case. The value for money (VFM) calculation is assessed by the
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Department of Health’s Economics and Operational Research Branch
when the cases are submitted for approval. Discounting cash flows has
been the method advocated by the Treasury to establish VFM between
different investment options since the 1970s and the current rate of 6%
predates PFI . It istherefore not arate set to favour PFl. There are arange
of viewsover what rate should be used and what it representsand these are
currently being considered in areview by the Treasury.

ThePublic Sector Compar ator

(u)

(V)

Thequestion of arealistic Public Sector Comparator (PSC) hasto be
addressed. Comparing the PFI with the PSC may well provethat the
PFl is value for money against an artificial comparison, without
proving that it isvalue for money in absolute terms. We recommend
that the Department refinestheway in which the PSC isconstructed.
What needs to be carefully assessed is how great the non-VFM
benefits are and to what extent they are directly a result of the
financing mechanism. Wefurther recommend that the National Audit
Office undertakes immediate urgent studies of several major health
schemes to establish the economic aspects of VFM: it is the
appropriate expert body and is statutorily independent of
Government. Given the enormous expenditure consequence of PFI
schemes, and their long-term nature, we would ask the NAO and the
Department towork to atighter timetablethan they would normally
follow in drawing up such assessments and to report their
preliminary findings to this Committee as well as the Committee of
PublicAccounts.

And, asit isthe case that some of these [new hospital build] schemes
would not attract conventional funding then the NHS should be
transparent about thisand in these schemesthereal comparison tobe
put to the public should be the comparison between the PFI and the
costsand benefitsof not proceeding with the PFI project

Trustsarerequired to assess non-financial factorsbetween optionsin both
their outline business case and full business case. Weighting and scoring
techniques are the suggested way for factors like access, flexibility and
functionality to be compared between the PSC and PFl options. PFI
Technical Note 5 issued by the Treasury sets out the principles for
constructing public sector comparators which are followed in the NHS.
That may be subject to change as a result of the current review by the
Treasury and the Department of Health will adopt any amended
guidelines.

The National Audit Office (NAO) looks closely at the value for money
analysis as part of its examination of individual PFI projects. Many such
reports have now been completed on PFl projects across al areas of
Government activity, including health. The NAO is currently examining
themajor West Middlesex NHS Trust PFI scheme. Their report isexpected
in the autumn. The Government welcomes NAO investigations and
reportsinto any NHS PFI scheme. However it isup to the NAO to decide
on which projects or issues they wish to examine in their future work
programme.



If schemes could not attract conventional funding the Department of
Health would ensure that thiswas clearly stated in the business case. The
department’s guidance will reflect this when it is next revised. If public
funds are not available, then this is equivalent to a “do nothing” option
which is one of the options considered at outline business case stage.
Another optionwill have been preferred on cost benefit groundsand thisis
the option which is worked up into the public sector comparator. As PFI
has been shown to be better value for money than the PSC then it follows
that PFI will be better VFM than the* do nothing” option.

TheNHSasPurchasers

(w)

For the NHSto purchase capacity by meansof the PFI in a consistent
and informed fashion it must provide trusts with a relevant pool of
experience upon which they can draw. Trusts are often negotiating
PFI contractsfor thefirst timewith companieswho bring far greater
experience to bear. There have been some advances. The
Department’s central PFI unit has made great strides since the
earliest PFI projects and the standardisation of contracts and other
documentation hasclearly been most beneficial. But wewould prefer
to see greater sharing of central expertise. We recommend that the
Department takesresponsibility for ensuring that thereisa cadre of
people with wide-ranging experience and expertise in dealing with
PFI availableto each trust negotiating a new PFI project.

The Government fully agrees with this recommendation. The guidance
Improving PFI Procurement issued to the NHSin March 2002 included an
outline of future developments within the Department of Health Private
Finance Unit (PFU) to enable appropriate advice and support to be
channelled towardsthose trustswhich need it.

M easures being taken include thefollowing:

o thePFU will beincreasing its staffing complement to ensure projects
receive a higher level of support and guidance. The aim is for al
schemesto benefit from mentoring by a PFU consultant on aone-to-
onebasisright from the start;

e the department is to apply the Office of Government Commerce
“Gateway” process to provide independent peer review of NHS
schemes at stages in the procurement to advise project teams and
ensure that best practice is applied to their project management. It
has appointed a Gateway director and in due course a Gateway team
will berecruited by the PFU;

e aproject directors course has been established by NHS Estates at
Lancaster University which is now on its third intake. Similar
programmes have been established with South Bank University and
Portsmouth University, which will commencein September 2002;

e severa project directors and managers on the schemes approved to
proceed with PFI in February 2001 are now on their second projects.
For example, the project directors at Bradford, Walsgrave and
Oxford Radcliffe have al been though the PFI process before with
other schemes.
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The PFU has also recently produced further standardised documentation,
for example, output specifications and preliminary invitation to negotiate
documentswhich are now available on awebsite. These enable NHS trust
personnel to concentrate on project-specific matters.

PFIl Contracts

(x)

v)

For the debate on PFI to move forward far greater transparency is
needed. Lengthy and impenetrable documents do little to inspire
confidencein theprocess. Thisisan obstacleto objective scrutiny. We
recommend that it should be arequirement of the PFI proposal that
simplified summary documentation, including a financial summary,
should be produced in astandard format and in aform intelligibleto
lay reader sfor all stagesof thePFI procedureand the PSC

PFI documentation should be made more accessible. While there
clearly exists a tension between the imperatives of commercial
confidentiality on the one hand and opennessin the decision making
process on the other, we believe that the Government hasto givethe
lead here and insist that, in privately financed but publicly funded
projects with such long-term revenue consequences, the balance
should betilted firmly in favour of greater openness(paragraph 109).

The Government has taken a number of initiatives to try to ensure
transparency in the PFI process. These include making business
cases available in public libraries, involving Community Health
Councils in consultation on substantial developments and encouraging
trusts to involve trade union representatives in discussions with short-
listed bidders.

However, we accept the Committee’ srecommendation that more could be
done and we will in future require both outline business cases and full
business casesto include ashort, succinct executive summary to providea
clear overview of the key aspects of the scheme. These will be published
on NHSwebsites. Also, the Department of Health PFU isto commissiona
plain English summary of the standard form contract which will be made
availableto all trustsand to the general public.

A number of PFl schemes already have dedicated websites to provide
information to the public. The department will extend this practice and
reguest that each trust undertaking amajor PFl scheme establishes such a
website so that up-to-date information and business cases are made more
readily availableto thepublic.

Thelmpact of PFI on theL ocal Health Economy

@)

It could be argued that PFl has the potential to inhibit long-term
flexibility in the light of new technologies and changing patter ns of
care. TheGovernment must ensurethat PFI contractsaresufficiently
flexible to be able to respond to changes in demand without major
penaltiesto the NHS. Therefore werecommend that the Department
should assess the future structure and requirement for health assets
and that all futurecontracts- whether PFI or conventionally funded —
should beexamined in thislight.



From the beginning of the PFI hospital building programme in 1997-98
the Department of Health has recognised the inherent risks and
uncertainties involved in service planning. The PFI guidance has placed
emphasis on patient environment factors and output specifications sent to
bidders must state that flexibility and adaptability should be key features
of the design to allow for changes throughout the 30 year contract period.
Thisisformally recognised in the PFI contract between the partieswith a
‘variation of services clause alowing for this. Contract clauses on
equipment alow for replacements to keep up with technological
advances. Costswill beincurred by trustsif PFI contract servicevariations
arise and assets have to be adapted for alternative uses, but it should be
noted that similar costs would also be incurred on publicly funded
schemes.

All the new PFI hospitals incorporate modern features, for example the
“patient-line” initiative (access to TV and telephone via consoles) and
telemedicine facilities. Most schemes have also been taking the
opportunity to re-engineer their internal work processes in line with the
latest initiatives in service delivery, in particular the separation of
emergency from elective procedures, in line with development of
diagnostic and treatment centres (DTCs).

However, we recognise the Committee’'s concerns on long term
flexibilities and the department will keep the contract terms and other
aspects of the PFI processthat bear on flexibility under review to look for
opportunitiesto make improvements.

Staff Transfers

(a2)

Thereisno disputethat staff transfer [in PFI projects] hasproved a
highly contentious issue, and there are genuine concerns about the
creation of multi-tier workforces working with different pay and
conditions. If staff transfersarean inevitable part of the PFI process
then greater thought needs to be given to ensuring that NHS and
private sector staff have a clear understanding of their roles and
duties. We were impressed with the Patient Focus Care modéd in
Durham and believe that the Retention of Employment Model
offers the greatest potential for a well integrated workforce. We
recommend that the Department redoubles its efforts on the
Retention of Employment Model and look forward to seeing the
resultsof thepilot schemes.

The Government welcomes the Committee’'s endorsement of the
Retention of Employment model (RoE). All sides — trust staff and
management, private sector bidders and unions — involved in the pilot
schemes have devoted a good deal of time and effort into devel oping the
operational and personnel aspects needed to put the model into operation.
Two of the pilot schemes are approaching financial close, which will be
subject to business case approval, and following this the Department of
Health will look to roll the model out acrossthe NHS.
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Design I ssues

(bb)

(co)

Closer input into the design process [of PFI projects] by trust staff
would be beneficial. Werecommend that staff should have a greater
input in the design phase, even to the extent of requiring that there
should be a full mock up of a ward in advance of building work
taking place. We also recommend clinical expertise is actively
involved in the PFI team in order that functional and clinically
operational relationships are understood and incorporated in the
design of theproject.

The Department of Health’s PFI guidance for trusts states that clinical
staff and other departments are to be represented on the project board and
project teams from the start, and in practice this happens on al projects.
Trusts set up their bidder evaluation teams to include both clinical and
non-clinical staff to assessand comment on designs. Nominated clinicians
haveto sign off the designs before projects can be approved. Werecognise
that the most successful projects tend to be those that have high levels of
involvement of the trust staff who will use the facilities. We therefore
encourage trusts to involve fully clinicians and other heath staff
throughout the design process.

A number of recent steps have been taken to put greater emphasis on the
wider issue of hospital design. NHS Estates has entered a partnership
initiative with the Prince’s Foundation which aims to raise the awvareness
of the importance of good design of new healthcare facilities, to provide
expert guidance on initially five schemes and to provide an accessible
source of information and expertiseinthearea. Aspart of thisinitiativethe
department is also encouraging trusts to appoint a design champion to
their project boards, who could be a non-executive director with an
interest in design, to oversee designissues.

NHS Estates have also developed a design evaluation toolkit (AEDET)
which is available on their website. This provides a methodology for
evaluating and tracking the design development of health building
projects and assists healthcare planners to develop design output
specifications. The department is also revising the design development
protocol for PRI schemes to update it and also include emerging best
practice.

Given that PFI is relatively new, that the money tests are often
marginal and that those tests have created much uncertainty, we
recommend that more capital monies are made available for major
conventionally procured schemes so that PFI schemes could then be
properly monitored against a significant number of conventionally
procured schemesand thelessonsfrom both learnt for thefuture.

The Department of Health is continuing to progress both PFI and public
capital schemes. Four major public capital schemes have been completed
since 1997 and two major public capital schemesand anumber of medium
sized schemes are in construction at present. Data on these schemes is
provided to an NHS Estates database to establish the rolling average
benchmarksfor cost and time over-runs, which arerecal cul ated each year.



These benchmarks are then used in the PSC comparison with the PFI
solution. NHS Estates also are closaly involved with publicly funded
schemesand good practiceisfed back in their guidance.

PFI has now matured as a procurement method with 11 mgjor schemes
now open and treating patients. Public capital isnot unlimited so using PF
mainly for the large schemes enables more public capital to be used for
other much-needed investment such as equipment and refurbishment. The
Department of Health considers that value for money needs to be the
deciding criterion of the procurement route so that the best useis made of
taxpayers funds.
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NHSLIFT

(dd)

(ee)

LIFT isin its infancy, but we believe it does offer the potential to
rejuvenatethecurrent stock of primary carefacilitiesin those ar eas of
greatest need. We welcome, in principle, thisinitiative. However, we
recommend that the Government carefully monitorsLIFT toensure
that it isdirected soastoensureprovision in areasof highest need and
promotegreater integration of primary healthcareprovision.

Thefirst wave of LIFT schemes was announced in February 2001. They
are. Barndey; Camden and Idlington; East London and the City;
Manchester, Salford and Trafford; Newcastle and North Tyneside; and
Sandwell. Five of these schemes have aready been advertised in the
Officia Journal of the European Communities (OJEC).

The Department of Health deliberately targeted areas with the highest
levels of need. Each first wave LIFT isin a health action zone. Health
action zones are located in some of the most deprived areas in England.
Each locality has a disproportionately high number of sub-standard
premises and each of the LIFT areas have relatively poor access to
integrated services.

Before each LIFT will be allowed to proceed, arobust business case will
be submitted to the Department of Health demonstrating that the project is
viable and showing evidence that the scheme is signed up to promote
greater integration of primary healthcare provision.

The Government iscommitted to greater integration of primary healthcare
provision. TheNHS Planidentifiesatarget of 500 one stop shops by 2004.
New onestop centreswill include GPs, dentists, opticians, health visitors,
pharmacistsand social workers. NHSLIFT will develop anumber of these
centres.

We accept that the pre-LIFT mechanism would often have involved
private sector schemes however, we believe that it would have been
prudent to conclude the assessments of the first six schemes before
rolling out LIFT nationally. We recommend that the Government
undertakes a rapid assessment of the first schemes, both in terms of
value for money and service provision, though we recognise the
urgent need torefurbish theprimary careestate.

All LIFT schemes, irrespective of which wavethey fall under, will befully
assessed to demonstrate that they are valuefor money.

Because there is a pressing need to improve the primary care estate in
England (over 60% of the current primary care estateis over 30 yearsold
and very often in a poor state of repair), the Department of Health is
actively seeking to co-locate additional services and facilities. For
example, space could be used by a range of related hedth care
professionalsaswell associa services, pharmacists and dentists.



(ff)

The Department of Health is also providing technical assistance to help
primary care trusts develop their investment proposals, and is confident
that all localitieswill attract private partners offering affordabl e solutions.

Werecommend that health authorities should be asked to provethat
work has been carried out to show that LIFT schemes have been
consdered in the context of integrated strategic planning of
healthcar e assets. We recommend that the business planning process
for LIFT and acute hospital PFI schemesshould berequired, at every
stage, totakeawholesystemsapproach, that is, tolook at thepotential
for anintegrated local approach.

The Government agreeswith this recommendation.

The Department of Health has adopted awhol e health economy approach
to the business planning process for the last two years. The major PFI
schemes approved to proceed in February 2001 were required to consider
their redevelopment impact on acute, intermediate and primary care
services. Each proposal had to belinked to the local Health Improvement
Programme and receive the support from their health authoritiesand local
primary care organisations to ensure the devel opments were consistent
with the strategic plans of all related health services. The schemes were
also encouragedto develop fully vertically integrated proposalsacrossthe
acute, intermediate and primary care sectorswith private sector consortia.
The PFl schemes at Torbay and Wolverhampton are examples of this
approach with both schemes including acute and community services.
Schemes are al so required to consider capacity issues, such as admission
and discharge arrangements, with all local health and socia services
organisationsaspart of their business case.

Thefirst stagein the development of aLIFT schemeisthe production of a
Strategic Service Development Plan (SSDP) which must be produced by
the PCT. These SSDPs require localities to demonstrate an integrated
approach to service planning for the needs of thelocal community. All first
and second wave schemes are actively engaged with local authoritiesand
other stakeholdersin producing their SSDPs.
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PATHOLOGY AND PUBLIC PRIVATE PARTNERSHIPS

(99)

(hh)

All sides to the debate [on pathology services] accept the need for
rationalisation and structur al reorganization and we areattracted to
Professor Lilleyman’s suggestion that the new strategic health
authoritiesarethe appropriatelevel at which, or areaswithin which,
new pathology networ kscan beorganized. Theevidencewehave seen
suggests that private sector providers have introduced greater
efficiency without compromising clinical standards. This, we believe,
ispartly dueto the fact that clinicians have been closely involved at
every stage of thereorganization. We especially commend the model
of having NHS consultant pathologists in charge of on-site
laboratories where “hot” testing takes place, whilst off site
laboratoriesareleft to handlelargevolumesof cold testing.

Based on growing experience in the NHS, the Government believes that
integrated networks offer the best way to plan and manage a
comprehensive pathology service to meet the needs of local health
systems. Their larger size alows new technologies and modern
information systems to be brought in, leading to increased quality and
efficiency. They alow more efficient deployment of staff and equipment
and more effective sub-specialisation. They also offer better opportunities
for training, education and career development and provide increased
professional support.

In June 2002 the Department of Health published draft guidance for the
NHS on modernising pathology services, Pathology: the Essential
Service, seeking views on managed networks as a new model of service
delivery for pathology. The consultation paper also suggests that such
networks should serve populations equivalent to those served by strategic
health authorities and seeksviews on thispoint.

The department has not proposed specific models of service organisation
within these networks. It would be a matter for local judgement,
depending on local health needs and local circumstances, whether to
centralise non-urgent services off-site. There are already a variety of
service configurations in place in the NHS, providing high quality and
effective services. However, we agreethat it isvital that clinicians should
be involved in every stage of reorganising pathology services to ensure
that high quality, cost effective and efficient services are available for
patients and their doctors.

We would agree with Mr Spiller of MSF and Ms Wannell of West
Middlesex University Hospital Trust that a variety of modelsneed to
betested, and it seemsto usthat many of the benefits being achieved
by the privatesector companiescould beachieved within mainstream
NHSprovision if sufficient investment weremade.

TheNHSPlan pledged to explore with the independent sector its potential
contribution to modernising pathology services. Improved working
conditions and service provision requires significant investment.



Collaboration with the independent sector can make a positive
contribution.

However, the independent sector has more to offer than investment in
facilities, for example, expertise and resources to work with the NHS to
develop cutting-edge new technologies and tests which will improve
servicesfor patients. Theindependent sector also has expertisein process
re-design, procurement procedures and project management, all of which
are key to modernising pathology services.

To support thisand to test avari ety of models, the Government isinvesting
£8 million capital funding in four large-scale pathology modernisation
projectsin Leeds/Bradford, Pathlinks (Lincolnshire), Teespath (Teesside)
and North West London. The Teespath and Pathlinks projects are
exploring joint ventures with the independent sector. The Department of
Health will be evaluating all the projectsand their outcomes.

The Government believesthat the independent sector has much to offer in
this area and will encourage the NHS to work in partnership with
independent sector organisations to use their expertise and resources to
improve pathology services and deliver high quality diagnostics for
patients.
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